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SAVEVG  MEDICARE  AND  BUDGET 
RECONCILIATION 


WEDNESDAY,  JULY  19,  1995 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  notice,  at  9:40  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Bill  Thomas,  Chair- 
man of  the  Subcommittee,  presiding. 
[The  advisories  announcing  the  hearings  follow:] 


(1) 


ADVISORY 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 

SUBCOMMITTEE  ON  HEALTH 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-1721 

July  7,  1995 
No.  HL-13 

Thomas  Announces  Hearing  on  Saving 
Medicare  and  Budget  Reconciliation  Issues 

Congressm^  Biir  Thomas  (R-CA),  Chairman  of  the  Subcommittee  on  Health  of  the 
Committee  on  Ways  and  Means,  today  announced  that  the  Subcommittee  will  hold  a  hearing  on 
saving  medicare  and  budget  reconciliation  issues.  The  hearing  will  begin  on  Wednesday, 
July  19,  1995,  and  continue  on  Thursday,  July  20,  1995,  in  the  main  Committee  hearing 
room,  1100  Longworth  House  Office  Building,  beginning  at  9:30  a.m.  The  hearing  may  be 
continued  on  subsequent  dates. 

BACKGROUND; 

According  to  the  1995  report  of  the  Board  of  Trustees,  the  outlays  of  the  Medicare 
Hospital  Insurance  (HI)  trust  fimd  will  exceed  income  beginning  in  1996  and  the  trust  fund  is 
projected  to  run  out  of  reserves  in  2002,  using  the  intermediate  set  of  assumptions,  which  are 
generally  excepted  as  the  most  accurate  assumptions. 

To  keep  the  HI  trust  fund  in  actuarial  balance  for  25  years  would  require  an  immediate 
44%  increase  in  the  current  payroll  tax  rate,  and  would  increase  taxes  on  a  person  earning 
$20,000  by  $260  and  a  person  earning  $30,000  per  year  by  $390.  In  the  report,  the  Board  of 
Trustees  called  for  "prompt,  effective,  and  decisive  action"  to  put  the  HI  trust  fimd  into  balance. 

The  Board  of  Trustees  also  expressed  "great  concern"  about  spending  growth  from  the 
Supplementary  Medical  Insurance  (SMI)  trust  fund.  As  noted  by  the  Board  of  Trustees  in  the 
1995  report: 

"In  spite  of  evidence  of  somewhat  slower  growth  rates  in  the  recent  past,  overall,  the  past 
growth  rates  have  been  rapid,  and  the  future  growth  rates  are  projected  to  increase  above 
those  of  the  recent  past.  Growth  rates  have  been  so  rapid  that  outlays  of  the  program 
have  increased  53  percent  in  the  aggregate  and  40  percent  per  enrollee  in  the  last  five 
years." 

With  both  the  House  and  Senate  agreeing  to  the  conference  report  on  the  budget 
resolution,  the  Subcommittee  will  now  focus  on  increasing  spending  in  the  Medicare  program  to 
an  additional  $353.9  billion  over  the  next  seven  years.  Medicare  today  spends  $4,800  per 
beneficiary.  Under  the  budget  resolution,  $6,700  will  be  spent  per  capita  by  2002.  This  will 
enable  the  Congress  to  ensure  both  the  short-term  solvency  of  the  Medicare  hospital  insurance 
trust  fimd  and  preserve  the  Medicare  program. 

Several  innovative  Medicare  initiatives  have  been  proposed  by  national  organizations.  The 
Subcommittee  will  review  these  proposals  and  any  others  offered  by  interested  parties.  Since  the 
Subcommittee  will  be  considering  Medicare  budget  reconciliation  in  September  this  hearing  will 
provide  an  opportunity  for  interested  parties  to  comment  on  Medicare  payment  policy  and  policy 
in  such  areas  as:  graduate  medical  education,  home  health  services,  sldlled  nursing  facilities, 
durable  medical  equipment,  clinical  laboratories,  fraud  and  abuse,  hospital  outpatient  departments, 
and  prospective  payment  system  (PPS)-exempt  hospitals. 

In  announcing  the  hearing,  Chairman  Thomas  stated:  "As  the  fiscal  problems  associated 
with  the  Medicare  program  become  more  broadly  understood,  several  national  organizations  have 
proposed  initiatives  to  increase  Medicare  spending  at  a  slower  rate.  In  addition,  many  groups 
have  developed  proposals  to  save  the  Medicare  program  by  more  closely  reflecting  the 
innovations  in  the  private  market  today.  The  Subcommittee  welcomes  these  proposals  and  looks 
forward  to  working  with  interested  parties  in  developing  policy  alternatives." 
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DETAILS  FOR  SUBMISSIONS  OF  REQUESTS  TO  BE  HEARD: 

Requests  to  be  heard  at  the  hearing  must  be  made  by  telephone  to  Traci  Altman  or 
Bradley  Schreiber  at  (202)  225-1721  no  later  than  the  close  of  business,  Wednesday,  July  12, 
1995,  for  the  July  19  date  and  Thursday,  July  13,  1995,  for  the  July  20  date.  The  telephone 
request  should  be  followed  by  a  formal  written  request  to  Phillip  D.  Moseley,  Chief  of  Staff, 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House  OfBce 
Building,  Washington,  D.C.  20515.  The  staff  of  the  Subcommittee  on  Health  will  notify  by 
telephone  those  scheduled  to  appear  as  soon  as  possible  after  the  filing  deadline.  Any  questions 
concerning  a  scheduled  ^jpearance  should  be  directed  to  the  Subcommittee  staff  at  (202)  225- 
3943. 


In  view  of  the  limited  time  available  to  hear  witnesses,  the  Snbcommittee  may  not  be 
able  to  accommodate  all  requests  to  be  heard.  Those  persons  and  organizations  not  scheduled 
for  an  oral  ^jpearance  are  encouraged  to  submit  written  statements  for  the  record  of  the  hearing. 
All  persons  requesting  to  be  heard,  whether  they  are  scheduled  for  oral  testimony  or  not,  will  be 
notified  as  soon  as  possible  after  the  filing  deadline. 

Wimesses  scheduled  to  present  oral  testimony  are  required  to  summarize  briefly  their 
written  statements  in  no  more  than  five  minutes.  THE  FIVE-MINUTE  RULE  WILL  BE 
STRICTLY  ENFORCED.   The  full  written  statement  of  each  witness  will  be  included  in 
the  printed  record. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount  of  time  available  to 
question  witnesses,  all  wimesses  scheduled  to  sappcai  before  the  Subcommittee  are  required  to 
submit  300  copies  of  their  prepared  statements  for  review  by  Members  prior  to  the  hearing. 
Testimony  should  arrive  at  the  Subcommittee  on  Health  office,  room  1136  Longworth 
House  Office  Building,  no  later  than  11:00  a.m.  on  July  17, 195^.  Failure  to  do  so  may  result 
in  the  witness  being  denied  the  opportunity  to  testify  in  person. 

WRFTTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE: 

Any  person  or  organization  wishing  to  submit  a  written  statement  for  the  printed  record  of 
the  hearing  should  submit  at  least  six  (6)  copies  of  their  statement,  with  their  ad^ess  and  date  of 
hearing  noted,  by  the  close  of  business,  Thursday,  August  3,  1995,  to  Phillip  D.  Moseley,  Chief 
of  Staff,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  1 102  Longworth  House 
Office  Building,  Washington,  D.C.  20515.  If  those  filing  written  statements  ^sh  to  have  their 
statements  distributed  to  the  press  and  interested  public  at  the  hearing,  they  may  deliver  200 
additional  copies  for  this  purpose  to  the  Subcommittee  on  Health  office,  room  1136  Longworth 
House  Office  Building,  at  least  one  hour  before  the  hearing  begins. 
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**  NOTICE  -  ADDITIONAL  DAY  SCHEDULED  ** 

aAvisory 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 
SUBCOMMITTEE  ON  HEALTH 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-3943 

July  18.  1995 
No.  HL-14 

Thomas  Announces  Additional  Day  for  Subcommittee  Hearing 
on  Saving  Medicare  and  Budget  Reconciliation  Issues 

Congressman  Bill  Thomas  (R-CA),  Chainnan  of  the  Subconunittee  on  Healtfi  of  the 
Conmiittee  on  Ways  and  Means,  today  announced  that  the  Subcommittee's  hearing  on  Saving 
Medicare  and  Budget  Reconciliation  Issues  will  be  continued  on  Tuesday,  July  25,  1995.  The 
hearing  will  begin  at  10:00  a.m.,  in  the  main  Committee  hearing  room,  1100  Longworth 
House  Office  Building.  This  day  has  been  added  to  accommodate  additional  wimesses.  Only 
members  of  the  public  who,  in  accordance  widi  the  prior  press  release,  have  requested  to  be  heard 
and  have  been  contacted  by  the  Committee,  will  be  scheduled  to  testify  on  July  25.  Other 
interested  members  of  the  public  are  invited  to  submit  written  statements  for  the  record  of  these 
proceedings. 

All  other  details  for  die  hearing  remain  die  same.  (See  Subcommittee  press  release 
No.  HL-13,  dated  July  7,  1995.) 


*  *  *  *  ♦ 


**  NOTICE  -  CHANGE  IN  TIME  ** 

ADVISORY 

FROM  THE  COMMITTEE  ON  WAYS  AND  MEANS 

SUBCOMMITTEE  ON  HEALTH 

FOR  IMMEDIATE  RELEASE  CONTACT:  (202)  225-3943 

July  19,  1995 

No.  HL-13-Revised 

Time  Change  for  Subcommittee  Hearing  on  Saving 
Medicare  and  Budget  Reconciliation  Issues 

Congressman  Bill  Thomas  (R-CA),  Chairman  of  the  Subcommittee  on  Health  of  the 
Committee  on  Ways  and  Means,  today  announced  that  the  Subcommittee  hearing  on  Saving 
Medicare  and  Budget  Reconciliation  Issues  previously  scheduled  for  Thursday,  July  20,  1995, 
at  9:30  a,m.,  in  the  main  Committee  hearing  room,  1 100  Longworth  House  Office  Building, 
will  begin  instead  at  lOtOO  a.m. 


All  other  details  for  the  hearing  remain  the  same.  (See  Subcommittee  press  release 
No.  HL-13,  dated  July  7,  1995.) 
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Chairman  Thomas.  The  Health  Subcommittee  will  come  to  order. 

This  morning  this  hearing,  which  may  last  for  3  days  will  focus 
on  the  subject  matter  of  what  can  we  find  from  this  diverse  series 
of  panels  to  assist  us  in  ways  to  preserve  and  protect  our  Nation's 
Medicare  Program. 

Today's  panels  consist  of  providers,  think  tankers,  and  represent- 
atives of  beneficiaries.  As  we  know,  the  administration's  Medicare 
trustees'  reported  in  April  that  the  Medicare  Program  will  go  broke 
if  we  do  nothing  by  2002.  It  will  go  broke  actually  in  1996.  It  will 
go  bankrupt  in  2002,  that  is  by  next  year  more  money  will  be  spent 
than  is  coming  in,  and  by  2002  we  will  drop  rapidly  into  a  deficit. 

So  what  we  want  to  do  is  listen  to  this  relatively  broad  spectrum 
of  witnesses  as  to  what  they  have  to  contribute  based  upon  their 
analysis  of  steps  that  should  be  taken  to  preserve  Medicare.  I  look 
forward  to  listening  to  the  testimony.  And  since  we  have  a  long  list 
of  witnesses,  I  suggest  we  begin  as  soon  as  possible. 

With  that,  I  5deld  to  the  gentleman  from  California  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

The  Republicans  decided  months  ago  to  cut  Medicare  by  $270  bil- 
lion, and  it  appears  that  you  do  not  want  the  American  seniors  to 
know  how  you  are  going  to  cut  that  $270  billion.  So  we  are  plajdng 
this  wonderful  shell  game  of  which  pot  is  the  pea  hidden  under. 

Now,  I  think  that  it  may  be  under  all  three.  The  retirees  and  the 
disabled  are  the  people  who  are  going  to  pay  this  $270  billion.  As 
far  as  we  can  tell,  you  are  going  to  do  it  by  increasing  the 
deductibles,  the  copayments,  and  the  premiums.  The  insurance 
companies  and  the  health  care  managers  are  going  to  make  more 
profits.  The  $270  billion  will  go  to  pay  for  tax  cuts  for  the  richest 
in  America.  The  insurance  companies  are  not  going  to  suffer  or 
swallow  any  of  that. 

If  this  is  not  the  case,  we  would  be  curious  to  see  the  plan.  It 
is  too  important  for  every  American  to  preserve  Medicare  to  have 
changes  of  this  magnitude  made  in  backrooms  with  people  whose 
only  concern  is  finding  that  $270  billion. 

On  June  27  Mr.  Gibbons  and  myself,  Mr.  Dingell  and  Mr.  Wax- 
man  wrote  to  Chairmen  Archer  and  Bliley  requesting  a  legislative 
process  for  Medicare  which  allowed  opportunity  for  public  scrutiny 
and  discussion  of  the  specific  changes  proposed.  They  have  not  yet 
responded  to  our  letter,  and  we  wonder  what  they  are  afraid  of 
Are  they  afraid  that  this  exercise  has  nothing  to  do  with  saving 
Medicare  at  all,  but  saving  the  tax  cuts  in  the  Contract  With  Amer- 
ica. 

If  the  Republicans  are  afraid  that  seniors  will  figure  out  that  the 
documents  we  have  seen  make  clear  that  they  plan  to  take  billions 
of  dollars  out  of  the  pockets  of  the  beneficiaries  through  increased 
premiums,  deductibles  and  copayments  in  part  B,  all  of  which,  by 
the  way,  have  nothing  to  do  with  saving  the  part  A  trust  fund,  I 
question  whether  Republicans  think  seniors  are  too  naive  to  know 
the  difference  between  part  A  and  part  B  and  a  shell  game  when 
they  see  it. 

My  sense  is  that  your  plan  will  be  pay  more  and  get  less  for 
America's  seniors.  First,  there  is  a  75-percent  increase  over  current 
law  in  the  part  B  premium  costing  seniors  over  $500  a  year  by 
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2002.  Second,  there  is  an  increased  part  B  deductible  and  new 
copays  which  will  cost  the  average  senior  another  $300  a  year. 

Third,  perhaps  the  worst  of  all,  there  is  the  fixed  cap  on  Medi- 
care which  will  rise  on  an  age  adjusted  basis  only  4.6  percent, 
while  private  premiums  are  going  up  over  7  percent  a  year.  This 
means  that  any  senior  who  is  enticed  into  this  fixed-dollar  voucher 
scam  will  have  a  payment  gap  of  over  $1,200  a  year  by  the  time 
the  plan  is  completed,  and  they  will  have  to  come  up  with  that 
$1,200  a  year  out  of  their  pockets. 

I  would  like  to  know  how  the  average  senior  with  an  income  of 
$17,000  a  year  or  one  of  the  11.5  million  single  women  over  the  age 
of  65  who  live  on  incomes  of  less  than  $8,000  a  year  are  supposed 
to  pay  these.  I  think  my  colleagues  on  the  other  side  of  the  aisle 
are  playing  fast  and  loose  with  something  pretty  precious,  at  least 
to  my  mother,  and  that  is  her  Medicare.  And  to  add  insult  to  in- 
jury, you  are  keeping  a  secret  of  what  you  plan  to  do  until  the  last 
possible  minute. 

The  saying  goes  you  can  run,  but  you  cannot  hide.  We  all  under- 
stand that  the  Republicans  need  these  huge  Medicare  cuts  to  pay 
for  tax  cuts  for  the  rich,  and  no  amount  of  wailing  over  the  part 
A  trust  fund  can  hide  the  fact  that  we  are  making  37  million  Medi- 
care beneficiaries  pay  backbreaking  increases  in  out-of-pocket  ex- 
penses to  provide  a  tax  break  to  the  wealthiest  1  million  in  our  so- 
ciety. 

So  we  will  hear  today  from  people  who  mostly  will  benefit  from 
that  plan.  I  look  forward  to  the  hearing. 
Thank  you. 

Chairman  Thomas.  I  thank  the  gentleman. 

I  understand  that  there  are  Members  who  have  written  state- 
ments and,  without  objection,  their  written  statements  will  be 
made  a  part  of  the  record 

We  have  a  statement  of  Representative  Kleczka  on  the  hearing 
which,  without  objection,  will  be  made  a  part  of  the  record. 

[The  opening  statement  of  Mr.  Kleczka  follows:] 
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statement  of  Rep.  Gerald  D.  Kleczka 
July  19,  1995 


Mr.  Chairman,  I  want  to  thank  you  for  holding  these 
important  hearings  so  that  we  may  finally  begin  the  dialogue  that 
is  so  critical  to  the  democratic  process.     Although  I  would 
prefer  to  discuss  the  specifics  of  your  impending  Medicare  reform 
proposal,   I  welcome  the  opportunity  to  at  least  discuss  the 
general  issues,  and  to  perhaps  obtain  answers  to  a  number  of 
questions  I  have  about  the  plan  you  and  your  Republican 
colleagues  are  working  on  to  reforin  the  Medicare  system. 

Frankly,  I  am  very  concerned  about  some  of  the  rumors  that 
are  circulating  about  this  proposal,  and  it  is  my  hope  that  these 
hearings  will  give  us  the  opportunity  to  clear  up  some  of  the 
confusion  that  I  and  my  constituents  are  experiencing.  Because, 
as  we  all  know,  $270  billion  is  a  tremendous  amount  of  money- -no 
matter  how  you  look  at  it.     Whether  you  call  it  a  cut,  or  a 
reduction,  or  slowing  the  growth,  $270  billion  is  still  $270 
billion. 

Where  does  this  money  come  from?    Will  Medicare 
beneficiaries  have  to  pay  more  to  continue  seeing  the  doctor  of 
their  choice?    Will  Medicare  pay  doctors  and  hospitals  less?  Do 
you  plan  to  reduce  benefits?      How  many  years  do  you  estimate 
that  your  proposal  will  extend  the  Medicare  Part  A  Trust  Fund? 

Yesterday,  the  Washington  Post  reported  that  Republican  plan 
will  increase  copayments  to  25  percent  from  the  current  20 
percent,  and  impose  new  copayments  of  20  percent  for  home  health 
services,  clinical  lab  services  and  the  first  20  days  of  a 
skilled  nursing  home  stay.     In  addition,  the  plan  will 
purportedly  raise  the  annual  $100  deductible  and,  apparently, 
increase  monthly  premiums.     I  am  interested  to  know  if  this 
report  is  accurate.     And  if  it  is,  why  are  these  particular 
provisions  included? 

These  proposals  are  especially  perplexing  to  me  because  it 
has  been  my  understanding  that  the  reason  that  the  Republicans 
are  undertaking  such  a  difficult  task  of  reforming  the  Medicare 
program  is  to  protect  the  Medicare  Part  A  Trust  Fund.     But  the 
provisions  I  just  listed  are  cuts  in  the  Part  B  program  and  will 
do  nothing  to  resolve  the  Trust  Fund  dilemma.     So  why  would  you 
make  seniors  pay  more? 

Hopefully  some  of  our  witnesses  can  shed  some  light  on  the 
Repxiblican  proposal.     I  understand  that  you  have  been  working 
quite  closely  with  a  number  of  these  groups  so  perhaps  we  can 
glean  some  information  from  them  about  what  to  expect  from  you  in 
September.     The  American  Medical  Association  apparently  has 
recommended  that  Medicare's  payments  to  physicians  be  increased 
by  $14.5  billion.     Is  this  going  to  be  part  of  the  plan? 

Mr.  Chairman,  I  am  puzzled  by  these  reports.     They  just 
don't  make  sense  to  me  or  to  millions  of  seniors  who  rely  on 
Medicare.     I  appreciate  the  opportunity  to  ask  these  important 
questions.     After  all,  when  you  are  talking  about  $270  billion, 
the  answers  could  mean  the  difference  between  closing  a  hospital 
or  keeping  it  open,   seniors  receiving  care  from  their  own  doctor 
or  a  stranger,   living  on  their  own  or  with  their  children,  and 
having  some  health  care  coverage  or  none  at  all. 
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Chairman  Thomas.  I  know  the  gentleman  is  busy  with  a  number 
of  activities,  but  perhaps  he  missed  the  trustees'  report  in  April, 
perhaps  he  missed  the  President's  budget  suggestions  in  June  that 
we  are  going  to  have  to  trim  the  growth  of  Medicare.  And  what  we 
are  looking  for  are  suggestions  from  everyone  who  participates  in 
Medicare,  since  I  think  most  rational  people  believe  that  something 
should  be  done,  rather  than  nothing. 

Dr.  Bristow,  of  the  American  Medical  Association,  I  believe  has 
in  fact  submitted  a  suggested  revision  of  the  Medicare  growth  his- 
tory. I  invite  you  to  provide  us  with  any  testimony  you  see  fit,  with 
the  backdrop  that  apparently  you  are  part  of  this  cabal  that  is  out 
there  to  continue  the  shell  game. 

Dr.  Bristow. 

STATEMENT  OF  LONNIE  R.  BRISTOW,  M.D.,  PRESIDENT, 
AMERICAN  MEDICAL  ASSOCIATION  OF  AMERICA,  INC. 

Dr.  Bristow.  Thank  you,  Chairman  Thomas. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is 
Lonnie  R.  Bristow,  M.D.,  and  I  am  a  practicing  internist  from  San 
Pablo,  California.  I  am  also  the  president  of  AMA,  the  American 
Medical  Association. 

You  have  asked  the  AMA  to  testify  today  about  the  proposal  we 
have  developed  to  transform  Medicare.  When  we  came  before  you 
last  month,  we  identified  a  key  factor  contributing  to  Medicare's 
enormous  growth.  The  person  consuming  health  care  services,  the 
patient,  has  been  insulated  from  the  costs  of  these  services  by 
third-party  payment  mechanisms,  principally  Medigap.  We  also  de- 
scribed how  cost  controls  have  further  insulated  both  the  patient 
and  the  physician  from  the  economic  consequences  of  their  health 
care  decisions. 

The  AMA's  proposal  to  transform  Medicare  sets  out  to  correct 
these  structural  flaws,  with  the  long-range  goal  being  to  reduce  the 
dependency  of  future  generations  on  government  subsidized  medi- 
cal care.  It  presents  a  fundamental  shift  away  from  government 
control  and  toward  personal  responsibility,  individual  choice,  and 
an  invigorated  marketplace. 

This  shift  can  save  billions  of  dollars  for  both  beneficiaries  and 
the  program,  thus  assuring  Medicare's  long-term  viability.  By  get- 
ting rid  of  the  current  distortions,  physicians  and  providers  can 
compete  openly  for  patients  based  on  value.  Now,  here  is  how  it 
would  work. 

Each  elderly  or  disabled  beneficiary  could  choose  from  several 
different  options  for  Medicare,  individually  tailoring  the  program  to 
fit  his  or  her  particular  circumstances.  Yet,  the  government  would 
pay  exactly  the  same  amount,  regardless  of  the  patient's  choice. 
One  patient  might  decide  to  stay  in  what  we  think  of  as  traditional 
Medicare.  AMA's  proposal  would  retool  cost  sharing,  so  that  once 
that  patients  meets  the  yearly  deductible,  all  further  costs  for  cov- 
ered services  would  be  paid  for  by  Medicare.  Additionally,  the  pa- 
tient would  get  a  refund  if  she  did  not  use  all  of  her  deductible 
amount. 

This  patient  could  for  the  first  time  comparison  shop  for  value 
in  her  Medicare  services.  She  would  do  this  by  using  physicians' 
--"Mished  "conversion  factors"  and  quality  information.  If  her  phy- 
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sician  charge  is  less  than  Medicare's  set  amount,  she  could  keep 
the  savings.  Similarly,  if  her  physician  charges  more,  she  pays  the 
difference.  No  Medigap  and  no  more  stacks  of  forms. 

Now,  this  patient's  husband,  on  the  other  hand,  might  decide 
against  enrolling  in  traditional  Medicare  and  instead  enroll  in 
Medichoice.  This  option  would  give  him  access  to  a  wide  array  of 
plans  similar  to  that  offered  by  the  FEHBP  to  Members  of  Con- 
gress and  Federal  employees.  Like  his  wife,  he  would  have  informa- 
tion on  rates  and  plan  quality  to  assist  his  value  shopping.  He 
would  pay  the  difference  when  the  plan  costs  exceed  the  govern- 
ment contribution  or,  conversely,  keep  the  savings  when  the  gov- 
ernment contribution  exceeds  the  plan's  costs. 

Now,  this  couple's  neighbor  may  decide  on  another  option  in  lieu 
of  these  comprehensive  plans.  She  may  decide  to  establish  a  medi- 
cal savings  account  coupled  with  a  high  deductible  catastrophic  pol- 
icy. This  plan  would  also  be  funded  by  the  government's  annual 
contribution  amount,  and  distribution  from  the  account  for  covered 
medical  expenses  or  long-term  care  would  be  exempt  from  taxation, 
and  unspent  balances  would  be  allowed  to  accumulate  in  the  ac- 
count. 

Now,  it  is  very  important  to  note  that  the  AMA's  proposal  pro- 
vides a  safety  net  for  low-income  beneficiaries.  A  patient  at  or 
below  the  Federal  poverty  level  would  be  exempt  from  any  cost 
sharing,  and  those  with  incomes  between  the  poverty  level  and  150 
percent  of  that  level  would  face  some  modest  cost  sharing  adjusted 
on  a  sliding  income  scale. 

The  AMA  proposal  does  not  focus  solely  on  plan  design.  We  also 
call  for  establishing  a  partnership  for  health  care  for  value.  Now, 
this  private  sector  forum,  in  coordination  with  the  government, 
would  work  to  promote  standards  of  quality  and  rules  of  fair  play 
in  the  health  care  marketplace. 

The  AMA's  proposal  also  calls  for  reducing  Medicare's  contribu- 
tion to  graduate  medical  education  funding  and  placing  a  large  por- 
tion of  that  with  an  all-payer  GME  funding  system.  In  addition,  we 
recommend  gradually  reducing  the  number  of  publicly  funded  resi- 
dency slots.  Our  proposal  describes  many  other  recommended 
changes,  such  as  raising  Medicare's  eligibility  age  and  income- 
relating  Medicare's  benefit  subsidy. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  as  you  review 
this  plan  and  have  questions,  we  would  be  happy  to  explain  our 
thinking  and  our  actuarial  conclusions  with  you.  We  believe  the 
time  for  tinkering  is  past.  A  bold  vision  is  required  if  we  are  to 
strike  a  fair  balance  between  fantastic  technological  possibilities 
and  clear  resource  limits.  The  AMA's  proposal  for  Medicare  trans- 
formation attempts  to  achieve  that  balance,  while  keeping  front 
and  center  the  very  patients  that  Medicare  is  intended  to  assist. 

I  would  welcome  your  questions  and  your  feedback. 

Thank  you. 

[The  prepared  statement  and  attaclments  follow:] 
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STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 
to  the 

THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 
SUBCOMMITTEE  ON  HEALTH 

RE:  Saving  Medicare  and  Budget  Reconciliation  Issues 

Presented  by:  Lonnie  R.  Bristow,  MD 


July  19,  1995 


Mr.  Chairman,  my  name  is  Lonnie  R.  Bristow,  MD.  I  am  an  internist  from  San 
Pablo,  California,  and  President  of  the  American  Medical  Association  (AMA).  On 
behalf  of  the  300,000  physician  and  medical  student  members  of  the  AMA,  I  thank 
you  for  the  opportunity  to  present  testimony  to  the  Subcommittee  today  regarding  the 
AMA's  proposal  to  transform  Medicare.  We  are  pleased  to  share  our  thoughts  with 
you  as  the  Congress  considers  how  to  best  protect  the  promise  of  Medicare  in  an  era 
of  sharply  limited  resources. 

A  wide  range  of  experts  have  independently  concluded  that,  despite  Medicare's  clear 
success  in  improving  the  health  status  of  our  elderly  and  disabled  citizens,  the 
program  cannot  be  sustained  without  a  fundamental  restructuring.  The  AMA  has 
testified  before  this  subcommittee  earlier  this  year  regarding  those  factors  precipitating 
Medicare's  current  crisis.  The  time  has  passed  for  tinkering  and  minor  modifications. 
In  light  of  what  is  known  about  the  program's  structural  flaws  and  its  looming 
bankruptcy  if  basic  reforms  are  not  made,  the  AMA  has  synthesized  ahnost  ten  years 
of  policy  consideration  and  research  by  our  association  into  the  proposal  we  will 
describe  to  you  today  and  which  has  been  distributed  to  every  Member  of  the 
Congress.  It  is  based  on  principles  that  the  AMA  has  repeatedly  advocated  for 
reforming  Medicare  to  correct  current  structural  problems  and  to  reduce  the 
dependency  of  future  generations  on  subsidized  government  medical  care. 

The  reforms  we  propose  are  a  fundamental  shift  away  from  government  control 
toward  personal  responsibility,  individual  choice  and  an  invigorated  Medicare 
marketplace.  The  AMA's  proposal  is  based  on  die  idea  of  a  competitive  market- 
driven  system  as  the  best  option  for  the  future  of  the  Medicare  program  because  it 
offers  more  choice  to  senior  citizens  and  ths  disabled.  We  must  give  the  patient  both 
the  opportunity  and  the  responsibility  to  make  wise  prospective  choices  of  physician 
and  financing  mechanism,  with  the  reasonable  opportunity  to  change  either  if  they 
prove  unsatisfactory.  An  effective  health  care  marketplace  is  only  achievable  if  we 
rid  ourselves  of  the  current  program's  distortions  that  have  had  the  perverse  effect  of 
aggravating,  rather  than  easing,  the  government's  burden  in  keeping  Medicare's 
promise.  As  long  as  Medicare  insulates  patients  from  the  true  cost  of  the  services 
tiiey  are  consuming,  a  competitive  Medicare  marketplace  will  never  flourish  and  costs 
will  continue  to  escalate. 


12 


AMA'S  PROPOSAL  FOR  MEDICARE  TRANSFORMATION 

Distilled  to  two  central  ideas,  AMA's  proposal  is  premised  on  the  belief  that: 

•  Individual  responsibility,  changed  incentives  and  reduced 
administrative  costs  will  produce  savings  for  most  patients  and  lead 
to  the  flscal  integrity  of  the  Medicare  program;  and 

•  Medicare  beneficiaries  —  our  patients  ~  should  have  enhanced 
choice  and  the  ownership  and  responsibility  for  their  Medicare 
entitlement,  while  receiving  the  highest  quality  medical  care. 

SAVINGS 

How  can  a  system  premised  on  choice  and  individual  responsibility  offer  savings  to 
the  Medicare  program?  When  individuals  have  a  financial  stake  in  their  medical  care, 
they  are  more  likely  to  be  prudent  consumers  and  seek  the  highest  value  for  their 
money.  Patients  and  physicians  alike  become  sensitized  to  price  and,  more  important, 
value.  When  marketplace  distortions  are  eliminated  through  the  removal  of 
government  price  controls,  physicians  and  other  providers  will  compete  in  the 
marketplace.  The  private  sector  has  demonstrated  that  competition  can  yield  savings. 

These  savings  are  the  result  of  a  more  prudent  use  of  resources  by  patients,  coupled 
with  increased  efficiency  by  physicians.  Enhanced  beneficiary  cost-consciousness 
does  not  have  to  mean  substantia]  increased  costs  for  beneficiaries.  It  is 
primarily  the  manner  in  which  beneficiaries  pay  today  -  not  the  amount  -  that 
defeats  any  incentive  to  use  the  program  efficiently.  Our  proposal  will  actually 
bring  an  estimated  40%  of  beneficiaries  some  level  of  savings.  It  will  leave  about 
half  of  beneficiaries  no  better  or  worse  off  than  if  they  had  remained  under  the 
current  system,  and  it  will  call  on  an  estimated  10%  to  pay  marginally  more.  This 
benefit  accrues  while  simultaneously  saving  the  program  billions  of  dollars.  (See 
attached  chart  demonstrating  overall  projected  net  savings  achieved  through  these 
changes,  as  well  as  the  effect  on  simulated  low  and  heavy  users  of  health  care 
services.) 

Nor  do  these  savings  have  to  come  from  a  continuation  of  past  failed  policies 
repeatedly  reducing  physician  payments.  Physicians  have,  year  after  year, 
contributed  their  fair  share  to  the  budget  deficit  effort.  Physicians,  who  account  for 
23%  of  Medicare  outlays,  have  absorbed  32%  of  Medicare  provider  cuts  over  the  last 
decade.  Projected  further  decfines,  based  on  the  current  flawed  payment  formula, 
will  actually  bring  physician  payments  lower,  at  the  end  of  the  century,  than  they 
were  at  the  beginning  of  the  1990s  when  RBRVS  was  first  implemented  (see  attached 
chart).  Our  proposal  achieves  savings  while  minimizing  further  reductions  that  will 
push  many  physicians  over  their  own  budgetary  red  line,  reducing  or  eliminating 
entirely  their  ability  to  continue  caring  for  Medicare  patients.  Competition  requires 
that  prices  be  decontrolled  and  beneficiaries  rewarded  for  seeking  better  value  in  the 
markeq)lace.  Our  proposal  for  physician  price  competition  builds  on  the  current 
RBRVS-based  system.  We  call  on  the  Secretary  of  HHS  to  design  a  similar  system 
for  DRG-based  hospital  payments  in  the  HI  program,  as  well. 

Some  have  mistakenly  portrayed  the  AMA's  plan  as  allowing  for  "balance  billing." 
This  is  an  inaccurate  and  misleading  characterization,  as  the  concept  of  "balance 
billing"  is  a  remnant  of  the  government  "command  and  control"  system  which  we  are 
attempting  to  transform.    This  old  system  perversely  serves  to  penalize  physicians  for 
setting  their  prices  too  low.  The  AMA's  proposal  would  allow  the  government  to  set 
its  price,  physicians  to  set  their  conversion  factor,  and  patients  to  compare  value 
among  competing  caregivers.  Given  that  approximately  93%  of  physicians  who 
currently  treat  Medicare  patients  accept  assignment,  the  hypothesis  projected  by  our 
critics  of  steeply  escalating  prices  appears  unfoimded. 
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As  anotter  element  of  savings,  AMA's  proposal  greatly  reduces  waste  and 
unnecessary  administrative  costs.  An  undistorted  market  will  wither  nonessential 
costs,  while  maintaining  those  elements  that  truly  contribute  to  greater  value  in 
caregiving.  In  addition,  the  AMA  advocates  institutionalizing  modernized  Medicare 
administrative  practices  to  include  computerization  of  patient  records  and  claims 
systems  (embracing  confidentiality  aiKl  security  measures  for  individuals'  health 
information),  a  public-private  partoership  to  explore  telemedicine's  promise,  and 
changing  payment  policies  to  encourage  preventive  care  and  care  provided  in  subacute 
or  home  settings. 

BENEnCIARY  CHOICES 

The  heart  of  AMA's  proposal  would  provide  the  elderly  and  disabled  with  several 
different  options  for  Medicare.  Each  Medicare  beneficiary  would  have  an  expanded 
set  of  choices  that  range  from  remaining  in  the  restructured  traditional  Medicare 
program,  to  selecting  from  various  competing  health  plans  (including  managed  care 
options),  to  investing  in  a  Medical  Savings  Account  (MSA)  coupled  with  a 
catastrophic  plan  .  In  general,  Medicare  patients  would  have  enhanced  opportunities 
to  make  prudent  use  of  medical  care  resources  and  to  be  personally  rewarded  for 
those  decisions. 

How  might  people  actually  take  advantage  of  greater  personal  responsibility  under  a 
transformed  Medicare?  One  patient,  for  example,  upon  enrolling  in  the  Medicare 
program,  may  decide  to  stay  in  "traditional"  Medicare.  Her  spouse,  however,  may 
want  to  take  advantage  of  one  of  the  many  managed  care  plans  offered  under  a  nsy/ 
"Medichoice"  ~  a  plan  very  similar  to  the  Federal  En^loyee  Health  Benefit  Plan 
(FEHBP)  he  had  enjoyed  when  he  was  a  postal  woricer.  Their  neighbor  may  decide 
to  take  advantage  of  the  MSA  option  with  a  high  deductible  catastrophic  policy 
offered  under  Medichoice.  Each  beneficiary  could  personally  tailor  the  program 
to  fit  his  or  her  indiyidual  circumstances  and,  in  the  vast  majority  of  cases,  each 
Medicare  beneficiary  will  save  money  or  spend  the  same  amount  as  under  the  current 
system. 

I.       A  beneficiary  electing  to  remain  in  the  modified  "traditional"  Medicare: 

•  would  only  have  one  form  of  cost  sharing  to  replace  the  current 
multiple  deductibles  and  coinsurance  ~  once  they  met  a  preset  yearly 
deductible,  all  costs  for  covered  services  would  be  paid  by  Medicare, 
and  beneficiaries  would  get  a  refund  if  they  did  not  use  their  deductible 
amount; 

•  would  have  no  need  to  purchase  medigap  insurance  for  deductibles  and 
coinsurance  of  covered  services  and  no  need  to  fill  out  yet  more  forms; 
and 

•  would  be  able  to  compare  value  in  choosing  a  physician  using,  in  part, 
a  published  "conversion  factor,"  and  either  pay  the  difference  when  the 
physician  charges  exceed  the  government  payment  or  keep  the  savings 
when  the  government  payment  exceeds  the  physician  charges. 

This  modified  form  of  beneficiary  cost-sharing  will  serve  to  reduce,  on  average,  the 
individual's  out-of-pocket  costs,  reward  individuals  for  being  prudent  consumers  of 
routine  medical  services,  and  reduce  both  patient  and  provider  paperwork  and  other 
administrative  complications  of  dealing  with  Medigap  supplemental  insurers. 
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n.      Patients  choosing  "Medichoice"  would  have  access  to  a  wide  range  of  plans 
similar  to  those  offered  by  the  Federal  Employees  Health  Benefit  Plan 
(FEHBP).  Each  person  would  receive: 

•  advance  notice  of  the  government's  contribution  (to  be  actuarially 
determined)  toward  the  cost  of  Medichoice  plans; 

•  information  and  rates  on  plans  in  the  individual's  area  to  assist  "value 
comparison";  and 

•  a  Medichoice  election  and  enrolhnent  form  (available  on  attaining 
Medicare  eligibility  and  on  an  annualized  basis). 

Patients  would  either  pay  the  difference  when  the  plan  costs  exceed  the  government 
contribution  or  keep  the  savings  when  the  government  contribution  exceeds  the  plan 
costs. 

in.     Each  Medicare-eligible  individual  would  also  have  the  option,  in  lieu  of 

comprehensive  plans  (such  as  traditional  Medicare  or  Medichoice),  to  establish 
a  "Medical  Sayings  Account"  coupled  with  a  catastrophic  policy.  Our 
MS A/catastrophic  plan  would: 

•  be  funded  by  the  government's  annual  contribution  amount; 

•  consist  of  a  fund  from  which  the  beneficiary  would  pay  deductible 
medical  expenses  and  a  high  deductible  catastrophic  medical  expense 
insurance; 

•  allow  unspent  balances  to  accumulate  in  the  fund;  and 

•  provide  for  distribution  from  the  MSA  fund  (exempt  &om  federal  and 
state  income  tax)  for  medical  expenses,  including  health  insurance 
premiums  and  long-term  care  expenses. 

The  MSA  option  would  undoubtedly  prove  attractive  to  many  beneficiaries  because 
they  could  provide  funds  for  purchase  of  items  and  services  formerly  not  covered  by 
Medicare,  such  as  prescription  drugs  or  extended  long-term  care.  The  AMA  strongly 
supports  Chairman  Archer's  MSA  legislation,  as  detailed  in  our  recent  separate 
statement  to  the  Committee. 

In  the  AMA  proposal,  we  specifically  take  into  account  those  in  our  society  who  are 
most  dependent  financially  on  the  Medicare  program.  Those  whose  incomes  are  at  or 
below  the  poverty  level  would  be  exempt  from  any  Medicare  cost-sharing.  Those 
with  incomes  between  the  poverty  level  and  150%  of  that  level  would  face  some  cost 
sharing,  adjusted  on  a  sliding  scale  based  on  income. 

Medicare  must  be  transformed  into  a  defined  contribution  program  to  tighten  the 
program's  original  open-ended  entitlement  that  has  contributed  so  significantly  to 
Medicare's  fiscal  instability.  To  serve  beneficiaries  optimally  under  such  budgetary 
constraints,  however,  the  program  must  provide  a  wide  variety  of  choices  to  allow  for 
the  full  spectrum  of  needs  and  financial  means  within  the  beneficiary  population. 

The  newly  empowered  Medicare  beneficiary  should  not  be  restricted  in  choice  of 
plans  or  providers.  We  must  correct  the  current  competitive  disadvantage  of 
physician-sponsored  health  plans.  Physicians  are  positioned  to  ultimately  balance  the 
cost  and  quality  equation  better  than  any  others  in  the  marketplace,  with  the  potential 
to  save  substantial  amounts  which  today  go  to  the  administration  and  institutional 
investors  of  giant  corporate  plans.  A  simple  program  to  help  stimulate  physician 
plans  much  as  was  done  for  HMOs  in  the  1970s  is  a  necessary  direction  to  pursue. 


15 


QUALITY  AND  HEALTH  PLAN  STANDARDS 

As  Medicare  becomes  a  part  of  a  meaningful  way  for  patients  to  make  choices  in  the 
private  marketplace,  costly  and  complicated  government  regulations  can  be  reduced 
and  the  private  sector  can  exercise  its  self-regulatory  expertise.  We  are  proposing  an 
unprecedented  "Partnership  for  Health  Care  Value"  organization  that  focuses 
private  sector  efforts  to  promote  standards  of  quality  and  rules  of  fair  competition  that 
protect  the  patient-physician  relationship.  The  Partnership  will  also  coordinate  and 
expand  current  fragmented  efforts  to  find,  report  and  eliminate  fraud  and  abuse.  A 
dramatic,  yet  simple,  way  to  materially  decrease  fraud  is  to  share  responsibility  for  its 
detection  with  organized  medicine.  According  to  the  FBI,  physicians  are  the  least 
likely  group  to  engage  in  fraud,  yet  the  most  useful  in  assisting  in  its  prosecution. 

The  Partnership  would  also  serve  to  educate  physicians,  providers  and  patients  about 
reducing  care  of  marginal  value  and  increasing  preventive  care.  It  would  build  on 
current  efforts  in  this  arena,  such  as  the  soon-to-be-released  booklet  on  health  care 
advanced  directives,  jointly  produced  by  the  AMA,  the  American  Bar  Association  and 
the  American  Association  of  Retired  Persons.  The  Partnership  would  expand 
continuous  quality  improvement  in  medical  care  and  quickly  conununicate  clinical 
advances  to  every  physician. 

In  addition,  to  protect  our  patients,  the  AMA  urges  that  plans  be  guided  by  the 
following  principles  which  have  enjoyed  bipartisan  support  in  the  past  Congress.  In 
general,  plans  should: 

•  disclose  to  patients  plan  information,  rights  and  responsibilities; 

•  provide  for  appropriate  professional  involvement  m  plan  medical  policy 
matters; 

•  disclose  utilization  review  plan  policies  and  procedures; 

•  provide  reasonable  opportunity  for  patient  choice  of  plans  and 
physicians;  and 

•  provide  reasonable  access  to  physicians  and  specialists. 
GRADUATE  MEDICAL  EDUCATION 

Additional  Medicare  savings  can  be  achieved  by  making  the  funding  of  our  graduate 
medical  education  (GM£)  system  more  rational.  The  marketplace  in  medical 
education  needs  a  new  set  of  rules.  The  necessary  restructuring  of  GME  fmancing 
must  be  sensitive,  however,  to  the  multiple  obligations  of  teaching  hospitals,  which 
provide  a  high  level  of  specialized  care,  as  well  as  care  to  the  uninsured  and  the 
underinsured,  and  to  medical  schools,  which  carry  out  both  educational  and  research 
missions. 

We  propose  that  Medicare's  contribution  to  GME  be  reduced  over  time  and  that  the 
private  sector  play  a  stronger  role  in  both  woiic  force  planning  and  funding  of  GME. 
All  the  entities  delivering  health  care  today  benefit  directly  or  indirectly  from  the 
GME  system,  yet  many  contribute  little  to  it.  It  will  take  time  to  develop  and 
implement  a  fair  all-payer  system  for  GME.  We  recommend  a  gradual  reduction  in 
the  number  of  publicly  funded  residency  positions  and  the  transition  to  a  GME 
funding  system  supported  by  all  payers,  public  and  private. 

The  AMA's  proposal  also  calls  for  the  establishment  of  a  cooperative  private-public 
sector  physician  workforce  planning  initiative  to  smdy  physician  workforce  needs  and 
make  recommendations  about  the  future  funding  of  GME.  The  planning  group's 
considerations  would  include  issues  such  as  suitable  specialty  mix,  geographic 
distribution  and  appropriate  training. 
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ADDITIONAL  MEDICARE  CHANGES 

We  are  also  calling  for  three  additional  changes:  (1)  including  preventive  services  in 
the  Medicare  benefit  when  availability  of  such  services  can  clearly  be  shown  to 
reduce  overall  program  costs;  (2)  raising  Medicare's  eligibility  age  over  time  so  that 
it  is  consistent  with  that  of  Social  Security;  and  (3)  reducing  by  a  modest  amount  the 
Medicare  subsidy  of  high  income  beneficiaries. 


CONCLUSION 

Americans  can  no  longer  postpone  tackling  fundamental  reform  of  the  Medicare 
program.  Failure  to  do  so  is  certain  to  prove  even  more  costly  for  the  millions  of 
Americans  who  expect  to  be  able  to  rely  on  this  program  in  the  future,  as  well  as 
those  working  Americans  who  are  called  upon  to  help  finance  it.  Continuation  of  past 
stop-gap  measures,  such  as  chopping  away  at  rates  paid  to  providers  in  hopes  of 
getting  more  services  for  less  money,  will  ultimately  divorce  the  Medicare  system  and 
its  beneficiaries  from  the  mainstream  of  American  medical  care.  Simplistic  budget- 
cutting  has  not  resulted  in  cost-control  over  recent  years;  on  the  contrary,  price 
controls  have  had  the  perverse  effect  of  exacerbating  Medicare's  fiscal  crisis  and 
severely  threatening  the  promised  access  of  beneficiaries  to  medical  care. 

Americans  who  depend  on  the  Medicare  program  for  their  medical  and  health  care,  as 
well  as  those  who  will  rely  on  it  in  the  future,  should  not  have  to  worry  about 
whether  benefits  promised  them  will  be  forthcoming.  As  the  nation  attempts  to  strike 
a  balance  between  enormous  technological  possibilities  and  clear  resource  limits,  it  is 
imperative  that  patients  make  the  choices  with  physicians  as  their  trusted  advisers. 
Our  proposal  for  Medicare  transformation  attempts  to  achieve  the  new  balance  that  is 
required.  We  look  forward  to  working  with  the  Congress  on  this  vital  effort. 


#  #  # 
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LOW  USER 


DESCRIPTION;  Healthy  enrollee  with  only  2  visits  for  S300  total 


Current  Law 


Out-of-Pocket  Spending 

AMA  Proposal 


Hospital  Deductible:  S  0 
PartB 

Effective  Deductible:  $  0 

Effective  Coinsurance  $  0 

Premium:  $  553 

Medigap  Premium:  $  1 ,0  M 

Out-of  Pocket  Spending:  SI, 564 


Deductible:  $  300 

Coinsurance:  $  0 

Total  Medicare  Premium:  $  1 ,064 
Out-of-Pocket  Spending:  $1,364 


HEAVY  USER 


DESCRIPTION:  Ailing  enrollee,  several  MD  visits,  3-day  hospital 
stay,  7-day  hospital  suy;  expenses  total  $10,000. 

Out-of-Pocket  Spending 


Current  Law 

Hospital  Deductible:  S  0 
PartB 

Efiective  Deductible:  .  $  0 

EffiKtive  Coinsunuice  $  0 

Premtuin:  S  S53 

Medigap  Prenuum:  $1,011 

Out-of  Pocket  Spending:  S1.564 


AMA  Proposal 

Deductible:  $  500 

Coinsurance:  $  0 

Total  Medicare  Premium:  $1,064 
Out-of-Pocket  Spending:  $1,564 


Case 


Summary  of  Beneficiary  Net 
Savings 


Current  Law  AMA  Proposal  Net  Savings 


1.  Non-User 

2.  Low  User 

3.  Medium  User  (no  Hospital) 

4.  Medium  User  (with  Hospital) 

5.  Heavy  User 

6.  Catastrophic  User 

7.  Average  User  with  No  Medigap 

8.  Low-Income  Average  User 

9.  High-Income  Average  User 

10.  Big  Loser 


$1,564 

$1,064 

$500 

$1,564 

$1,364 

$200 

$1,564 

$1,564 

$  0 

$1,564 

$1,564 

$  0 

$1,564 

$1,564 

$  0 

$1,564 

$1,564 

$  0 

$1,363 

$1,564 

($201) 

$1,363 

$1,059 

$305 

$1,564 

$2,458 

($893) 

$  553 

$1,064 

($511) 
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Chairman  THOMAS.  Thank  you  very  much,  Dr.  Bristow. 
Karen  Ignagni,  representing  Group  Health  Association  of  Amer- 
ica. It  is  good  to  have  you  with  us  again. 

STATEMENT  OF  KAREN  IGNAGNI,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  GROUP  HEALTH  ASSOCIATION  OF 
AMERICA,  INC. 

Ms.  Ignagni.  Thank  you. 

Good  morning,  Members  of  the  Subcommittee.  I  am  deUghted  to 
be  here  to  present  GHAA's  views  and  recommendations  about  Med- 
icare restructuring.  In  our  testimony,  we  present  a  plan  for  mod- 
ernizing Medicare.  We  have  two  goals  under Ijdng  our  thoughts  and 
proposals.  The  first  is  to  make  Medicare  work  more  like  the  private 
sector  system  that  is  now  in  place  for  working  families.  The  second 
is  to  preserve  beneficiary  access  to  services. 

We  have  offered  five  specific  recommendations.  The  first  is  to  ex- 
pand choice  for  beneficiaries.  One  example  would  be  the  recent  ef- 
forts that  we  have  been  working  on  collaboratively  with  HCFA  to 
expand  PCS  options  under  Medicare  risk  contracts.  That  would  be 
an  example  of  the  kind  of  choice  along  with  PPOs  and  other  kinds 
of  delivery  systems  that  are  now  in  the  market  for  working  fami- 
lies. 

The  second  proposal  that  we  have  submitted  for  your  consider- 
ation is  to  improve  information  going  to  beneficiaries  and  to  set  up 
a  structure  where  beneficiaries  now  receive  information  about  the 
kind  of  plans  that  are  available  in  the  market  and  they  can  make 
decisions  and  evaluate  on  the  basis  of  quality,  service,  and  price. 
We  also  would  recommend  that  this  type  of  information  be  sent  to 
beneficiaries  prior  to  retirement,  so  they  might  have  time  to  confer 
with  their  physicians,  relatives,  and  make  appropriate  and  in- 
formed decisions. 

Our  third  recommendation  is  to  consider  that  any  proposed  re- 
structuring that  contemplates  modernizing  Medicare  and  embody- 
ing within  Medicare  some  of  the  principles  that  are  in  existence  in 
private  insurance  for  the  under-65  population  will  not  work  with- 
out standards  for  fair  play  across  the  board. 

We  have  talked  quite  a  lot  with  you  in  past  appearances  about 
the  importance  of  leveling  the  playingfield.  What  I  mean  by  stand- 
ards are  particular  issues  related  to  solvency,  quality  assurance, 
data  disclosure,  reporting,  and  issues  you  have  discussed  over  the 
years.  But  I  think  that  as  you  move  to  a  more  patient  empowered 
system  with  quite  a  lot  of  choice,  you  do  want  to  have  similar 
standards  for  the  plans  that  are  in  the  system. 

The  fourth  point  we  make  is  that  it  is  very  important  to  consider 
what  this  does  to  the  current  administrative  structure  for  the  pro- 
gram. We  would  see  the  structure  moving  from  the  present  form 
to  more  standard-setting,  providing  accountability  mechanisms  and 
monitoring  what  is  going  on,  much  like  the  functions  of  employers 
in  the  private  marketplace  today. 

The  next  proposal  we  have  submitted,  the  fifth  is  to  transition 
to  an  improved  pa3mient  methodology.  There  has  been  a  lot  of  com- 
ment on  FEHBP-like  systems  and  competitive  bidding  particularly. 
We  think  that  those  proposals  might  be  useful  to  investigate  for 
the  long  term,  but  the  point  is  what  do  you  do  today.  What  we  have 
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tried  to  do  is  provide  a  framework  for  you  to  begin  working  today, 
begin  transitioning  from  where  we  are  today  to  make  the  kinds  of 
changes  I  think  you  are  considering,  while  we  are  exploring  dif- 
ferent suggestions  for  the  longer  term. 

Some  of  that  is  already  under  way,  and  we  would  encourage  the 
continuation  of  that.  But  that  will  take  time  and  study.  We  have 
tried  to  offer  you  a  road  map  of  how  to  begin  to  make  the  changes 
now.  We  would  begin  with  total  expenditures,  in  other  words, 
where  we  are  today,  translate  that  into  per  capita  payments  on 
both  sides,  fee-for-service,  and  anything  in  the  so-called  "managed 
care"  arena.  On  the  fee-for-service  side,  that  would  probably  bring 
together  many  of  the  initiatives  that  you  have  already  launched  in 
terms  of  RBRVS  and  prospective  payment.  It  would  bundle  care.  It 
would  capitate.  It  would  move  to  integrate  and  coordinate  care  on 
the  fee-for-service  basis,  as  well  as  on  the  managed  care  side. 

We  would  propose  that  there  be  lookback  mechanisms  to  enforce 
the  capitated  payment  on  the  fee-for-service  side,  and  on  the  man- 
aged care  side  much  as  the  AAPCC  acts  as  a  budget,  our  proposal 
would  involve  the  per  capita  payment  acting  as  a  budget.  In  that 
environment,  you  would  have  a  structure  to  debate  and  discuss  the 
point  of  where  you  start  the  growth  and  how  you  phase  down  over 
what  period  of  time. 

In  sum,  Mr.  Chairman,  we  hope  that  our  thoughts  have  provided 
you  a  mechanism  to  begin  thinking  about  what  you  do  today.  We 
thought  that  was  our  charge  and  we  have  worked  very  hard  to  be 
helpftil  in  this  regard,  at  the  same  time  balancing  all  of  the  inter- 
ests that  are  certainly  on  your  mind  with  respect  to  the  solvency 
of  the  trust  fund,  as  well  as  the  goal  of  preserving  beneficiary  ac- 
cess. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  KAREN  IGNAGNI,  PRESIDENT  AND  CEO 
GROUP  HEALTH  ASSOCIATION  OF  AMERICA,  INC. 


Mr.  Chairman  and  members  of  the  Committee,  I  am  Karen  Ignagni,  President  and  CEO 
of  the  Group  Health  Association  of  America  (GHAA).  GHAA  is  the  leading  national  association 
for  health  maintenance  organizations  (HMOs).  Our  385  member  HMOs  serve  80  percent  of  the 
50  million  Americans  receiving  health  care  through  HMOs  today. 

We  are  pleased  to  be  asked  to  testify  as  the  Committee  explores  the  future  of  the 
Medicare  program,  and  look  forward  to  working  with  the  Congress  and  the  President  on  a 
bipartisan  fashion  on  Medicare.  GHAA  believes  that  Medicare  must  be  modernized  to  reflect  the 
dramatic  developments  that  have  occurred  in  the  private  sector  since  Medicare  was  enacted  30 
years  ago.  Medicare  can  best  be  strengthened  by  offering  beneficiaries  the  same  kinds  of  choices 
that  are  already  available  to  millions  of  working  Americans  both  in  the  private  sector  and  in  the 
federal  government.  Today,  I  would  like  to: 

o        review  the  environment  for  change  in  the  health  care  marketplace,  and  in 
Medicare; 

o        review  the  current  status  and  ejqjerience  of  the  Medicare  HMO  contracting 
program; 

o        review  GHAA's  guiding  principles  for  discussion  of  Medicare  reform;  and 

o        present  GHAA's  recommendations  for  "where  to  begin'  ~  initial  steps  in  a 
transition  to  broader  reform  of  tlie  Medicare  program. 

The  Changing  Environment 

When  Medicare  was  enacted  in  1965,  the  health  care  enviromnent  for  which  this  vitally 
important  public  program  was  designed  was  substantially  different  than  it  is  today: 

o        the  overwhehning  majority  of  insured  Americans  received  their  health  care  under 
the  then-predominant  fee-for-service  approach; 

o        health  care  services  were  more  focused  on  inpatient  hospital  care; 

o        health  care  was  less  complex  and  bewildering  than  today,  so  coordination  of  care 
was  not  as  essential; 

o        the  advantages  of  coordinated  care  ~  including  preventive  care,  quality 

measurement,  management  of  chronic  conditions,  and  the  ability  to  provide 
comprehensive  care  within  a  budget  ~  were  not  yet  fully  apparent; 

o        treatment  costs  were  a  fraction  of  what  they  are  today,  so  cost  containment  was 
not  as  urgent  a  national  concem;  and 

o        health  maintenance  organizations  and  other  organized  systems  of  care  were  not 
yet  available  to  most  Americans. 

Medicare  was  in  many  ways  a  "market-based"  health  system  in  the  environment  that 
prevailed  in  1965.  And  measured  in  terms  of  the  security  that  it  has  brought  to  the  elderly,  the 
disabled,  and  their  families.  Medicare  has  been  a  success.  However,  in  1995,  thirty  years  later, 
the  environment  in  wWch  Medicare  operates  has  changed  dramatically: 

o        fee-for  service  coverage  is  no  longer  the  predominant  approach  to  coverage  in  the 
market; 

o        more  consumers  are  choosing  coordinated  care  through  organized  systems  of  care 
because  of  the  disadvantages  of  the  fee-for-service  approach  in  an  increasingly 
complex  medical  system; 
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o        Americans  by  the  millions  have  joined  HMOs  and  are  overwhelmingly  satisfied 
with  the  care  they  and  their  families  receive; 

more  than  60  percent  of  all  working  Americans  with  private  health 
coverage  now  receive  their  care  through  HMOs  or  other  organized  systems 
of  care; 

about  35  percent  of  federal  employees  have  chosen  HMOs  from  among 
the  wide  array  of  choices  that  are  offered; 

Medicare  too  is  changing,  but  slowly  ~  only  about  10  percent  of  today's  Medicare 
beneficiaries  are  in  HMOs.  The  result  is  that  Medicare  has  fallen  behind  the  evolving  market 
envirormient  ~  Medicare  beneficiaries  no  longer  have  coverage  that  is  typical  of  that  available  to 
the  working  population,  and  do  not  derive  the  benefits  of  the  choices  available  to  other 
Americans. 

Without  reform.  Medicare  faces  insolvency  in  a  few  years. 


Figure  1 


Medicare  Growth 
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But  modernization  of  Medicare  is  feasible  and  within  reach.  The  key  is  to  provide  Medicare 
beneficiaries  with  the  health  plan  choices  that  are  already  available  to  Members  of  Congress  and 
other  working  Americans. 

Guiding  principles  for  discussion 

Given  the  changing  environment.  Medicare  must  be  updated  to  reflect  the  dramatic 
changes  that  have  occurred  in  the  private  sector  during  the  three  decades  since  the  program 
began.  GHAA  believes  that  Medicare  can  best  be  strengthened  by  giving  beneficiaries  the  same 
kinds  choices  that  are  already  available  to  millions  of  working  Americans  both  in  the  private 
sector  and  in  the  federal  government.  Medicare  ~  and  the  Health  Care  Financing  Administration 
(HCFA)  ~  should  be  reoriented  toward  a  model  in  which  Medicare  beneficiaries  h?ve  the 
opportimity  to  choose  from  among  a  broad  array  of  options  that  compete  on  the  basis  of  quality, 
service,  and  cost,  and  are  held  to  comparable  accountability  standards.  When  beneficiaries  can 
choose  the  option  that  best  meets  their  needs.  Medicare  will  benefit  from  the  progress  that  has 
been  made  in  the  private  sector. 
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o        Benefkiaiy  choices:  Medicare  reform  should  be  consistent  with  the  promise  of 
providing  access  to  basic  Medicare  benefits  that  meet  the  needs  of  elderly  and 
disabled  Americans  and  offering  beneficiaries  choices  comparable  to  those 
available  to  the  working-age  population. 

o        Medicare  standards:  Our  experience  also  tells  us  that  standards  are  vitally 

important.  All  organized  systems  of  care,  as  well  as  providers  under  the  fee-for- 
service  Medicare  program  should  meet  comparable  standards  in  areas  such  as 
quality  of  care,  access,  grievance  procedures,  and  solvency.  Attempts  to  limit 
choice  by  inhibiting  the  development  of  HMOs  and  other  organized  systems  of 
care,  such  as  anti-managed  care  proposals  and  changes  to  current  antitrust  law, 
should  be  rejected;  where  such  anti-managed  care  laws  exist,  they  should  be 
preempted. 

o        Medicare  payments:  Medicare  payments  should  permit  widespread  availability 
of  organized  systems  of  care,  as  well  as  the  traditional  fee-for-service  option,  for 
Medicare  beneficiaries  nationwide.  The  Medicare  program  should  act  in  a  fashion 
similar  to  private  sector  purchasers.  This  can  be  done  by  establishing  the  amount 
of  funding  available  for  benefits  for  all  beneficiaries  on  both  an  aggregate  and  per 
beneficiary  basis,  with  an  equitable  allocation  of  resources  between  organized 
delivery  system  options  and  the  fee-for-service  program.  Total  expenditures 
should  be  trended  forward  on  an  appropriate  basis  to  meet  program  goals. 


The  current  status  of  Medicare  HMO  coverage 

In  developing  proposals  for  modernization  of  Medicare,  it  is  useful  to  review  briefly  the 
current  status  of  Medicare  contracting  with  HMOs  and  competitive  medical  plans  (CMPs)' 
because  that  program  can  provide  a  platform  for  future  changes  in  Medicare. 

The  Medicare  HMO  risk  contracting  program  was  enacted  in  1982  as  part  of  Tax  Equity 
and  Fiscal  Responsibility  Act  (TEFRA),  after  a  number  of  years  of  successfiil  demonstrations  of 
this  contracting  approach.  The  TEFRA  program  provided  for  Medicare  contracting  with  HMOs 
and  CMPs,  and  authorized  payment  to  those  plans  of  95  percent  of  the  estimated  cost  of  fee-for- 
service  Medicare  in  the  geographic  area  (the  county)  ~  the  adjusted  average  per  capita  cost,  or 
AAPCC. 

While  the  specifics  of  the  AAPCC  calculation  are  complex,  the  methodology  incorporates 
four  basic  steps: 

o        calculation  of  the  national  per  capita  cost  for  care  under  Medicare  (this  is  the 
United  States  Per  Capita  Cost,  or  USPCC); 

o        estimating  the  county  per  capita  cost  of  fee-for-service  care  by: 

applying  a  county  adjuster  to  the  USPCC  (the  county  adjuster  is  a  moving 
five-year  average  of  the  ratio  of  county  per  capita  costs  to  national  per 
capita  costs); 

adjusting  for  county  HMO  expenditures;  and 

adjusting  for  the  demographic  mix  of  the  county's  beneficiaries; 

o        multiplying  the  county  per  capita  cost  by  95  percent;  and 


'Competitive  medical  plans  (CMPs)  are  HMOs  that  have  not  chosen  to  become  federally 
qualified  but  meet  similar  federal  standards.  For  the  remainder  of  the  testimony,  we  use  the  term 
"HMO"  to  refer  to  both  HMOs  and  CMPs. 
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o        applying  the  actuarial  risk  adjustments  developed  by  HCFA  to  account  for  age, 
sex.  Medicaid  status,  institutional  status,  and  employer-based  coverage  of  the 
beneficiary. 

As  of  this  year,  roughly  3.1  million  Medicare  beneficiaries  have  chosen  to  be  served 
through  one  of  the  HMO  contracting  options  offered  by  the  Medicare  program.  Since  1990, 
enrollment  in  Medicare  risk  plans  has  doubled  while  combined  enrollment  in  all  HMO  options 
has  grown  by  70  percent. 

The  Medicare  HMO  contracting  program  has  proven  successful  in  a  number  of  ways  ~  it 
has  achieved  a  broad  enrollment  base,  member  satisfaction,  documented  quality,  and  savings. 

Broad  enrollment  base:  The  National  Research  Corporation  found  that  seniors  enrolled 
in  HMOs  and  in  fee-for-service  Medicare  are  very  similar  in  terms  of  overall  self-reported  health 
status  and  incidence  of  chronic  medical  conditions.  As  shown  in  Figure  1,  16.7  percent  of  HMO 
members  reported  that  they  were  in  "excellent"  or  "very  good'  health,  compared  with  16.5 
percent  of  fee-for-service  enroUees.  The  percentage  in  both  populations  reporting  "poor"  health 
was  the  same,  13.6  percent. 


Figure  2 

Comparison  of  EWerty  Individuals'  Perceived  Health  Status 
HMO  vs.  FFS  Coverage 
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Further,  the  percentage  of  Medicare  HMO  enroUees  with  selected  chronic  conditions  is  generally 
similar  to  the  FFS  sector,  as  shown  in  Figure  3.  For  example,  49.2  percent  of  seniors  enrolled  in 
HMOs  reported  suffering  fi-om  arthritis,  compared  to  49.1  percent  in  FFS  Medicare. 


Figure  3 

Comparison  of  Elderly  Individuals  with  Chronic  Conditions 
HMO  vs.  FFS  Coverage 
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These  data  are  inconsistent  witfi  the  often-cited  Mathematica  Policy  Research  study  on 
favorable  selection  in  the  Medicare  HMO  program  -  a  study  that  was  based  on  beneficiaries  who 
enrolled  in  1987  or  1988  (seven  to  eight  years  ago).  Since  1987  -  when  the  risk  contracting 
program  was  just  two  years  old  -  enrollment  in  Medicare  risk  HMOs  has  more  than  doubled, 
and  as  that  enrollment  has  grown,  the  characteristics  of  the  HMO  population  have  become 
increasingly  similar  to  those  in  the  fee-for-service  population. 

Satisfaction:  Medicare  HMOs  attract  a  broad  mix  of  enrollees,  and  those  enroUees  are 
satisfied  with  their  care.  During  the  past  year,  numerous  groups  have  conducted  patient 
satisfaction  surveys,  all  of  which  show  that  HMO  subscribers  are  more  satisfied  overall  with 
their  health  plan  than  fee-for-service  subscribers.  A  National  Research  Corporation  survey  of 
over  19,000  elderly  Americans  found  that,  for  all  levels  of  self-designated  health  status,  the 
elderly  enrolled  in  HMOs  are  more  satisfied  with  their  coverage  than  the  elderly  receiving 
services  under  the  traditional  Medicare  fee-for-service  program.  Figure  3  highlights  these  data  ~ 
indicating  that  HMOs  achieve  higher  subscriber  satisfaction  not  just  among  the  healthy,  but  also 
among  the  sick. 

Figure  4 


Overall  Satisfaction  witii  Coverage,  Based  on  Heatth  Status 
HMO  vs.  FFS  Medicare  Coverage 


This  level  of  satisfaction  is  highlighted  further  by  the  fact  that  Medicare  beneficiaries 
who  choose  HMOs  stick  with  them.  A  recent  study  of  Medicare  HMO  enrollees  in  1994  showed 
that: 

o        84  percent  remained  with  their  HMO; 

o        6  percent  switched  to  another  HMO  in  their  area; 

o        6  percent  left  for  reasons  unrelated  to  the  plan  (e.g.,  they  move  out  of  the  area); 
o        4  percent  returned  to  local  fee-for-service  care. 


Figure  5 
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Quality:  Medicare  HMOs  offer  high  quality  heaUh  care.  A  recent  study  by  the  Health 
Care  Financing  Administration  showed  that  elderly  HMO  members  with  cancer  are  more  likely 
to  be  diagnosed  at  an  early  stage  than  those  in  the  fee-for-service  sector.  This  is  due  to  coverage 
of  and  improved  access  to  preventive  care  under  comprehensive  HMO  coverage,  which  is  also 
highlighted  in  a  study  by  the  Centers  for  Disease  Control  (CDC)  and  the  National  Center  for 
Health  Statistics  that  showed  that  women  in  HMOs  are  more  likely  to  obtain  manmiograms,  pap 
smears,  and  clinical  breast  exams  than  those  in  the  fee-for-service  sector.  Another  study, 
comparing  care  for  patients  age  65  and  older  with  acute  myocardial  infarction  (heart  attack), 
concluded  that  HMO  patients  received  better  care  than  that  received  by  patients  in  a  national  fee- 
for-service  sample. 

Savings:  Finally,  HMOs  lower  the  rate  of  increase  in  spending  on  health  care  in  two 
ways  ~  by  holding  down  costs  in  their  plans,  and  by  producing  savings  in  the  marketplace  as  a 
whole  (the  so-called  "spillover"  effect). 

By  promoting  competition  in  an  area,  HMOs  lead  to  reductions  in  fee-for-service  costs. 
W.P.  Welch  of  the  Urban  Institute  estimated  that  for  metropolitan  statistical  areas  with  more  than 
25  percent  of  the  population  enrolled  in  the  Medicare  risk  program,  fee-for-service  costs  decline 
by  10  percent.  Studies  by  Glenn  Melnick  and  James  Robinson  found  that  hospital  costs  increase 
less  rapidly  in  areas  of  California  where  HMOs  had  a  larger  market  share.  Jack  Hadley  and 
Darrel  Gaston  of  Georgetown  University  report  that  hospital  costs  per  admission  increased  69 
percent  in  high  HMO  penetration  markets  from  1984  to  1993,  compared  with  96  percent  for  low 
HMO  penetration  markets,  as  shown  in  figure  6  below. 

Figure  6 

Percent  Change  in  Expenditures  per  Adjusted  Admissions  by 
HMO  Penetration,  from  1984  to  1991 
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The  current  program  is  a  promising  start,  and  demonstrates  that  HMOs  can  successfully 
serve  the  Medicare  population.  But  despite  recent  enrollment  growth.  Medicare  still  lags 
considerably  behind  the  private  sector  in  the  HMOs  and  other  organized  systems  of  care  it  offers 
to  beneficiaries. 

Where  to  begin 

Looking  at  the  current  Medicare  program  and  using  the  GHAA  principles  as  a  guide,  the 
question,  of  course,  is  how  to  begin  to  take  the  steps  necessary  to  modernize  Medicare.  Based 
on  the  practical  and  proven  experience  of  our  member  plans  in  serving  tens  of  millions  of 
Americans,  including  three  million  Medicare  beneficiaries,  we  are  recommending  a  series  of 
changes  to  transition  from  the  current  approach  to  a  model  based  on  beneficiary  choices. 
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Figure  7 


GHAA  Medicare  Proposal 

Beneficiary  Local  Choices 


The  changes  are  designed  to  foster  expansion  in  existing  Medicare  markets,  encourage  new 
Medicare  markets  to  emerge,  permit  the  development  of  increased  capacity  for  Medicare 
beneficiaries  to  enroll  in  organized  options  offered  by  HMOs  and  other  entities,  and  provide  the 
experience  necessary  to  permit  informed  decision-making  by  the  Congress  on  the  future  design 
of  the  Medicare  program.  We  recommend  changes  in  the  following  five  areas: 

0        improve  beneficiar>'  information,  awareness,  and  enrollment  process; 

o        expand  the  infrastructure  of  health  plan  choices  available  to  beneficiaries; 

o        maintain  strong  standards  for  health  plans  participating  in  Medicare; 

o        begin  to  transition  HCFA  from  the  current  regulatory  approach  to  the  beneficiary 
choice  model;  and 

o        transition  to  improved  Medicare  payment  methodologies. 

Improve  beneficiary  information,  awareness,  and  enrollment  process:  Mr. 

Chairman,  we  should  start  with  the  basics.  We  cannot  expect  beneficiaries  to  make  informed 
choices  if  we  do  not  inform  them  about  their  choices,  and  make  it  easy  for  them  to  enroll. 

o        Information/awareness:  The  Health  Care  Financing  Administration  (HCFA) 
should  work  with  entities  that  participate  in  the  Medicare  program,  including 
HMOs  and  in  the  future,  other  arrangements,  to  develop  information  that  HCFA 
could  disseminate  to  beneficiaries  about  the  enrollment  options  available  to  them, 
including  educational  information  about  the  basic  characteristics  of  those  choices. 
This  information  should  be  sent  to  all  prospective  beneficiaries  in  the  six-month 
period  prior  to  their  becoming  eligible  for  Medicare,  and  periodically  thereafter. 

o        Enrollment:  HCFA  should  develop  a  mechanism  that  would  allow  newly- 
eligible  beneficiaries  to  elect  HMO  enrollment  that  is  effective  the  first  month  that 
they  become  entitled  to  Medicare,  rather  than  requiring  them  to  wait  (and  be 
uncovered  for  supplemental  benefits)  until  the  second  month. 

Expand  the  infrastructure  of  options  available  to  beneficiaries:  Second,  the  choice 
model  requires  that  we  increase  the  array  of  options  offered  by  the  Medicare  program. 

o         Expanded  array  of  choices:  A  broader  spectrum  of  offerings  should  be  phased-in 
for  Medicare  beneficiaries  by  encouraging  participation  of  an  expanded  array  of 
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benefit  options  by  HMOs  and  other  entities  under  rules  that  permit  all  to 
participate  on  an  equal  footing. 

o        Self-referral  option:  HCFA  should  continue  its  work  to  develop  guidelines  that 
would  permit  HMOs  to  offer  a  point-of-service  (POS)  product  through  what 
HCFA  is  referring  to  as  a  "self-referral  option"  (SRO)  for  Medicare  beneficiaries. 
Plans  would  then  be  allowed  to  offer  beneficiaries  a  product  that  enables  them  to 
go  outside  the  HMO  network  to  receive  covered  services. 

Maintain  strong  standards  for  options  participating  in  Medicare:  As  we  expand  the 
infi-astructure  of  offerings,  it  is  vitally  important  to  maintain  strong  and  comparable  standards  for 
all  options. 

o        Comparable  standards  for  all  options:  All  organized  options,  such  as  those 

offered  by  HMOs,  PPOs,  PHOs,  as  weH  as  providers  under  the  Medicare  fee-for- 
service  program,  should  meet  comparable  standards  designed  to  address  quality  of 
care,  access,  grievance  procedures,  and  solvency.  Standards  should  include: 

Quality:  all  offerings  and  providers  should  have  the  capacity  to  develop 
reports  on  performance  that  permit  comparisons  among  options  and 
providers. 

Access:  all  offerings  and  providers  should  accept  all  beneficiaries  who 
wish  to  enroll  or  who  select  those  providers  up  to  the  limits  of  the  capacity 
of  such  offerings/providers  and  without  regard  to  health  status. 

Grievance  procedures:  all  offerings  and  providers  should  make  available 
to  beneficiaries  procedures  for  hearing  and  resolving  grievances  under  the 
Medicare  program. 

—       Solvency:  all  offerings  should  be  fiscally  sound  and  meet  standards  for  an 
initial  deposit,  initial  net  worth  and  ongoing  solvency. 

o        50/50  rule:  Statutory  criteria  in  cormection  with  waiving  the  50/50  enrollment 

requirement  for  HMOs  and  other  organizations  offering  organized  options  should 
be  developed. 

o        Anti-managed  care:  Attempts  to  limit  choice  by  inhibiting  the  development  of 
HMOs  and  other  organized  systems  of  care,  such  as  anti-managed  care  proposals 
and  changes  to  current  antitrust  law,  should  be  rejected;  where  such  anti-managed 
care  laws  exist,  they  should  be  preempted. 

o        Deemed  status:  To  enhance  and  streamline  Medicare's  quality  assurance  program, 
organized  offerings  that  meet  accreditation  standards  of  private  sector 
organizations  designated  by  the  Secretary  should  be  deemed  to  comply  with 
applicable  Medicare  quality  standards. 

Begin  to  transition  HCFA  to  implement  new  model:  Changes  in  HCFA's  focus  on 
individual  claims  payment  and  basic  improvements  in  administrative  mechanisms  can  help 
enhance  the  modernization  of  the  choices  available  to  beneficiaries. 

o  Transition  to  new  model:  HCFA  needs  to  begin  the  process  of  reorienting  its 
approach  fi-om  management  of  the  transactions  in  a  fee-for-service  system  to 
implementation  of  a  beneticiary  choice  model. 

,  o        Administrative  procedures  and  processing  of  applications:  In  the  short-term, 

HCFA  should  take  immediate  steps  to  improve  administrative  procedures  and 
processing  time: 
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—  reduce  the  time  it  takes  to  process  and  approve  two  t\pes  of  applications 
from  HMOs:  initial  applications  to  ser-  e  Medicare  beneficiaries,  and 
applications  firom  approved  plans  to  expand  their  ser\  ice  area  and  be  able 
to  serve  additional  Medicare  beneficiaries; 

—  simplify  administrative  procedures  for  submission  and  processing  of 
applications  (i.e..  permit  information  associated  with  the  application  to  be 
submitted  on  computer  disk);  and 

—  streamline  oversight  of  multi-state  organizations,  for  example  by 
eliminating  duplicative  filing  requirements  and  facilitating 
communications  among  regions. 

o        Policy  guidance/  regional  variations:  HCFA  should  take  steps  to  identify  and 
narrow  the  \  ariation  in  interpretation  of  policy  by  regional  offices  and  promote 
consistency  in  decision  making  in  such  areas  as  review  and  approv  al  of  contracts, 
products,  and  marketing  materials;  this  should  include  the  development  and 
issuance  of  guidelines  for  regional  offices. 

Transition  to  improved  Medicare  pa\-ment  methodologies:  Finally,  the  program  needs 
to  begin  the  transition  to  improved  Medicare  payment  methodologies.  We  present  this  as  the 
final  component  of  our  plan,  because  it  requires  anention  to  a  number  of  issues.  We  include 
implementation  of  a  transitional  pavment  approach  designed  to  meet  current  program  and  budget 
objectives,  and  steps  to  set  the  stage  for  future  decision  making  about  payment  policies. 

Transition  to  Medicare  pavment  mechanism:    Medicare  should  implement  a  method  of 
payment  that  would  provide  greater  incentives  for  beneficiaries  to  choose  options  that  deliver 
high  qualitv'.  cost-effective  care.  The  pa>Tnent  mechanism  should  permit  these  options  to 
establish  premiums  for  the  benefits  they  offer  and  should  establish  a  government  contribution 
based  upon  the  per  capita  cost  to  the  Medicare  program  of  providing  Medicare-covered  benefits 
to  all  eligible  beneficiaries. 

In  general,  the  starting  point  should  be  the  payment  methodology'  under  the  current 
Medicare  program. 

o  The  total  Medicare  budget  should  be  established  and  a  per  capita  amount  should 
be  calculated  based  on  the  total  number  of  beneficiaries.  The  per  capita  amount 
should  be  trended  forward  on  a  basis  appropriate  to  meet  program  goals. 

o        The  allocation  for  the  fee-for-service  program  should  be  established  by 

aggregating  the  per  capita  amounts  associated  \vi\h  the  beneficiaries  who  select 
the  current  program.  Medicare  would  continue  to  pay  claims  for  covered  services 
provided  to  these  beneficiaries.  A  periodic  determination  should  be  made  about 
whether  expenditures  are  within  the  desired  range,  and  a  fi^mework  should  be 
established  perhaps  in  the  annual  budget  process,  for  making  adjustments  to  the 
program  in  light  of  this  determinatiorL 

0        The  payment  for  all  other  options  should  be  based  on  the  same  per  capita  costs. 

o        Changes  fi-om  the  current  methodology'  for  determining  per  capita  payments 

should  be  phased-in  over  a  period  of  years.  Such  changes  would  be  designed  to 
address  the  problem  of  low  payment  rates  in  under  funded  areas  and  promote  new 
markets  for  private  sector  offerings  for  Medicare  beneficiaries.  This  process 
should  ensure  that  health  care  for  beneficiaries  who  have  already  elected  HMO 
membership  is  not  disrupted  and  preserv  e  the  vitality  of  markets  in  which 
significant  numbers  of  Medicare  beneficiaries  have  already  joined  HMOs. 

o        Under  this  system,  health  plans  would  have  the  flexibility  to  offer  benefit 
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packages  that  include  at  least  the  standard  Medicare  benefits,  and  perhaps  greater 
coverage,  for  the  premiums  they  have  developed. 

Demonstrations  on  alternative  payment  methods:  To  set  the  stage  for  future  decisions 
about  Medicare  payment  approaches,  HCFA  should  continue  to  explore  the  feasibility  of 
alternative  payment  systems,  such  as  other  market-based  approaches  and  mechanisms  that  will 
support  participation  by  entities  offering  organized  options  in  rural  and  other  less  populous  areas. 
The  projects  should  continue  to  encourage  voluntary  participation  and  should  identify  issues 
related  to  the  design  and  implementation  of  alternative  systems. 

Risk  adjusters:  One  of  the  most  misunderstood  features  of  the  Medicare  HMO  contracting 
program  relates  to  risk  selection  and  risk  adjustment  in  payments.  First,  as  noted  earlier,  the  fact 
of  the  matter  is  that  Medicare  HMOs  today  attract  a  cross-section  of  beneficiaries  -  sick  and  well 
~  comparable  to  those  in  the  fee-for-service  sector.  The  often-cited  Mathematica  report  on  risk 
selection  is  simply  out-of-date.  Second,  Medicare  already  makes  a  number  of  actuarial 
adjustments  in  its  payments  to  HMOs  based  on  enrollee  age,  sex.  Medicaid  status,  institutional 
status,  and  employer-coverage.  These  are  efforts  to  assure  that  payments  are  as  accurate  as 
possible  in  reflecting  the  relative  risk  of  the  enroUees. 

GHAA  has  consistently  expressed  support  for  improvements  to  the  AAPCC  that  will 
enhance  its  accuracy.  However,  adjustments  should  be  tested  to  determine  if  they  will  serve  this 
goal  in  a  cost-effective  way.  We  believe  that  the  Health  Care  Financing  Administration  should 
undertake  demonstrations  designed  to  identify  the  administrative  issues  and  costs  involved  for 
HMOs  and  for  HCFA  in  implementing  risk  adjusters  that  appear  promising.  Progress  on  these 
issues  will  permit  the  agency  to  work  with  participating  entities  to  move  to  the  next  step  of 
implementing  appropriate  risk  adjusters  beyond  those  currently  in  place. 

Maintain  comprehensive,  capitated  approach:  As  the  private  health  care  market  imposes 
more  competitive  pressures  on  the  health  system,  and  Medicare  is  modernized  as  well,  the 
committee  will  be  confronted  by  pressures  to  fragment  Medicare's  capitated  payment  in  a  variety 
of  ways.  We  understand,  for  example,  that  proposals  have  been  made  to  split  out  Medicare 
medical  education  payments  from  the  AAPCC,  and  to  make  those  payments  separately  and 
directly  to  providers  on  a  fee-for-service  or  other  basis. 

At  this  point,  rather  than  re-fragmenting  the  payment  stream,  we  believe  that  the 
comprehensive,  integrated  approach  offered  by  HMOs  -  and  the  enhanced  competitive  pressure 
that  is  being  generated  -  is  exactly  what  is  needed  in  our  health  system.  The  reality  is  that 
HMOs  must  contract  with  academic  health  centers  for  compelling  health  care  and  competitive 
purposes  —  beneficiaries  want  access  to  the  prominent  institutions  in  their  community,  and 
HMOs,  to  be  successful  in  meeting  beneficiary  needs,  contract  with  them. 

Creating  a  stable  and  equitable  payment  environment:  We  need  to  secure  for  Medicare 
and  seniors  the  benefits  of  the  choices  and  changes  that  have  reshaped  the  private  marketplace, 
by  creating  a  stable  payment  environment  whose  predictability  supports  expanded  participation 
by  HMOs  £ind  other  organized  systems.  Such  a  strategy  will  allow  you  to  bring  Medicare 
spending  growth  in  line  with  private  sector  health  spending. 

Conclusion 

GHAA  appreciates  this  opportimity  to  present  our  views  about  modernizing  the  Medicare 
program.  We  look  forward  to  working  with  the  Committee  on  this  issue,  and  I  would  be  pleased 
to  answer  any  questions  that  you  may  have.  Thank-you. 
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Chairman  Thomas.  As  usual,  we  appreciate  the  positive  way  in 
which  you  are  approaching  change  that  is  absolutely  necessary 
based  upon  the  trustees'  report. 

Dr.  Butler,  welcome  back. 

STATEMENT  OF  STUART  M.  BUTLER,  PH.D.,  VICE  PRESIDENT 
AND  DIRECTOR,  DOMESTIC  AND  ECONOMIC  POLICY  STUD- 
IES, HERITAGE  FOUNDATION 

Mr.  Butler.  Mr.  Chairman,  I  appreciate  the  opportunity  to  tes- 
tify. 

Mr.  Chairman,  quite  separate  from  the  budget  debate,  there  is 
a  growing  consensus  which  I  think  you  have  already  heard  on  this 
panel  that  we  do  need  to  move  Medicare  in  the  direction  of  giving 
the  elderly  the  option  of  using  a  defined  contribution  to  select  from 
a  wide  range  of  private  plans. 

One  question  that  follows  from  this  is  what  is  the  framework  in 
which  such  a  choice  system  would  operate  so  that  plans  truly  serve 
the  customer,  and  that  information  is  made  available  to  the  elderly 
of  the  kind  that  Ms.  Ignagni  has  already  mentioned.  I  believe  a 
working  model  does  exist  for  that  framework;  namely,  the  Federal 
Employee  Health  Benefits  Program,  the  program  that  serves  9  mil- 
lion Federal  retirees  and  active  workers  and  their  dependents. 

Both  the  FEHBP  and  Medicare  are  run  by  the  Federal  Govern- 
ment. Both  provide  comprehensive  health  coverage  to  millions  of 
people.  But,  whereas.  Congress  is  struggling  to  deal  with  the  deep 
problems  of  Medicare,  the  FEHBP  is  in  good  shape  and  works  rel- 
atively well.  Significantly,  most  Americans  have  not  heard  of  the 
FEHBP  and  it  is  really  mentioned  in  the  press.  In  my  mind,  that 
is  a  sure  sign  that  it  is  working. 

The  secret  of  the  FEHBP's  three  decades  of  success  is  in  its  basic 
design.  Indeed,  according  to  the  1989  analysis  of  the  program  by 
the  Congressional  Research  Service,  "That  the  FEHBP  has  contin- 
ued to  work  over  the  years  despite  major  changes  in  the  environ- 
ment in  which  it  has  operated  reflects  the  basic  soundness  of  its 
design."  That  design  is  quite  different  from  Medicare. 

Federal  workers  and  retirees  receive  a  degree  of  financial  assist- 
ance from  the  government,  essentially  a  defined  contribution,  and 
they  apply  this  toward  the  cost  of  an  approved  private  insurance 
plan  of  their  choice.  A  refined  version  of  this  program  could  provide 
the  framework  for  a  new  Medicare  system  which  widens  choice  and 
keeps  costs  under  control  through  consumer  choice. 

Under  the  FEHBP,  workers  and  retirees  typically  have  a  choice 
each  year  of  between  one  dozen  and  two  dozen  plans.  Many  of 
these  are  organized  through  unions  and  other  voluntary  associa- 
tions of  workers  and  retirees.  The  plans  differ  not  only  in  the  way 
in  which  services  are  delivered,  but  also  in  the  services  included  in 
the  plan.  Thus,  a  Federal  worker  or  retiree  might  choose  a  plan 
with  a  drug  benefit  or  comprehensive  dental  coverage  not  available 
in  some  other  plan. 

But  with  a  defined  Federal  contribution,  the  more  generous  and 
j  costly  the  chosen  plan,  the  more  the  beneficiary  must  pay  out  of 
pocket.  That  encourages  beneficiaries  to  look  for  the  best  value  for 
their  money  and  it  helps  keep  costs  down.  This  incentive  to  choose 
,      value  for  money  in  a  market  of  competing  health  plans  has  helped 
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keep  the  rate  of  Federal  spending  on  the  program  at  about  one-half 
the  rate  of  Medicare,  and  enabled  the  average  premium  to  fall  this 
year. 

And  to  help  beneficiaries  choose  the  best  value  and  the  most  ap- 
propriate plan,  consumer  organizations  and  Federal  associations 
provide  FEHBP  beneficiaries  with  information  on  cost  benefits  and 
consumer  satisfaction  surveys.  The  National  Association  of  Retired 
Federal  Employees  even  recommends  particular  plans  for  those  suf- 
fering from  certain  chronic  ailments. 

A  new  Medicare  system  similar  to  the  FEHBP  would  provide  the 
elderly  and  disabled  vnth  a  voucher  which  they  could  put  toward 
the  cost  of  a  Medicare  approved  plan  of  their  choice.  The  voucher 
would  be  based  on  a  budgeted  defined  contribution  from  the  gov- 
ernment, in  keeping  with  expenditure  levels  set  by  Congress.  For 
any  individual,  this  average  amount  would  be  adjusted  up  or  down 
according  to  three  factors. 

First,  primary  risk  factors;  namely,  age,  sex,  reason  for  eligi- 
bility, institutional  status,  and  ESRD  status.  Thus,  older,  generally 
sicker  beneficiaries  would  receive  a  larger  contribution.  Second, 
there  would  be  a  means-tested  adjustment  applied  to  one-third  of 
the  voucher  to  be  equivalent  to  means  testing  today's  part  B  pre- 
mium. And,  third,  there  would  be  an  adjustment  to  reflect  the  ac- 
tual costs  of  typical  approved  plans  available  in  the  area. 

To  be  eligible  to  market  to  Medicare  beneficiaries,  plans  would 
have  to  meet  certain  threshold  requirements  laid  down  by  the  Fed- 
eral Government.  There  would  be  no  restriction  on  the  number  of 
plans,  however.  In  addition  to  basic  solvency  and  similar  require- 
ments, a  plan  would  have  to  include  a  core  set  of  services  which 
is  much  leaner  than  the  Medicare  system  today,  but  would  include 
catastrophic  protection.  It  would  have  to  set  premiums  according  to 
the  same  risk  factors  used  to  determine  the  voucher,  file  standard- 
ized information  on  rates  and  costs  with  the  Federal  Government, 
and  accept  any  Medicare  beneficiary  during  an  annual  open  season. 

As  with  FEHBP,  the  government  would  act  as  a  clearinghouse 
for  the  standardized  information  provided  by  the  plans,  and  it 
would  negotiate  service  areas  and  perhaps  rates  with  each  plan. 
During  an  annual  open  season,  the  government  would  distribute 
plan  information  and  an  enrollment  form,  and  once  the  plan  had 
been  chosen,  the  government  would  send  the  appropriate  voucher 
to  the  plan  chosen  and  the  beneficiary  would  be  responsible,  of 
course,  for  the  remaining  premium  amount. 

In  addition,  the  government  would  establish  a  Federal  corpora- 
tion under  our  proposal  to  operate  a  Medicare  standard  plan  rough- 
ly similar  to  today's  Medicare  Program.  The  standard  plan  would 
be  available  everywhere  and,  in  our  view,  should  have  a  premium. 
It  would  have  to  compete  on  equal  terms  with  the  private  plans. 
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Mr.  Chairman,  Medicare  is  hemorrhaging  money  and  it  is  20 
years  out  of  date.  It  is  time  for  the  program  to  incorporate  the  les- 
sons of  the  private  sector  an  those  of  the  government's  own 
FEHBP.  Those  lessons  suggest  that  the  key  is  to  increase  consumer 
choice  and  control  and  to  spur  innovation  by  creating  a  market  of 
competing  private  plans.  That  works  well  for  the  Federal  retirees 
of  the  FEHBP.  It  will  work  just  as  well,  Mr.  Chairman,  for  seniors 
who  have  not  worked  for  the  Federal  Government. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  STUART  M.  BUTLER,  PH.D. 

VICE  PRESIDENT  AND  DIRECTOR 
DOMESTIC  AND  ECONOMIC  POLICY  STUDIES 
THE  HERITAGE  FOUNDATION 


Mr.  Chairman,  my  name  is  Stuart  Butler.  I  am  a  Vice  President  at  The  Heritage 
Foundation.  I  appreciate  the  opportunity  to  address  the  subcommittee  on  the  issue  of 
Medicare.  I  emphasize  that  the  views  I  express  are  my  own,  and  should  not  be  construed 
as  representing  any  official  position  of  The  Heritage  Foundation. 

The  problems  of  the  current  Medicare  system  derive  from  its  two  central 
characteristics  —  it  is  a  defined  benefit  program  and  for  its  organization  and  cost 
constraint  it  relies  on  central  planning  and  elaborate  price  controls.  This  structure 
encourages  cost  escalation  and  inefficiency  because  it  lacks  strong  incentives  for 
beneficiaries  to  seek  value  for  money  and  because  centralization  slows  the  introduction  of 
irmovative  management  and  delivery  techniques  to  reduce  costs  while  increasing 
efficiency. 

To  control  costs  while  improving  value  and  choices  for  beneficiaries,  Medicare 
should  be  converted  into  a  program  in  which  the  government  provides  beneficiaries  with 
a  defined  contribution  which  may  be  used  to  purchase  a  Medicare-approved  health  plan. 
Such  a  system  would  be,  in  effect,  a  modified  version  of  the  Federal  Employee  Health 
Benefits  Program  (FEHBP),  which  currently  makes  400  competing  private  plans 
available  to  nine  million  active  and  retired  federal  employees  and  their  family  members. 

It  should  be  noted  the  FEHBP  population  is  not  an  ideal  insurance  pool,  and  on 
the  face  of  it  the  program  should  not  be  successftil.  EnroUees  tend  to  be  older  than  the 
general  population  and  the  proportion  of  retirees  covered  is  40  percent  and  growing. 
Enrollment  is  optional  and  eligibility  requirements  liberal.  Moreover,  beneficiaries  can 
switch  plans  annually  without  regard  to  their  health  condition  and  wdthout  any  waiting 
period  or  exclusions,  and  the  plans  must  commimity  rate  their  premiums.  Yet  despite  its 
seeming  vulnerability  to  adverse  selection,  the  FEHBP  works  remarkably  well.  As  the 
Congressional  Research  Service  in  a  comprehensive  review  of  the  program  in  1989, 
"That  the  FEHBP  has  continued  to  'work'  over  the  years,  despite  major  changes  in  the 
environment  in  which  it  has  operated,  reflects  the  soundness  of  its  basic  design." 

The  FEHBP  functions  in  ways  that  could  and  should  be  incorporated  in  a 
reformed  Medicare  system.  Federal  workers  and  retirees  in  any  particular  area  typically 
have  access  to  between  one  dozen  and  two  dozen  plans.  Nobody  has  a  choice  of  fewer 
than  seven  plans.  These  range  from  traditional  fee-for-service  plans  to  HMOs,  PPOs, 
IP  As  and  various  point-of-service  plans.  All  the  plans  cover  basic  hospital  and  physician 
services  but  beneficiaries  can  pick  plans  with  different  additional  benefits,  such  as  dental, 
prescription  drug,  or  mental  health  benefits.  Whatever  the  cost  of  their  chosen  plan,  the 
government  pays  a  fixed  amount  (with  the  proviso  that  it  will  pay  no  more  than  75 
percent  of  the  premiimi  of  any  plan). 

Retirees,  like  active  employees,  are  given  a  great  deal  of  assistance  in  choosing 
plans  in  the  FEHBP.  Local  Members  of  Congress  commonly  sponsor  "health  fairs"  to 
review  plans  in  their  districts.  Checkbook's  Guide  to  Health  Insurance  Plans  for  Federal 
Employees,  published  by  a  consumers  organization,  outlines  plan  features  and  costs,  gives 
general  advice  on  picking  a  plan,  and  provides  "consimier  satisfaction  surveys."  These 
surveys  rate  plans  in  such  areas  as  the  ease  of  getting  appointments,  access  to  specialists, 
waiting  times  in  doctors'  offices  and  the  quality  of  care.  The  National  Association  of 
Retired  Federal  Employees  also  provides  information  and  recommends  plans  for  retirees 
with  particular  ailments. 

The  law  governing  the  FEHBP  is  just  26  pages  long.  The  program  is  run  by 
0PM,  which  has  authority  to  contract  with  plans  for  inclusion  in  the  system.  0PM' s 
small  staff  "negotiates"  prices  and  benefits  —  best  characterized  as  "jawboning"  —  but 
does  not  impose  price  controls,  fee  schedules  or  benefit  requirements.  OPM  also 
provides  beneficiaries  each  year,  before  an  "open  season,"with  standardized  information 
,«on  costs,  services  etc.  for  each  plan,  and  a  form  for  indicating  their  choice. 
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A  new  Medicare  system  structured  much  like  the  successful  FEHBP,  but  with 
modifications  to  refine  the  government  contribution,  to  make  the  new  program  even  less 
susceptible  to  destabilizing  adverse  selection  than  the  FEHBP,  and  to  provide 
beneficiaries  with  bfetter  information  on  which  to  make  choices.  This  new  program 
would  have  four  core  elements. 

1)  Entitlement  to  a  defined  contribution.  Elderly  and  disabled  Americans 
would  have  an  entitlement  not  to  a  defined  set  of  benefits,  but  to  a  voucher  worth  an 
amount  based  on  a  number  of  factors.  The  total  expenditure  on  the  voucher  system 
would  be  limited  to  a  program  budget,  with  the  voucher  amount  adjusted  each  year 
according  to  the  budget. 

2)  Voucher  amount  The  base  for  the  voucher  would  be  budgeted  Medicare 
expenditure  (the  combined  net  expenditures  on  part  A  and  B)  divided  by  the  eligible 
population.  This  base  would  then  be  adjusted  up  or  down  according  to  three  categories. 

1 

a)  Primary  risk  factors,  namely  age,  sex,  reason  for  eligibility  (age  or  disability), 
institutional  status  and  ESRD  stattis. 

b)  The  second  would  be  an  income  adjustment  applied  to  one-third  of  the  voucher,  to 
be  the  equivalent  of  means-testing  today's  Part  B  premium. 

c)  The  third  would  be  a  local  maricet  variance,  to  reflect  the  weighted  average 
enrollee  cost  of  a  "basket"  of  typical  plans  in  any  area.  This  would  permit 
adjustments  to  be  made  on  the  basis  of  the  plans  available  in  the  area.  This  basket 
would  consist  of  "typical"  plans,  such  as  the  Medicare  Standard  Plan  (see  below), 
a  catastrophic/MSA  plan,  a  Blue-Cross  standard  plan,  and  a  comprehensive  HMO 
plan.  This  is  a  refmement  of  the  "big  six"  formula  used  by  0PM  to  set  the 
government  contribution  to  the  FEHBP.  Since  the  plans  would  have  to  submit 
detailed  information  on  their  prices  and  benefits  before  an  annual  open  season, 
this  adjustment  would  reflect  the  actual  fiittire  market  that  the  beneficiary  would 
encounter  in  the  following  the  year. 

3)  Standards  of  participation.  To  be  permitted  to  sell  to  Medicare  participants, 
plans  would  have  to  meet  certain  threshold  requirements.  Beyond  these  they  could  offer 
varieties  of  benefits  and  delivery  systems.  There  would  not  be  a  restriction  on  the 
number  of  plans  —  what  one  might  call  an  "any  willing  plan"  arrangement.  The 
requirements  would  for  a  plan  to  be  Medicare-approved  would  be  that  it: 

a)  Has  a  license  to  issue  health  insurance  in  the  state,  or  obtains  approval  from  HHS. 

b)  Will  provide  services  in  a  service  area  acceptable  to  HHS. 

c)  Meets  solvency  requirements. 

d)  Includes  a  core  of  basic  coverage  determined  by  legislation.  The  basic  package 
would  have  to  cover  "medically  necessary"  acute  medical  services,  including 
physician  services,  inpatient,  outpatient  and  emergency  hospital  services,  and 
inpatient  prescription  drugs,  with  a  catastrophic  stop-loss  amount  for  these 
services.  A  plan  thus  could  offer  a  much  leaner  package  than  today's  Medicare 
(although  it  would  have  to  provide  catastrophic  protection,  unlike  Medicare),  but 
it  could  offer  a  range  of  services  beyond  the  base  coverage.  For  example,  some 
plans  might  offer  dental  benefits,  or  drug  coverage,  or  an  MSA.  States  would  be 
preempted  from  mandating  additional  benefits  for  plans  serving  the  Medicare 
population.  The  Medicare  Standard  Plan  (see  below)  initially  would  provide  the 
services  available  today  under  Medicare  parts  A  and  B.  This  Standard  Plan  would 
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not  be  required  to  add  catastrophic  protection  unless  its  board  chose  to  do  so  or 
Congress  required  such  a  change  in  benefits. 

e)  Files  with  HHS  a  standardized  statement  of  benefits  (including  exclusions  and 
copayments  etc.),  a  table  of  rates  for  the  same  actuarial  categories  used  to 
determine  Medicare  benefits  (age,  institutional  status  etc.)  and  consumer 
information  as  determined  by  an  advisory  board.  This  consmner  information 
might  include  such  items  as  the  results  of  enroUee  satisfaction  questioimaires, 
turnover  rates,  average  out-of-pocket  costs  paid  in  the  previous  year  by  eturoUees 
for  the  treatment  of  certain  illnesses,  and  perhaps  ratings  by  certain  organizations. 
This  price,  benefit  and  consumer  information  also  would  have  to  be  available  to 
any  Medicare  beneficiary  upon  request. 

f)  Accepts  and  continues  coverage  for  any  Medicare  beneficiary  applying  during  an 
aimual  "open  season"  or  for  any  newly-eligible  beneficiaries  unless  the  plan 
receives  a  waiver  fi-om  HHS  because  of  capacity  concerns.  This  requirement 
would  apply  to  plans  marketed  by  affinity  organizations,  such  as  churches,  unions 
or  elderly  groups,  not  merely  to  plans  marketed  by  insurers  or  provider 
organizations. 

4)  The  government's  role.  In  the  new  system,  HHS  would  no  longer  regulate 
the  prices  charged  by  providers,  and  instead  would  take  on  fiinctions  more  like  those 
carried  out  by  0PM  in  the  FEHBP  system.  The  government  would  have  three  important 
roles: 

a)  The  govenmient  would  establish  a  federal  corporation,  governed  by  an 
appointed  board,  to  run  a  Medicare  Standard  Plan  similar  to  the  current  Medicare 
program.  The  Standard  Plan  would  be  available  in  all  markets  and  the  board 
would  set  premium  prices  to  meet  long-term  solvency  requirements.  Subject  to 
congressional  approval,  the  board  could  adjust  benefits,  out-of-pocket  costs  and 
payment  levels  in  the  Standard  Plan. 


As  an  alternative,  the  Standard  Plan  could  simply  be  the  traditional  Medicare 
program,  without  a  set  premium  and  funded  directly  rather  than  by  vouchers. 
While  this  alternative  might  have  political  advantages,  however,  the  lack  of  a 
premium  would  make  it  more  difficuh  for  beneficiaries  to  compare  with  Standard 
Plan  vfith  the  competing  private  plans. 

b)  HCFA  would  calculate  the  voucher  amount  for  each  beneficiary,  setting  that 
amount  after  the  plans  had  filed  their  price  and  benefit  information  for  the 
following  year. 

c)  HHS  would  conduct  a  Medicare  open  season,  much  as  0PM  does  for  the 
FEHBP.  Before  open  season,  each  Medicare  beneficiary  would  receive  an 
information  kit  fi-om  HHS,  including  the  amount  of  their  voucher  and  the 
standardized  information  on  prices,  benefits  and  consumer  satisfaction  for 
Medicare-approved  plans  in  their  area,  including  the  Standard  Plan.  Beneficiaries 
would  also  receive  a  selection  form  on  which  to  indicate  their  choice.  Once  the 
selection  had  been  made,  HCFA  would  send  the  beneficiary's  voucher  to  the 
chosen  plan.  The  beneficiary  would  be  responsible  for  any  difference  between  the 
voucher  and  the  premium  costs,  but  could  elect  to  have  the  government  pay  that 
difference  and  reduce  the  beneficiaries  Social  Security  check  (simil.ir  to  the  part  B 
option  today).  If  the  voucher  amount  exceeded  the  plan  premium,  the  difference 
would  be  deposited  by  HCFA  into  a  Medical  Savings  Account  of  the 
beneficiary's  choice.  Disbursements  from  MSA  accounts  could  be  used  only  for 
medical  expenditures  eligible  for  the  Schedule  A  tax  deduction. 
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Thus  Medicare  would  operate  much  like  the  FEHBP  serves  retired  federal 
workers  and  retirees.  Medicare  beneficiaries  would  be  able  to  pick  a  private  plan  which 
included  the  services  they  wanted  (beyond  the  core  package),  delivered  in  the  way  they 
wanted,  and,  if  they  wished,  perhaps  through  an  organization  with  which  they  were 
affiliated  (as  many  FEHBP  enrollees  do).  Or  they  could  decide  to  put  their  voucher 
towards  the  premium  of  the  Medicare  Standard  Plan.  Because  beneficiaries  would 
receive  a  voucher  of  a  specific  amount  (paid  directly  to  the  plan  of  their  choice),  they 
wotild  have  a  strong  economic  incentive  to  pick  the  plan  that  best  met  their  objectives  of 
price,  quality,  and  services. 

The  organization  of  services,  the  selection  of  benefits,  and  payments  to  providers 
would  be  in  the  hands  of  the  plan  managers  competing  for  enrollees.  Unlike  the  federal 
officials  managing  Medicare  today,  these  managers  would  have  the  fi-eedom  and  the 
financial  incentive  to  experiment  with  new  ways  to  deliver  care  at  a  competitive  price. 
And  the  voucher  approach,  in  contrast  to  the  AAPCC  payment  system,  would  give  all 
plans  an  incentive  to  strive  for  the  best  pricing,  and  not  consider  the  voucher  as  a  floor 
price. 

In  stark  contrast  to  today,  HCFA  would  have  no  role  in  setting  the  provider 
reimbursement  rates,  deductibles,  or  cost-sharing  levels  of  any  private  plan,  nor  any  role 
in  requiring  benefits.  However,  while  it  is  doubtful  that  the  price-maker  theory  acttially 
explains  the  FEHBP's  success,  HCFA  could  carry  out  for  Medicare  the  "jawboning"  role 
in  premium  setting  and  agreeing  on  service  areas  that  0PM  undertakes  for  the  FEHBP. 
Reaching  an  agreement  on  service  areas  would  substantially  reduce  the  possibility  of 
"redlining"  by  health  plans. 

Since  Medicare  would  become  a  defmed  contribution  program,  the  government's 
share  of  Medicare  spending  could  be  held  in  check  by  a  budget.  But  would  this  merely 
shift  costs  to  beneficiaries  because  average  premiums  grew  much  faster  than  the  voucher? 
There  are  good  reasons  to  believe  that  the  incentives  in  the  new  Medicare  system  would, 
in  fact,  force  a  moderation  of  health  care  costs  for  Medicare  beneficiaries.  Both  the  CRS 
and  Lewin-ICF  reported  in  their  studies  that  FEHBP  cost  increases  were  lower  during  the 
1980s  than  those  of  the  private  sector.  More  recently,  FEHBP  beneficiaries  have  seen  a 
drop  in  average  premiums.  The  GAO  notes  also  that  programs  with  some  similarities  to 
the  FEHBP,  such  as  CalPERS,  have  succeeded  in  controlling  premium  increases. 

Further,  Congress  could,  as  some  experts  have  suggested,  build  a  "look-back" 
mechanism  into  a  reformed  Medicare  system.  Under  this  arrangement,  HCFA  would 
review  total  Medicare  spending  in  the  previous  year.  If  spending  exceeded  the  budgeted 
amount,  automatic  reductions  would  be  made  in  payment  rates  to  physicians  and 
hospitals  in  the  Medicare  Standard  Plan,  together  with  increases  in  deductibles  and 
premiums  for  that  part  of  the  program.  Revisions  to  the  voucher  calculation  also  could  be 
made  if  that  was  considered  a  factor  in  the  budget  overrun. 

Adverse  Selection.  Even  though  adverse  selection  is  not  a  severe  problem  in  the 
FEHBP,  the  design  of  the  proposed  Medicare  program  would  be  even  less  susceptible  to 
that  problem.  The  main  reason  for  this  is  that  plans  could  vary  their  premiums  according 
to  age,  institutional  status  and  other  major  risk  factors,  which  FEHBP  plans  cannot  do. 
The  ability  to  vary  premiums  in  this  way  would  also  help  protect  the  "residual"  Medicare 
Standard  Plan  fi-om  adverse  selection.  And  because  private  plans  could  vary  benefits  and 
would  provide  catastrophic  coverage,  it  is  by  no  means  clear  that  sicker  individuals  would 
gravitate  to  the  Standard  Plan. 

Consumer  Information.  A  refined  FEHBP  structure  for  Medicare  would  also 
provide  beneficiaries  with  far  more  usable  information  for  choosing  plans  than  they  are 
given  to  pick  doctors  or  hospitals  today.  With  the  advice  of  a  Consumer  Board,  HHS 
and  private  organizations  could  circulate  before  Open  Season  such  standardized  price  and 
benefit  information  on  available  plans,  benchmark  treatment  costs,  and  patient  report 
cards. 
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Impact  on  the  FEHBP.  The  proposed  Medicare  program  would  have 
implications  for  some  existing  health  programs  and  plans.  It  would  be  wise  to  eliminate 
the  overlap  between  Medicare  and  the  FEHBP,  to  avoid  the  potential  for  adverse 
selection  effects  by  enrollees  (a  feature  of  overlapping  eligibility  today).  One  way  to  do 
this  would  be  to  give  federal  retirees  a  one-time  choice  between  Medicare  and  the 
FEHBP  when  they  become  eligible  for  Medicare.  Another  option  would  be  to  end 
FEHBP  eligibility  for  those  eligible  for  Medicare. 

Impact  on  Medigap.  The  Medigap  market  likely  would  shrink  considerably,  and 
perhaps  disappear,  under  a  reformed  system  based  on  this  proposal.  The  main  reason  for 
this  is  that  the  primary  function  of  Medigap  —  virtual  catastrophic  protection  —  would 
become  a  standard  feature  of  all  plans.  Another  attractive  feature  of  Medigap  coverage 
today  is  that  it  allows  Medicare  beneficiaries  to  purchase  additional  insiu-ance  for  certain 
services,  such  as  prescription  drugs  or  preventive  care,  on  top  of  their  Medicare  coverage. 
But  such  additional  features  typically  would  become  opticmal  features  of  Medicare- 
approved  plans  under  the  reform.  Further,  Medigap  plans  today  must  by  law  reimburse 
Medicare  beneficiaries  from  certain  routine  copayments  (and  many  categories  of  plan 
must  also  reimburse  deductibles).  This  reduces  cost  consciousness.  No  such  utilization- 
increasing  requirements  would  accompany  to  plans  offering  additional  services  in  the 
proposed  system.  , 

Impact  on  Medicaid.  The  proposed  Medicare  reform  likely  would  not  have  a 
significant  impact  on  Medicaid,  however,  whether  or  not  that  program  undergoes 
significant  reform  this  year.  Just  as  states  may  today  "buy  in"  to  Medicare,  states  could 
decide  to  supplement  a  Medicaid-eligible  person's  Medicare  voucher  to  enable  that 
person  to  afford  coverage  under  a  certain  Medicare  plan. 
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Chairman  Thomas.  Thank  you  very  much,  Mr.  Butler. 
The  gentleman  from  Louisiana,  Mr.  McCrery. 
Mr.  McCrery.  Thank  you,  Mr.  Chairman. 

I  thank  all  of  you  for  your  excellent  testimony.  Dr.  Bristow,  I 
have  read  the  AJMA's  proposal  and  I  think  it  certainly  has  a  lot  of 
merit.  I  am  looking  forward  to  learning  more  about  it  in  the  days 
ahead. 

Ms.  Ignagni,  your  testimony  is  right  on  and,  as  usual,  you  are 
very  eloquent  in  presenting  it. 
Ms.  Ignagni.  Thank  you,  sir. 

Mr.  McCrery.  Dr.  Butler,  of  course,  you  and  I  have  talked  about 
the  problems  in  not  only  the  Medicare  system,  but  the  health  care 
system  generally,  and  I  am  in  agreement  with  your  basic  analysis 
of  what  the  problem  is  and  where  we  ought  to  go. 

In  fact,  all  three  of  you  touch  upon  the  need  for  more  market 
forces  to  be  put  at  work  in  the  Medicare  system  or  in  the  health 
care  system.  I  think  that  is  the  bottom  line  of  what  you  all  said. 
I  think  this  points  out  the  basic  problem  that  Dr.  Bristow  men- 
tioned in  his  opening  testimony,  which  is  that  seniors  in  this  case, 
when  we  are  talking  about  Medicare,  simply  have  been  discon- 
nected from  the  cost  of  delivering  medical  care  because  it  is  paid 
for  by  a  third  party,  either  Medicare,  Medigap,  or  the  combination 
of  the  two. 

I  think  that  is  certainly  true  not  only  in  Medicare,  but  in  our 
health  care  system  at  large,  because  we  have  a  very  pervasive 
third-party  pa>Tnent  throughout  the  health  care  system — employer 
provided  insurance,  many  times  first  dollar  coverage  insurance  or 
low-deductible  coverage.  So  I  would  like  for  you  to  address  perhaps 
two  things  before  my  time  is  up. 

First,  do  you  think:  by  going  to  the  type  of  system  that  all  three 
of  you  have  talked  about — which  is  giving  more  choices  to  seniors 
and  creating  more  of  a  market  atmosphere  for  seniors — helps  us  to 
achieve  a  more  seamless  healthy  care  system  between  the  work 
force  and  the  retired  population;  and  is  that  good,  is  that  nec- 
essary? 

Second,  Dr.  Butler  talked  about  the  difference  in  increases  in 
costs  between  the  FEHBP  and  the  Medicare  Program.  I  know  that 
one  thing  that  jumps  to  many  people's  mind  when  that  comparison 
is  made  is,  Well,  that  stands  to  reason  because  the  elderly  popu- 
lation requires  more  health  care.  I  would  like  for  you  to  address 
that  conclusion  and  debunk  it,  if  you  will,  or  confirm  it  if  you  think 
it  is  accurate. 

Dr.  Bristow.  Congressman,  I  would  like  to  at  least  start.  I  am 
sure  everyone  else  will  want  to  comment  on  this.  We  think  it  is  ter- 
ribly important  to  change  the  incentives  in  the  entire  system  ulti- 
mately. Of  course,  the  focus  of  this  particular  hearing  has  to  do 
with  the  Medicare  Program,  but  it  is  a  large  part  of  the  system  and 
it  is  an  excellent  starting  point  to  bring  sharp  focus  to  the  need  for 
positive  incentives,  if  you  want  Americans  to  do  something.  They 
respond  much  better  to  the  carrot  than  they  do  the  stick. 

I  think  there  is  already  existing  within  the  under-65  population 
a  certain  measure  of  that.  We  would  like  to  see  ultimately  perhaps 
increased  utilization  of  the  positive  incentive  to  patients  to  be  cost 
conscious  in  how  they  use  the  system.  So  I  think  it  is  very  impor- 
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tant  that  we  make  this  strong  start  at  this  point,  which  says  to  pa- 
tients you  are  not  going  to  be  punished  if  you  overutiUze  the  sys- 
tem, but  in  fact  we  will  reward  you  if  you  are  judicious  in  how  you 
use  the  system. 
Mr.  McCrery.  Thank  you. 

Ms.  Ignagni.  May  I?  I  was  looking  at  the  red  light  and  making 
sure  

Mr.  McCrery.  Me,  too,  but  it  is  yellow  right  now. 

Ms.  Ignagni.  I  would  like  to  take  a  crack  at  this  question.  I 
think  that  basically  the  situation  you  all  are  in  is  that  Medicare 
is  about  10  years  behind  where  employees  were.  Ten  years  ago,  in 
the  mideighties,  employers  faced  the  similar  problem  and  working 
Americans  faced  a  similar  problem.  Working  Americans  were  very 
concerned  about  preserving  health  care  coverage.  You  can  look  at 
the  kinds  of  changes  that  are  before  you  as  frankly  a  way  of  main- 
taining health  care  benefits  and  coverage  and  doing  that  in  a  way 
that  is  more  efficient  and  cost  effective. 

I  think  that  the  changes  that  have  been  made  really  provide 
quite  a  body  of  evidence  for  you  to  take  a  look  at,  to  think  about 
how  it  has  worked.  Without  a  doubt,  about  two-thirds  of  American 
working  families  have  chosen  now  some  kind  of  managed  care,  but 
there  is  still  a  strong  fee-for-service  system,  and  I  think  that  is  the 
balance  that  you  seek  to  create,  to  provide  options,  to  give  bene- 
ficiaries the  choice,  and  that  is  why  our  proposal  is  designed  to  per- 
haps submit  some  recommendations  about  how  you  begin  that 
process  now. 

I  think  it  also  deserves  to  be  mentioned  that,  like  employers,  you 
want  to  set  up  a  process  that  you  can  continuously  evaluate.  This 
is  a  terrible  thing  for  the  witness  to  come  to  the  Ways  and  Means 
Committee  and  say,  But  the  truth  of  the  matter  is  I  do  not  think 
any  of  us  know  at  all  right  now.  I  think  what  you  want  to  do  is 
put  in  place  a  series  of  changes  that  you  can  continuously  evaluate, 
look  at  how  the  system  is  working,  how  effectively  it  is  working, 
and  monitor  it  as  you  go  along,  and  that  is  the  spirit  in  which  we 
have  come  with  our  recommendations,  and  certainly  I  think  the 
spirit  in  which  we  have  seen  employers  and  workers  face  some  of 
the  choices  that  they  did  during  the  eighties. 

Mr.  Butler.  I  would  like  to  answer  your  question  quite  briefly. 
Congressman.  First,  of  course,  today  you  have  a  situation  where 
somebody  is  64,  turns  65  and  goes  into  Medicare  and  in  many  cases 
has  to  give  up  a  plan  that  has  satisfactorily  provided,  say,  drug 
coverage,  catastrophic  protection,  and  so  on,  and  they  must  go  into 
Medicare  and  give  up  a  lot  of  these  things,  or  buy  Medigap  insur- 
ance on  top  of  everjrthing  else.  Therefore,  a  system  which  allows 
people  to  choose,  to  keep  roughly  a  similar  plan,  maybe  an  identical 
plan,  and  to  get  a  contribution  toward  it  seems  to  me  to  make  a 
lot  of  sense. 

As  far  as  the  FEHBP  and  Medicare,  the  issue  is  a  rate  of  in- 
crease, not  a  base  amount.  The  base  amount  of  FEHBP,  of  course, 
is  lower  than  we  are  talking  about  in  Medicare,  and  it  is  important 
to  understand  in  FEHBP  that  what  we  have  seen  is  a  growing  pro- 
portion in  the  FEHBP  of  retirees  and,  therefore,  generally  sicker 
people. 
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The  proportion  of  retired  Federal  workers  in  the  FEHBP,  if  my 
memory  is  correct,  has  risen  from  about  27  percent  in  1975  to  40 
percent  in  1992.  Therefore,  as  a  pool,  it  requires  more  intensive 
care.  Yet,  the  Federal  contribution  has  increased  and  is  projected 
to  increase  at  roughly  6  percent.  The  employees'  share  of  premium 
costs  in  the  FEHBP  has  also  fallen,  in  fact,  actually  reduced  as  a 
total  proportion  during  the  eighties.  I  am  not  sure  about  more  re- 
cent numbers.  And  premiums,  as  you  know,  have  fallen  in  the  last 
couple  of  years. 

So  when  you  are  actually  trying  to  compare  like  with  like,  you 
actually  see  a  better  performance  by  the  FEHBP  than  even  the 
basic  numbers  suggest,  not  a  worse  one. 

Mr.  McCrery.  Thank  you  very  much. 

Chairman  Thomas.  The  gentleman  from  California  will  inquire. 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Dr.  Bristow,  let  me  see  if  I  understand  the  AMA's  proposition 
here.  You  are  supporting  the  $270  billion  in  Medicare  cuts,  correct? 

Dr.  Bristow.  I  do  not  think  you  will  see  that  anywhere  in  our 
statement.  Congressman. 

Mr.  Stark.  I  understand  you  are,  and  you  certainly  are  not  op- 
posing $182  billion  in  Medicaid  cuts.  Now,  are  you  for  the  $270  bil- 
lion in  Medicare  cuts? 

Dr.  Bristow.  Sorry? 

Mr.  Stark.  Are  you  supporting  the  Republican  plans,  the  $270 
billion  in  Medicare  cuts? 

Dr.  Bristow.  What  we  are  doing  is  we  have  

Mr.  Stark.  Yes,  or  no?  Are  you  supporting  the  $270  billion  in 
cuts? 

Dr.  Bristow.  Sir,  I  cannot  answer  you  a  yes  or  no. 

Mr.  Stark.  OK.  It  is  interesting,  because  let  us  assume  for  1 
minute  that  you  do.  Certainly,  we  have  heard  no  opposition  to  it 
this  morning.  That  means  that  out  of  the  30  million  Medicare  bene- 
ficiaries, they  will  be  cut  around  $9,000.  Another  interesting  figure 
is  that  in  your  plan  you  do  propose — this  is  from  your  plan — spend- 
ing an  extra  $14  billion  on  doctors.  Now,  there  about  V2  million 
doctors,  so  in  your  plan,  each  doctor  will  average  an  increase  in  in- 
come of  $28,000. 

It  is  interesting  to  note  that  the  median  net  worth  of  people  over 
65  is  only  $26,000.  So  if  I  understand  the  very  richest  class  of  peo- 
ple in  America,  doctors,  with  an  average  net  income  of  over 
$189,000,  according  to  your  own  survey  in  1993,  are  proposing  to 
cut  retirees  $28,000,  their  entire  net  worth,  and  increase  doctors  by 
that  amount. 

I  wonder  if  that  does  not  violate  the  Hippocratic  Oath  which  says 
do  no  harm,  or  whether  or  not  physicians  ought  not  to  be  ashamed 
of  the  greed  that  underlies  a  program,  who  would  come  here  and 
ask  us  to  give  people  who  make  $189,000  a  year  on  average  $14 
billion  more  and  cut  retirees  $9,000  apiece,  while  the  members  of 
your  association  make  on  average  $189,000.  There  is  something. 
Doctor,  that  is  not  right  about  that.  Why  would  you  want  so  much 
money  for  the  very  rich  doctors  in  America  taken  out  of  the  pockets 
of  the  poor? 

Dr.  Bristow.  Congressman,  I  am  glad  you  brought  up  those  sub- 
jects, because  I  am  happy  to  address  each  of  them.  First  of  all,  the 
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doctors  that  you  are  speaking  of  work  in  excess  of  60  hours  a  week, 
they  have  put  in  over  13  years  of  education  beyond  high  school  in 
order  to  develop  the  knowledge  base  that  will  allow  them  to  will- 
ingly get  up  at  3  o'clock  in  the  morning  to  respond  to  the  needs  of 

their  patients,  and  they  are  productive  

Mr.  Stark.  I  have  got  a  father-in-law  who  works  more  than  that 
and  gets  up  at  4  o'clock  in  the  morning  and  he  does  not  make 
$40,000  a  year.  Doctor,  do  not  bleed  for  these  wealthy  people,  but 
go  ahead. 

Dr.  Bristow.  Do  you  want  an  answer? 

Mr.  Stark.  What  I  am  getting  is  a  sermon.  I  would  like  an  an- 
swer, but  go  ahead. 

Dr.  Bristow.  Let  us  address  the  other  issue  of  the  $14.5  billion 
that  you  are  saying  doctors  are  getting  in  addition. 

Mr.  Stark.  That  is  your  figure. 

Dr.  Bristow.  That  is  an  issue  that  we  would  have  been  bringing 
to  this  Subcommittee,  if  there  were  no  discussion  about  the  trans- 
formation of  Medicare  

Mr.  Stark.  It  is  your  number,  Doctor. 

Dr.  Bristow.  !  am  not  denying  that,  but  I  am  trying  to  explain 
it.  Congressman.  That  is  an  issue  we  would  have  been  bringing  to 
this  Congress,  even  if  there  were  no  effort  to  transform  Medicare, 
because  it  is  an  effort  to  correct  a  flaw  in  the  way  the  update  was 
created  for  the  Medicare  Program. 

Let  me  briefly  explain  that.  When  OBRA  1993  was  passed,  there 
was  a  decision  made  that  the  update  for  physician  conversion  fac- 
tor would  be  dependent  upon  the  historical  trend  in  volume  of  serv- 
ices over  the  preceding  5  years,  and  then  an  arbitrary  4  percent 
would  be  subtracted  from  that. 

Now,  in  fact  what  has  occurred  is  in  recent  years  the  volume  of 
services  that  physicians  have  provided  to  patients  in  the  Medicare 
Program  has  been  less  than  6  percent  for  several  years.  And  when 
you  apply  that  historical  trend  of  less  than  6  percent  and  then  take 
4  percent  arbitrarily  from  that,  what  you  create  is  a  flattening 
curve  and  a  predictable  downslope  at  some  point  in  time.  That 
point  in  time  is  going  to  be  1997,  and  from  1997  onward  the  con- 
version factor  for  physicians  will  continue  to  go  down  in  a  negative 
fashion,  even  though  physicians  have  been  doing  everything  that 
the  Congress  has  asked  them  to  do  as  far  as  volume  performance 
is  concerned. 

We  believe  that  was  an  error  on  the  part  of  the  Congress  and  

Mr.  Stark.  How  high  should  that  income  go.  Doctor?  Should  it 
go  to  $200,000,  $220,000,  $250,000?  What  figure? 

Dr.  Bristow.  What  we  are  asking.  Congressman,  is  that  from 
1996  on  that  the  conversion  factor  be  frozen,  that  it  not  go  up,  not 
go  up  for  7  years. 

Mr.  Stark.  What  about  the  income.  Doctor? 

Dr.  Bristow.  In  order  to  keep  it  from  going  up  for  7  3(ears,  it 
would  require  putting  in  $14.5  bilUon.  That  is  how  much  of  a  dis- 
parity was  created  by  arbitrarily  taking  4  percent  off  the  antici- 
pated volume,  no  matter  how  well  we  have  performed. 

So  what  we  are  saying  is  keep  us  frozen  at  the  conversion  factor 
of  1996  for  the  next  7  years,  and  if  you  do  that,  we  anticipate  that 
it  would  cost  $14.5  billion  to  get  us  level.  In  the  meantime,  if  you 
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do  the  other  things  that  we  are  talking  about  in  our  proposal,  in- 
creasing the  choice  for  patients  and  increasing  competition,  we  an- 
ticipate physicians  will  receive  a  loss  of  $20  billion  over  those  7 
years  in  revenue  because  of  less  utilization  by  patients,  which  we 
are  encouraging.  That  is  how  much  we  

Mr.  Stark.  What  you  are  encouraging  is  taking  this  money  out 
of  the  pockets  of  poor  Medicare  beneficiaries,  $270  billion  out  of  the 
pockets  of  Medicare  beneficiaries  to  pay  for  tax  cuts  for  the  rich 
and  $14.5  billion  more  to  rich  doctors. 

Dr.  Bristow.  Congressman  

Mr.  Stark.  I  am  afraid  that  is  one  that  does  not  sell.  Doctor. 
Thank  you  very  much. 

Dr.  Bristow.  Congressman,  I  live  in  a  retirement  community 
and  I  think  you  know  people  who  live  in  that  retirement  commu- 
nity, too,  and  the  income  level  in  that  retirement  community  is 
substantially  above  the  level  that  you  are  talking  about.  We  are 
only  talking  about  having  a  decrease  in  the  subsidization  of  the 
wealthy  elderly.  In  fact,  our  program,  if  implemented  as  we  have 
talked  about,  would  have  no  change  in  the  expenditure  for  50  per- 
cent of  the  Medicare  population.  It  would  have  a  savings  in  expend- 
iture for  40  percent  of  the  Medicare  population,  and  it  would  have 
a  modest  increase  in  expenditure  for  only  10  percent  of  the  Medi- 
care population.  Those  are  the  facts,  sir. 

Chairman  Thomas.  The  gentleman  from  Nevada  will  inquire. 

Mr.  Ensign.  Thank  you,  Mr.  Chairman. 

I  think  what  Mr.  Stark  brought  up  brings  up  a  few  interesting 
points,  because  one  of  the  reasons  that  I  came  to  Washington  is 
that  I  saw  people  that  were  running  this  institution  that  had  the 
attitude — and  I  think  that  it  was  just  brought  out — that  we  are  too 
inept  as  an  institution  to  design  a  system  that  includes  a  $1,900 
per  year  increase.  We  call  it  a  cut,  first  of  all. 

Second  is  that  we  are  not  smart  enough  to  design  a  system  with 
efficiencies  built  into  the  system  that  we  can  provide  better  service, 
we  can  do  basically  what  the  private  sector  has  done.  We  had  lead- 
ership here  and  apparently  we  still  have  some  people  here  that  are 
saying  to  the  American  people  that  we  are  not  as  smart  as  the  pri- 
vate sector,  we  cannot  control  costs  as  well  as  the  private  sector, 
we  are  not  smart  enough  to  design  systems  that  will  build  these 
types  of  efficiencies  of  market  forces  in  that  the  private  sector  has 
done  to  be  able  to  control  the  rate  of  medical  inflation. 

Obviously,  we  are  not  even  trying  to  achieve  the  same  low  rate 
of  medical  inflation  that  the  private  sector  has.  We  are  trying  to 
do  it  a  little  over  6  percent,  and  if  we  can  do  that,  we  can  obviously 
save  Medicare. 

I  do  want  to  ask  one  fundamental  question.  If  we  were  smart 
enough  as  an  institution  to  design  savings  through  efficiencies  to 
make  our  systems  better,  we  are  providing  better  quality,  similar 
to  what  the  private  sector  is — maybe  we  can  give  some  prescription 
drug  coverage  and  some  other  benefits  that  seniors  right  now  do 
not  get — if  we  were  smart  enough  to  do  that  and  spend  less  money 
in  the  meantime,  does  anybody  on  the  panel  consider  that  a  cut, 
if  we  spend  less  money  than  what  is  projected? 

Dr.  Butler  Obviously  not,  and  you  are  quite  right,  Congress- 
man, that  if  you  actually  look  at  the  private  sector,  as  we  have  all 
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commented  on,  you  can  see  in  some  cases  very  dramatic  reductions 
in  actual  costs,  with  an  improvement  in  service  and  better  coverage 
and  more  complete  care  and  comprehensive  care  for  people,  and 
that  is  obviously  the  objective  we  want. 

Again,  just  to  go  back  to  the  FEHBP,  that  is  essentially  the  pat- 
tern we  have  seen  of  continuous  innovation  in  both  the  types  of 
service,  the  methods  of  service,  and  so  on.  The  fact  is  the  retirees 
in  the  Federal  employee  system  and  the  active  workers  are  ex- 
tremely enthusiastic  about  that  system.  Indeed,  they  were  one  of 
the  central  forces  in  defeating  the  Clinton  health  plan  last  year,  be- 
cause they  did  not  want  a  change  in  that  system. 

Obviously,  you  can  combine  innovation,  improvements,  and  cost 
control  without  simply  passing  the  tab  for  a  broken  system  to  the 
beneficiaries,  which  is  how  these  reforms  have  been  characterized. 

Mr.  Ensign.  Dr.  Butler,  you  mentioned  in  your  testimony  about 
the  population  that  is  within  the  Federal  health  are  system,  and 
that  it  is  an  older  population,  they  have  a  lot  more  retirees  than 
normal.  Yet,  even  within  that  system,  the  inflation  rate  over  the 
last  several  years  has  only  been  about  5  percent.  I  think  because 
of  some  of  the  market  forces,  and  I  do  not  think  they  are  ideal  mar- 
ket forces,  they  are  a  lot  better  than  what  is  in  the  Medicare  sys- 
tem that  we  currently  have  as  far  as  market  forces  working.  Even 
within  that  system,  if  we  can  just  achieve  that  rate  of  inflation,  we 
will  save  Medicare. 

Mr.  Butler.  If  you  achieve  that  rate,  you  will  in  fact  hit  the  tar- 
gets easily  in  the  budget  resolution,  and  that  is  what  we  are  talk- 
ing about. 

Mr.  Ensign.  Yes. 

Mr.  Butler.  Another  thing  I  would  just  say  very  quickly  is  that 
in  fact  one  of  the  paradoxes  of  this  is  as  we  see  in  the  private  sec- 
tor, the  more  you  start  with  a  system  that  is  out  of  date,  the  more 
rapidly  you  can  achieve  dramatic  savings.  If  you  look  at  corpora- 
tions that  have  moved  from  first-dollar  coverage  traditional  indem- 
nity plans  to  managed  care  and  to  other  types  of  innovation,  some- 
^  times  the  savings  are  quite  dramatic,  and  yet  the  level  of  care  actu- 
ally improves.  So  you  are  actually  in  a  good  position,  given  how  bad 
the  current  Medicare  structure  is. 

Mr.  Ensign.  Dr.  Bristow,  I  would  also  like  to  come  to  your  de- 
fense just  a  little  bit  and  ask  how  would  the  physicians  like  to  have 
been  able  to  vote  for  their  own  pay  raise.  In  1989,  I  believe  the 
Congress  voted  for  a  40-percent  pay  raise.  How  would  the  physi- 
cians like  to  give  themselves  a  40-percent  pay  raise?  Remember 
who  was  in  control  that  did  that. 

Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  The  gentleman  from  Maryland. 
Dr.  Bristow.  The  point  is  well  taken,  Congressman. 
Thank  you. 

Mr.  Cardin.  Let  me  thank  all  three  of  you  for  your  testimony 
here  today. 

I  think  there  are  a  few  points  that  the  American  people  would 
like  to  see  in  any  reform  that  we  bring  forward.  We  might  have  an 
agreement  among  our  panel  and  among  the  witnesses,  and  that  is 
that  the  patient  should  have  freedom  of  choice,  freedom  of  choice 
of  which  plan,  freedom  of  choice  as  to  which  doctor  or  hospital  that 
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they  wish  to  use,  and  that  there  should  be  more  market  forces  in 
determining  the  activities  within  the  market. 

Wliat  concerns  me  is  that  we  are  all  speculating  on  what  the 
plan  will  be  in  our  budget  this  year.  We  do  not  have  the  specifics 
of  how  these  huge  Medicare  savings  will  be  achieved.  The  Medicare 
savings  are  much  larger  than  we  ever  anticipated  last  year,  and 
which  at  that  time  the  Republicans  who  were  in  the  minority  sug- 
gested that  they  would  devastate  the  Medicare  Program.  So  we  are 
speculating. 

We  do  not  know  how  they  are  going  to  be  implemented.  That  is 
unfortunate  and  I  think  unfair,  and  we  probably  will  not  get  the 
specifics  until  right  before  we  have  to  vote  on  it,  and  I  think  that 
is  wTong.  I  think  it  should  be  subject  to  hearings,  and  we  should 
have  the  input  from  the  three  of  you  and  others  on  the  specific  rec- 
ommendations. We  are  not  going  to  be  able  to  get  that. 

We  do  have  some  documents  that  have  been  produced  to  give  us 
some  examples  of  how  it  would  work.  I  favor  more  choice  with  our 
seniors,  if  it  truly  is  more  choice.  But  the  problem  you  might 
have — and  I  really  want  your  response  to  this — is  that  if  not 
enough  resources  are  put  into  the  program,  then  the  seniors  do  not 
have  a  choice. 

They  are  going  to  be  required  to  go  into  a  plan  that  they  can  af- 
ford, which  may  not  give  them  the  ability  to  choose  their  own  doc- 
tor. And  if  you  cannot  choose  your  own  doctor,  you  lose  the  ability 
of  having  the  highest  quality  care  out  there,  because  people  vote 
by  their  decisions  as  to  what  physician  to  use.  If  that  is  taken  away 
from  them  because  not  enough  resources  are  put  forward  and  the 
vast  majority  of  seniors  are  forced  into  a  plan  that  does  not  give 
them  choice,  we  run  the  risk  of  bringing  down  the  quality  of  care. 

Dr.  Butler,  you  referred  to  the  Federal  Employees  Health  Benefit 
Plan.  I  think  it  is  an  excellent  plan,  I  agree  with  you.  But  in  that 
plan,  the  Federal  Government  for  its  employees  puts  up  enough 
funds  to  guarantee  that  the  employee  really  does  have  the  right  of 
choice.  But  as  I  understand  the  suggestions  being  made  here  in 
this  budget,  the  Federal  Government  is  going  to  put  up  a  defined 
amount  of  money  into  the  health  care  plan  which  may  not  be 
enough  money  to  guarantee  that  the  person  actually  has  the  right 
choice. 

You  refer  to  market  fores,  and  I  agree  with  that.  Wliat  is  hap- 
pening in  the  private  sector,  the  growth  projections  that  we  are 
using  for  the  Medicare  savings  will  mean  that  the  government  has 
to  outperform  the  private  sector,  because  our  per  capita  costs  are 
projected  to  grow  at  a  slower  growth  rate  than  the  priv^ate  sector. 
That  would  be  a  first,  if  gov^emment  outperforms  the  private  sector. 

I  welcome  your  comments  on  it,  because  I  do  think  this  is  con- 
structiv^e.  We  only  have  one-half.  All  of  us  want  to  see  more  choice, 
but  if  you  do  not  put  up  enough  resources,  will  we  really  have 
choice,  or  will  we  be  forcing  people  to  go  into  plans  that  they  really 
do  not  want  to  go  into? 

Mr.  Butler.  Well,  I  can  certainly  respond  to  that.  Obviously,  it 
is  as  truism  to  say  that  if  you  do  not  provide  enough  support  then 
there  will  not  be  enough  choice  and  people  will  be  hurt,  in  that 
sense.  So  the  issue  then  is  the  kind  of  projections  sufficient. 
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I  think  there  are  a  couple  of  things  to  bear  in  mind.  One  is  that  k 
we  are  talking  about  just  under  6-percent  growth. 

Mr.  Cardin.  But  that  is  the  low  with  the  private  sector  on  a  per 
capita  basis.  We  are  assuming  better  cost  savings  in  Medicare  than  I 
the  private  sector.  Is  that  realistic? 

Mr.  Butler.  On  the  other  hand,  you  are  talking  about  moving 
from  a  certain  base  right  now  and  introducing  structural  reforms 
of  the  system.  Now,  the  private  sector,  elements  of  the  private  sec- 
tor that  have  introduced  structural  reforms  has  seen  a  much  sharp- 
er improvement. 

Mr.  Cardin.  If  you  can  support  that,  I  would  appreciate  it.  What 
we  have  seen  is  1-year  savings,  but  not  long-run  savings.  We  have 
had  employer-sponsored  people  before  us  who  have  indicated  that 
they  have  not  had  the  long-range  projections. 

Mr.  Butler.  But  if  you  could  move  the  base  down,  you  have  got 
a  much  greater  flexibility  over  the  next  5  to  7  years  in  terms  of 
meeting  the  overall  targets. 

The  second  thing  I  would  say  is  when  you  talk  about  a  choice, 
you  are  allowing  people  who  today  must  pay  extra  for  services  that 
are  not  included  in  Medicare,  such  as  drug  coverage,  catastrophic, 
and  others,  you  are  now  allowing  them  to  pick  a  plan  that  may  in- 
clude those  services.  So  choice  also  allows  individuals  to  reduce 
their  expenditure  in  many  cases,  and  that  is  very  important  for  the 
low-income  elderly  who  today  are  often  vulnerable,  that  are  not 
able  to  get  that  coverage. 

Mr.  Cardin.  My  time  is  running  out.  I  think  Dr.  Bristow  wanted 
to  respond  and  I  want  to  make  sure  he  gets  a  chance. 

Dr.  Bristow.  Thank  you,  Mr.  Cardin. 

I  think  you  have  to  keep  in  mind  that  what  we  are  talking  about 
is  introducing  a  vital  new  factor  and  that  is  having  patients  become 
cost  conscious,  because  it  will  be  rewarding  to  them  to  do  so. 

That  is  a  factor  that  has  been  sadly  missing,  unfortunately,  and 
we  think  we  have  offered  an  innovative  approach  in  which  the  gov- 
ernment spends  no  more  than  it  would  normally  plan  to  spend,  but 
it  provides  an  inducement  to  patients  to  exercise  some  judgment  as 
to  whether  to  go  to  the  emergency  room  this  evening  or  go  to  the 
doctor's  office  tomorrow  morning.  It  is  as  simple  as  that.  When  that 
is  compounded  37  million  times,  we  believe  it  is  going  to  result  in 
substantial  savings  and  a  considerable  modulation  of  how  costs  are 
increasing. 

As  I  said,  we  already  project  that  there  is  going  to  be  enough  re- 
duced utilization  so  that  physicians  will  lose  $20  billion  over  the 
next  7  years.  That  is  a  sign  of  our  commitment.  We  say  fine,  but 
let  us  make  a  healthy  system. 

Mr.  Cardin.  Very  quickly,  I  would  feel  more  comfortable  if  the 
Federal  Gk)vernment  was  saying,  OK,  whatever  the  results  are,  we 
will  do  the  best  we  can,  but  we  will  guarantee  that  we  will  put  up 
at  least  75  percent  of  the  funds.  We  are  not  saying  that,  as  I  under- 
stand these  proposals.  The  government  is  going  to  be  putting  in  a 
flat  dollar  amount,  and  if  they  are  wrong,  the  seniors  lose  their 
choice. 

Ms.  IGNAGNI.  Mr.  Cardin,  I  would  be  delighted  to  provide  some 
data  to  you  about  the  track  record  in  the  private  sector  to  the  point 
that  you  proposed  to  Mr.  Butler. 
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I  would  also  say  to  your  point  about  people  not  being  satisfied 
or  perhaps  a  potential  perception  that  they  would  be  forced  into 
certain  delivery  systems.  We  have  provided  some  data  about  bene- 
ficiary satisfaction  in  HMOs  under  Medicare,  and  I  think  they  are 
quite  compelling  in  terms  of  the  numbers  of  people  who  are  making 
the  choice  and  who  are  choosing  to  stay  there,  the  number  is  90 
percent.  Only  4  percent  of  the  people  choose  to  go  back  to  fee-for- 
service.  So  we  would  be  glad  to  provide  some  more  data  there. 

Mr.  Cardin.  Certainly. 

[The  information  is  being  retained  in  the  Committee's  files.] 
Chairman  Thomas.  The  gentleman  from  Washington  will  in- 
quire. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Dr.  Bristow,  do  I  understand  under  your  proposal  that  the  cur- 
rent restrictions  on  physicians'  ability  to  charge  Medicare  bene- 
ficiaries would  be  abolished? 

Dr.  Bristow.  We  are  saying  that  price  controls  would  be  re- 
moved, yes. 

Mr.  McDermott.  So  when  Dr.  Ensign  is  talking  about  the  fact 
that  you  do  not  set  your  own  salaries,  in  fact,  what  you  want  to 
do  is  set  your  own  salary  every  day  with  every  patient.  That  is  ba- 
sically what  you  are  saying. 

When  I  look  at  this  and  I  look  at  the  fact  that  Medicare  bene- 
ficiaries, 11  million  of  them  are  widows  making  less  than  $8,000 
a  year,  and  that  the  average  Medicare  beneficiary's  income  is 
$17,000  a  year,  with  80  percent  of  them  having  incomes  under 
$25,000,  and  the  average  out-of-pocket  expenditure  by  Medicare 
beneficiaries  is  18  percent  of  their  income,  I  cannot  believe  that  you 
would  sit  here  representing  the  American  Medical  Association  and 
tell  people  that  they  have  to  spend  more  out  of  pocket  to  be  cog- 
nizant of  what  it  is  costing  them  and  where  their  health  care  is 
coming  from. 

I  do  not  know  what  the  American  Medical  Association  thinks  is 
the  proper  figure.  Fifty  percent  of  their  out-of-pocket  money  should 
go  to  doctors  and  hospitals  and  then  they  would  pay  attention?  I 
think  18  percent,  if  you  are  living  on  $8,000  a  year  as  a  widow,  is 
an  awful  lot  of  money.  Let  me  tell  you,  those  old  people  know  what 
they  are  spending.  They  all  sit  there  and  look  at  those  bills  and  de- 
cide shall  we  pay  the  bills  to  the  doctor  and  the  hospital,  or  shall 
we  buy  food,  or  shall  we  buy  medication. 

I  personally  think  the  American  Medical  Association  has  not 
moved  since  1965.  It  could  just  as  well  be  Dr.  Annis  here  talking 
as  he  did  when  I  was  graduating  from  medical  school,  saying  Medi- 
care is  a  bad  idea.  You  are  more  facile  with  this  proposal  from  the 
AMA,  but  I  think  Uwe  Reinhardt  is  correct.  Every  doctor  who  sub- 
scribes to  this  proposal  will  be  a  serf  of  an  insurance  company  by 
the  year  2000,  because  if  you  put  this  kind  of  voucher  out  there 
that  is  inadequate,  these  old  people  will  be  forced  into  HMOs,  the 
cheapest  HMO,  because  they  will  not  be  able  to  buy  all  this  choice. 

These  11  million  widows  are  not  going  to  be  able  to  take  that 
fixed  amount  voucher  and  get  an  adequate  policy,  unless  they  go 
into  something  like  an  HMO.  They  will  have  no  choice  whatsoever. 
So  I  really  think  that  it  is  a  bad  proposal.  It  is  a  sad  day  for  me 
to  feel  this  way  about  the  AMA,  that  you  would  come  here  with  a 
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proposal  that  rolls  back  to  1965,  taking  away  the  guarantee  of 
health  coverage  from  senior  citizens.  Putting  30  million  old  people 
on  the  street  with  a  voucher  looking  for  a  friendly  insurance  com- 
pany is  not  my  view  of  a  step  forward  in  health  care. 
I  want  to  ask  Ms.  Ignagni,  do  you  think  

Dr.  Bristow.  Congressman,  may  I  respond  to  you  after  you  have 
had  those  rather  harsh  statements  to  make? 

Mr.  McDermott.  Surely.  Do  not  take  all  the  time,  though,  be- 
cause I  want  to  get  to  her. 

Ms.  Ignagni.  I  can't  wait.  [Laughter.] 

Dr.  Bristow.  First  of  all,  it  should  be  obvious  that  this  is  not  Ed 
Annis  sitting  before  you  at  this  point.  That  is  to  take  nothing  away 
from  Ed  Annis.  But  the  AMA  is  trying  to  be  as  innovative  and  as 
creative  as  we  know  how  to  try  to  address  what  we  consider  to  be 
an  American  problem,  one  that  we  live  with  and  work  with  every 
day. 

You  are  telling  me  about  what  patients  feel?  I  see  patients  every 
day.  Congressman,  so  I  am  keenly  aware  of  the  distress  that  they 
have.  Our  proposal  would  result  in  no  increase  in  the  expenditure 
for  50  percent  of  the  Medicare  population  and  a  reduction  in  ex- 
penditure for  40  percent  of  the  Medicare  population.  It  would  in- 
crease for  approximately  10  percent  of  beneficiaries,  and  we  ac- 
knowledge that.  But  we  say  most  of  those  would  be  in  high-income 
individuals,  the  vast  majority. 

I  urge  you  to  please  read  our  proposal  carefully  or  let  us  explain 
it  to  you  more  fully.  But  our  objective  I  believe  is  consonant  with 
yours.  We  want  to  have  affordable  health  care,  high-quality  care 
for  every  American,  and  we  want  them  to  have  as  much  choice  as 
possible.  We  simply  feel  the  way  to  do  that  is  to  change  the  incen- 
tives. That  is  all  we  are  talking  about,  and  we  do  not  want  to  hurt 
patients.  We  want  to  help  patients. 

Mr.  McDermott.  You  are  saying  that  the  old  people  will  not 
have  any  increased  costs  in  your  program  below  what  level  of  in- 
come? What  level  do  you  feel  they  should  pay  more  at? 

Dr.  Bristow.  We  are  saying  that  those  above  the  level  of  $50,000 
income  as  an  individual  or  $100,000  income  as  a  couple  will  be  pay- 
ing more. 

Mr.  McDermott.  And  everybody  else  will  do  better  in  the  hands 
of  the  insurance  companies? 

Dr.  Bristow.  Fifty  percent  will  have  no  change,  but  30  percent 
will  actually  spend  less. 

Mr.  McDermott.  When  you  say  no  change,  you  mean  they  are 
still  going  to  pay  the  18  percent  out  of  pocket  they  are  presently 
paying? 

Dr.  Bristow.  Well,  they  are  not  worse  off  

Mr.  McDermott.  The  amount  they  are  paying  for  a  Medigap  pol- 
icy, th§t  will  be  not  changed?  They  will  still  buy  the  Medigap  pol- 
icy? 

Dr.  Bristow.  That  is  true,  but  we  will  have  helped  40  percent. 

Mr.  McDermott.  I  doubt  it  from  the  figures  that  Mr.  Stark 
gives,  and  I  agree  with  those  figures.  If  you  take  $14  billion  more, 
it  is  hard  for  me  to  figure  out  how  doctors  are  not  going  to  come 
out  better  and  the  patients  are  going  to  be  worse  off. 
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When  I  think  about  a  voucher  system  and  I  think  about  my  fa- 
ther or  think  about  anybody  in  the  85  and  above  range  of  age — 
and  medicine  has  been  very  successful — ^you  put  those  people  out 
there  looking  for  an  insurance  company  that  wants  them,  you  have 
got  to  really  have  the  ability  to  believe  in  the  tooth  fairy  to  believe 
there  is  an  insurance  company  that  will  want  those  kinds  of  pa- 
tients in  their  patient  mix.  They  do  everything  they  can  right  now 
to  select  those  people  out. 

Dr.  Bristow.  This  will  take  less  than  30  seconds,  sir. 

Mr.  McDermott.  That  is  all  I  need. 

Dr.  Bristow.  What  we  did  was  to  approach  the  problem  from  the 
perspective  of  trying  to  figure  out  what  should  be  done.  We  had  it 
costed  out  afterward  by  Price  Waterhouse.  That  is  how  those  fig- 
ures came  out  of  $162  billion,  and  that  is  how  the  estimate  of  sav- 
ing money  for  40  percent,  no  change  for  50  percent,  an  increase  for 
10  percent,  that  is  where  they  came  from,  sir.  It  is  not  from  AMA, 
it  is  from  Price  Waterhouse. 

We  are  simply  trying  to  act  as  doctors  looking  at  the  problem 
from  the  perspective  of  what  can  be  done  "sensibly  without  sac- 
rificing the  quality  of  care.  That  is  what  we  are  putting  on  the 
table.  We  are  not  trying  to  solve  the  problem  that  you  have,  which 
is  a  tremendous  problem.  But  we  are  putting  that  on  the  table,  sir, 
and  if  you  have  a  contention,  it  is  with  Price  Waterhouse's  response 
to  their  analysis. 

Mr.  McDermott.  I  would  only  say  that  you  gave  them  the  as- 
sumptions, and  you  are  right,  you  do  not  care  about  our  problem. 
What  you  care  about  is  the  problem  of  the  doctors,  as  you  should. 
But  I  think  that  we  have  a  different  set  of  priorities  here  and  I  do 
not  think  that  the  American  Medical  Association  is  being  very 
helpful  in  figuring  out  what  is  best  for  all  the  American  people. 

I  guess  I  will  have  to  wait  for  Ms.  Ignagni  later. 

Chairman  Thomas.  Dr.  McDermott,  old  people?  Old  people? 

Mr.  McDermott.  Maybe  I  misstated  something. 

Chairman  Thomas.  You  said  old  people,  and  I  did  not  know  if 
that  was  a  politically  correct  term  now. 

Mr.  McDermott.  Well,  I  am  58,  so  I  think  I  am  free  to  talk 
about  old  people. 

Chairman  Thomas.  The  gentleman  from  Wisconsin. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Dr.  Bristow,  I  think  the  AMA  should  receive  some  congratula- 
tions for  taking  the  effort  to  come  together  before  this  Subcommit- 
tee with  a  plan,  one  which  we  might  not  agree  with,  but  I  think 
it  shows  us  and  it  shows  at  least  your  association  that  it  is  not 
going  to  be  an  easy  task  to  correct  the  problem  that  we  are  facing. 

I  should  add  that  after  your  exercise,  you  still  only  came  up  with 
a  cut  of  $162  billion,  clearly  $100  billion  short.  We  do  not  have  the 
luxury  of  coming  close  like  that.  We  have  to  probably  go  all  the 
way  to  $270  billion. 

I  think  it  is  interesting  that  part  of  your  proposal — and  I  guess 
it  is  drafted  by  you,  so  you  have  the  luxury  to  do  so — does  increase 
physicians'  payments,  and  to  your  brethren  in  the  hospitals,  if  my 
figures  add  correctly,  you  decrease  their  reimbursements  by  some 
$100  billion.  I  am  assuming  when  the  hospital  association  comes 
before  us,  they  are  going  to  decrease  your  reimbursements  by  $100 
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billion  and  increase  hospitals  by  $14  billion,  and  I  think  that  would 
be  very  fair.  But  that  is  the  problem  that  we  are  facing. 

But  for  you  to  say,  after  your  analysis  and  after  you  have  come 
up  with  a  plan,  that  only  10  percent  of  the  Medicare  population 
^will  be  paying  more,  to  make  up  $162  billion  is  totally  false.  Unless 
the  hospitals  are  going  to  take  a  bigger  cut  than  I  assume  here, 
there  is  no  way  you  are  going  to  extract  that  many  dollars  out  of 
that  small  population  of  Medicare  recipients. 

I  think  what  will  happen  here  is  that,  if  all  controls  on  billings 
are  removed,  you  are  going  to  see  a  ton  of  increases  in  the  copays. 
It  is  nice  to  talk  about  cost  sharing,  it  is  nice  to  talk  about  incen- 
tives and  having  people  being  cost  conscious.  Those  are  all  nice,  but 
in  the  real  world  they  do  not  work.  The  reason  is — and  we  have 
all  been  hospitalized  at  one  point  or  other,  and  in  fact  a  lot  of  my 
seniors  have  been — once  you  are  in  the  hospital,  without  the  medi- 
cal education  that  you  have  and  other  people  in  the  room  have,  you 
are  subservient. 

Once  you  are  admitted  to  the  hospital,  two  or  three  doctors  could 
come  in  and  visit  you  under  some  type  of  a  consultant  arrange- 
ment, and  you  know  nothing  about  it.  You  are  not  in  any  position 
laying  in  that  bed  to  question  the  doctor,  who  are  you,  who  sent 
you,  what  is  your  fee.  And  after  the  hospitalization,  the  person  is 
stuck  with  the  bill.  If  in  fact  you  take  controls  off,  those  deductibles 
and  out-of-pocket  pajonents  are  going  to  increase  dramatically. 

The  same  is  true  for  the  lab  people.  Every  hour  on  the  hour,  the 
lab  folks  come  in  with  their  little  kit  and  they  pull  blood  and  blood 
and  blood,  and  you  do  not  know  what  tests  are  being  repetitive. 
And  the  consumer  laying  there  in  that  hospital  bed  is  not  educated 
to  question  that.  You  do  not  know  if  it  is  a  life  or  death  test  that 
they  are  doing  today  or  tomorrow,  or  if  it  duplicates  what  they  took 
last  Friday. 

So  to  say  we  are  going  to  have  a  more  educated  medical 
consumer  in  this  country  does  not  mesh  with  reality.  It  is  impos- 
sible to  do  so,  and  the  end  result  is  that  we  are  going  to  have  a 
consuming  medical  public  through  these  proposals,  yours  and  oth- 
ers that  are  floating  around,  that  are  going  to  pay  more,  or  the 
problem  they  are  going  to  face  is,  after  one  of  these  hospitaliza- 
tions, the  next  time  they  need  to  go,  they  are  going  to  stay  home 
because  they  just  cannot  afford  it. 

So  what  we  are  talking  about  with  the  $270  billion  cut  that  we 
are  looking  at  for  the  Medicare  Program  is  health  care  rationing. 
For  all  the  criticisms  the  administration  took  on  their  health  care 
bill,  I  think  once  the  Majority  party  in  the  Congress  comes  up  with 
theirs,  they  are  going  to  be  subject  to  the  same  type  of  ridicule  and 
the  same  type  of  opposition.  And  to  say  that  we  are  going  to  resolve 
all  the  problems  of  this  country  through  vouchers,  Medisave  plans, 
or  IRA  plans  is  totally  unrealistic,  in  my  estimation. 

I  am  surprised  that  none  of  the  panelists  this  morning  have  men- 
tioned the  savior  to  the  system  called  Medisave,  which  I  think  is 
a  farce,  and  maybe  some  of  the  other  witnesses  that  will  follow  you 
will  say  more  about  that. 

Dr.  Bristow,  if  you  want  to  respond  to  any  of  the  statements,  you 
are  entirely  welcome  to. 

Dr.  Bristow.  Thank  you.  Congressman. 
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I  think  you  put  your  finger  on  a  number  of  really  key  points  that 
I  hope  I  can  clarify  in  a  very  brief  period  of  time.  First  of  all,  what 
we  are  talking  about  are  not  cuts,  sir.  We  have  proposed  a  series 
of  areas  in  which  we  believe  there  can  be  substantial  savings.  As 
it  turns  out,  those  savings  amount  to  $162  billion. 

The  second  point  I  wanted  to  respond  to  is  what  we  are  talking 
about  is  having  patients  get  the  information  before  they  see  the 
doctor  as  to  what  his  fee  structure  is  going  to  be.  By  knowing  his 
conversion  factor  and  knowing  what  that  insurer  has  as  its  conver- 
sion factor,  they  will  know  immediately  whether  they  will  have  to 
pay  anything  different  or  perhaps  make  a  savings. 

Mr.  Kleczka.  But  a  fee-for-service  person  sitting  in  a  hospital, 
even  though  they  might  know  coming  in,  all  of  a  sudden  all  the 
doctors'  friends  come  in  to  take  a  little  poke  at  the  patient  and  pro- 
vide for  separate  billing,  at  that  point  the  health  care  consumer  or 
the  sick  patient  has  no  control. 

In  using  my  example  of  billing  not  only  from  the  consultant  type 
of  activity,  but  the  lab  stuff,  the  x  rays,  I  and  none  of  the  constitu- 
ents I  represent  know  when  to  say  no  to  an  x  ray.  If  it  is  called 
for,  you  lay  on  a  gumey,  get  the  x  ray,  and  you  are  never  going 
to  inform  the  population  different,  unless  we  all  go  to  medical 
school,  which  naturally  is  an  impossibility.  So  you  guys  still  have 
us  by  the  ears. 

Dr.  Bristow.  We  think  that  it  is  going  to  be  important  for  the 
public  to  have  the  kind  of  information  they  need.  We  want  you  to 
have  the  information  you  need  in  order  to  be  able  to  make  good 
choices. 

Mr.  Kleczka.  Then  g^ve  me  the  intelligence  to  say  no  to  a  doctor 
coming  into  my  room  just  to  look  at  the  incision  and  charge  me 
$200.  That  you  cannot  give  me,  that  will  never  happen,  and  that 
is  where  the  copays  and  the  patient  are  really  going  to  take  it  on 
the  chin. 

Dr.  Bristow.  Two  last  quick  points,  sir,  and  that  is  we  believe 
competition  will  work  for  the  same  reason  that  when  VCRs  came 
out,  in  my  community  they  cost  $500  or  $600.  The  same  VCR,  in 
fact  a  better  VCR  now  can  be  purchased  for  $200  because  of  com- 
petition, an  improvement. 

Mr.  Kleczka.  But  most  people  who  purchase  VCRs  are  not  on 
their  deathbed,  and  so  they  are  of  the  mind  that  they  can  make 
a  decision.  Once  you  are  laying  at  St.  Luke's  Hospital  ready  to  go 
through  the  heart  transplant,  you  are  not  that  alert  to  say,  "No, 
doc,  I  don't  think  I  need  you  today,  just  don't  do  that." 

Let  me  finish  by  saying  we  are  cutting  back  expenditures — not 
even  cutting  back — we  are  reducing  the  growth.  If  in  fact  you  have 
a  zoning  population  that  is  in  need  of  health  care,  and  if  medical 
costs  through  innovation  and  other  inflationary  factors  are  going 
up  and  you  say  these  factors  equal  x  amount,  yet,  we  are  going  to 
cut  the  growth  by  $270  billion,  there  are  only  two  things  that  can 
happen.  Either  the  patient  is  going  to  pay  more  or  you  are  going 
to  get  rationing. 

There  is  no  way  all  of  a  sudden  you  are  going  to  get  a  healthier 
population  by  the  threat  that  between  now  and  the  next  7  years 
we  are  going  to  cut  $270  billion,  and  magically  and  miraculously 
the  health  care  population  and  the  Medicare  Program  become 
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healthier  because  they  do  not  want  to  go  without  health  care.  It  is 
not  going  to  happen,  and  to  think  so  is  being  very  naive. 

Thank  you,  Mr.  Chairman.  ; 

Chairman  Thomas.  Thank  you,  Mr.  Kleczka. 

The  Chairman  notes  we  have  three  visitors  with  us  who  are  not 
Members  of  the  Subcommittee,  the  gentleman  from  Pennsylvania 
Mr.  Coyne,  the  gentleman  from  Michigan  Mr.  Levin,  and  the  gen- 
tleman from  Texas  Mr.  Laughlin.  My  assumption  is  that  you  are 
here  to  watch  and  listen  and  I  will  not  make  the  offer  to  Sandy, 
because  I  know  he  will  take  me  up  on  it.  So  I  will  simply  assume 
that  you  are  here  to  watch  and  listen. 

Mr.  Kleczka.  Mr.  Chairman,  because  of  the  importance  of  the 
issue  and  the  fact  that  the  Members  did  take  time  from  other 
things  to  be  here,  I  would  think  that  they  should  be  afforded  some 
opportunity  to  speak  maybe,  a  little  first  amendment  right,  or  even 
if  I  could  go  to  

Chairman  Thomas.  I  will  tell  the  gentleman  from  Texas,  that 
Mr.  Laughlin  and  the  gentleman  from  Pennsylvania  Mr.  Coyne 
have  both  indicated  through  nonverbal  communication  that  they  do 
not  have  an  interest  to  speak,  so  you  are  championing  the  gen- 
tleman from  Michigan  Mr.  Levin. 

Mr.  Kleczka.  Any  day  of  the  week.  [Laughter.] 

Let  me  ask  the  Chair  a  question.  Is  this  subject  matter  and  any 
legislation  going  to  be  subject  to  a  Full  Committee  hearing  so  that 
these  non-Subcommittee  Members  could  have  an  opportunity  to 
question? 

Chairman  Thomas.  If  we  could  figure  out  a  way  to  bring  this  to 
the  floor  without  going  to  any  Committee,  we  might  try  to  do  that, 
but  I  think  you  will  find  

Mr.  Kleczka.  Especially  if  we  could  do  it  at  night  with  no  lights 
and  stuff,  wow,  that  would  be  really  great. 

Chairman  Thomas.  If  we  can  get  it  to  the  President's  desk,  since 
he  understands  there  is  a  problem  and  wants  to  do  something 
about  it,  we  would  probably  have  a  better  chance  of  dealing  with 
the  issue  than  with  folks  who  refuse  to  even  address  the  problem, 
based  upon  the  questions  asked  the  witnesses. 

Mr.  Kleczka.  I  will  champion  for  Mr.  Levin. 

Chairman  THOMAS.  Sandy,  do  you  want  to  say  something? 

Mr.  Levin.  A  silly  question. 

Chairman  THOMAS.  The  gentleman's  time  has  expired.  [Laugh- 
ter.] 

Mr.  Levin.  The  light  never  went  on.  I  was  waiting  for  the  green 
light  to  go  on.  I  think  the  subject  is  important  enough  so  any  Mem- 
ber of  Ways  and  Means  who  comes  here  should  be  able  to  partici- 
pate. You  have  the  decision. 

Chairman  Thomas.  And  that  is  why  you  have  an  opportunity  to 
participate.  The  other  two  gentlemen  indicated  they  were  simply  at 
this  point  observers.  So  if  you  want  to  ask  a  question,  you  certainly 
may. 

Mr.  Levin.  Thank  you.  I  assume  if  other  Members  come,  they 
would  be  able  to  do  the  same  thing. 

Let  me  plunge  in.  Mr.  Chairman,  I  appreciate  your  indulgence, 
and  also  Mr.  Kleczka's  support.  But  I  think  it  is  important  enough 
that  whoever  wants  to  participate  should  so  do. 
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Let  me  press  the  issue  that  was  raised  before.  It  seems  to  me  to 
take  all  the  rhetoric  away  and  some  of  the  vitriol,  there  is  a  basic 
issue  here.  The  three  of  you  are  essentially  saying  move  away  from 
a  defined  benefit  plan  to  a  defined  contribution  approach.  The  gov- 
ernment will  put  a  certain  amount  and  if  that  is  exceeded,  the  risk 
will  be  borne  by  somebody  else. 

With  a  defined  contribution  plan,  that  is  the  way  it  works.  We 
are  going  to  put  up  a  certain  amount  of  money,  and  if  the  cost  ex- 
ceeds that,  who  picks  it  up?  Dr.  Bristow,  you  say  it  is  not  the  phy- 
sician, because  you  have  removed  any  cost  containment  for  the 
physician.  Those  for  managed  care  are  willing  to  bear  that  risk.  Dr. 
Bristow,  you  do  not  take  the  controls  off  the  hospitals,  but  you  do 
off  the  physicians,  I  think.  You  also  raise  the  age  at  which  Medi- 
care kicks  in  over  a  period  of  time.  It  is  in  your  proposal. 

The  real  issue,  more  than  any  other,  I  do  not  think  is  choice.  You 
can  have  choice  within  the  present  structure,  and  you  do.  You  can 
increase  choice  dramatically  within  the  present  structure.  The 
issue  is  not  expanding  choice.  I  think  the  basic  issue  is,  if  the  infla- 
tion in  Medicare  continues  beyond  the  level  that  would  be  set  by 
us,  who  would  bear  the  brunt  of  it. 

The  three  of  you  are  coming  here  today  and  essentially  saying — 
you  would  not  call  it  a  gamble,  but  I  think  it  is — ^that  the  loser  po- 
tentially is  the  senior. 

Ms.  Ignagni.  Mr.  Levin,  let  me  jump  in.  What  we  are  talking 
about,  speaking  for  GHAA,  is  a  process  where  you  would  start  with 
the  Medicare  benefit  package  in  our  proposal.  Once  you  start  there, 
you  start  from  where  you  are  today  in  terms  of  total  cost.  We  are 
not  proposing  a  system  where  you  get  to  your  number  or  your 
grov/th  rate  from  the  bottom.  We  are  proposing  a  system  where  you 
start  from  where  you  are  today,  from  the  top,  and  you  begin  to  look 
at  imposing  equity  and  efficiency  on  both  sides,  both  the  fee-for- 
service  and  the  managed  care. 

Mr.  Levin.  I  understand  that,  but  at  the  end  of  the  day,  if  we 
are  going  to  reach  $270  billion,  we  are  going  to  move  toward  a  set 
amount  by  the  government,  and  if  that  proves — I  think  your  ref- 
erence. Dr.  Butler,  to  the  Federal  plan  really  in  a  sense  proves  the 
other  case,  because,  as  Mr.  Cardin  said,  the  government  guaran- 
tees a  certain  percentage  of  the  cost.  It  is  not  a  defined  contribu- 
tion. All  you  do  is  phase  it  in  over  a  period  of  time,  but  the  real 
question  is,  at  the  end  of  the  day,  if  we  are  wrong  and  if  the  mar- 
ket forces  do  not  bring  the  cost  down,  who  pays  for  it? 

I  think  the  answer  of  the  three  of  you  is  the  consumer  in  this 
case.  It  is  the  senior,  is  it  not?  Dr.  Bristow,  who  is  it?  It  is  not  the 
physician.  Who  is  it? 

Dr.  Bristow.  Well,  the  way  we  view  this  approach,  the  only  time 
that  patient  would  be  at  risk  would  be  if  they  select  a  medical  sav- 
ings account  in  which  they  are  assuming  the  control  of  their  own 
issue,  with  the  exception  of  a  catastrophic  insurance  policy  that 
they  would  have.  Everything  else  is  virtually  a  prepaid  policy,  be- 
cause they  are  going  to  be  dealing  through  some  entity  or  the 
other. 

In  our  proposal,  we  have  said  maintain  a  transformed  improved 
Medicare  Program  for  those  who  do  not  want  to  leave  Medicare, 
but  also  make  available  an  FEHBP  type  panorama  of  choices  that 
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they  can  select  from.  They  may  select  one  that  has  the  same  actu- 
arial cost  as  their  Medicare  Program,  in  which  case  

Mr.  Levin.  My  time  is  up,  but  logically  the  proposal  of  the  Major- 
ity— and  they  have  not  presented  it,  and  if  they  are  proud  of  it,  I 
think  they  will  present  it  in  time  for  us  to  have  hearings  on  it — 
there  has  to  be  a  eduction  somewhere  to  meet  the  $270  billion. 
Where  does  it  come  from? 

Dr.  Bristow.  Let  me  try  to  offer  you  a  little  bit  of  help  with  that. 
I  did  not  say  we  have  no  concern  about  what  you  are  doing  over 
the  $270  billion.  I  simply  said  that,  as  physicians,  we  addressed 
what  we  thought  could  best  be  done  for  patients  without  sacrificing 
quality. 

You  have  a  problem  because  you  have  got  to  score  things.  I  can 
point  out  to  you  substantial  savings  which  apparently  cannot  be 
scored,  and  that  is  in  professional  liability  reform.  In  California, 
where  we  have  had  reform  21  years  ago,  I  paid  $4,000  a  year  as 
an  internist  in  the  Bay  Area  for  my  insurance.  My  counterpart,  an 
internist  in  Long  Island,  also  paid  $4,000.  We  led  the  Nation  21 
years  ago.  We  passed  the  kind  of  reform  that  we  are  asking  the 
Congress  to  insert.  Twenty-one  years  later,  I  pay  $5,500  for  the 
same  coverage.  My  counterpart  in  Long  Island  is  paying  $18,000  a 
year  for  the  same  coverage. 

Mr.  Levin.  My  time  is  up  and  we  will  have  to  go  into  that  some 
other  time. 

Dr.  Bristow.  My  point  is  there  is  money  that  can  be  saved  and 
can  help  with  what  your  bigger  problem  is,  but  you  are  going  to 
have  to  explore  some  other  avenues  to  get  those  additional  dollars. 
That  is  all  I  am  sa5dng,  sir. 

Mr.  Levin.  Thank  you.  I  appreciate  that. 

Mr.  McCrery.  Mr.  Chairman,  before  this  panel  leaves,  I  would 
like  to  thank  each  of  them  for  coming  forward  with  a  specific  pro- 
posal. As  you  know.  Members  of  this  Subcommittee — certainly  on 
the  Republican  side — have  been  out  there  asking  for  suggestions 
for  months  now  at  our  town  meetings,  meetings  with  seniors,  meet- 
ings with  the  hospital  associations,  with  the  doctors,  with  nurses, 
groups  that  are  concerned  about  problems  facing  the  government 
and  the  people,  you  at  least  have  come  to  the  table  with  a  specific 
proposal,  and  I  for  one  appreciate  that,  because  it  has  helped  us 
to  consider  a  number  of  options  that  I  think  could  be  part  of  a  plan 
that  could  help  save  the  system. 

Ms.  Ignagni.  Mr.  Chairman,  could  I  make  a  comment  quickly  on 
Mr.  Levin's  point  about  where  this  shift  comes  from  and  to  whom 
the  money  flows,  in  an  effort  to  be  helpful? 

Chairman  Thomas.  Certainly. 

Ms.  Ignagni.  Mr.  Levin,  I  think  your  conclusion  would  be  correct, 
if  in  fact  it  were  the  case  that  there  were  no  efficiencies  to  be 
drawn  from  the  current  system.  I  think  that  hypothesis  is  wrong. 
I  would  ask  you  to  consider  some  of  the  discussion  that  went  on 
years  ago  when  the  PPS  initiative  was  launched  and  then  when  the 
RBRVS  was  launched. 

In  our  proposal,  what  we  talk  about  is  providing  an  opportunity 
to  integrate  both  part  A  and  part  B  and  take  advantage  of  effi- 
ciencies. The  growth  is  10.3  now  in  Medicare,  and  I  do  not  think 
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you  need  to  bring  the  growth  down  to  4  or  5  immediately.  I  think 
you  can  phase  down  the  growth. 

Mr.  Levin.  I  do  not  say  that  there  are  no  inefficiencies.  I  think 
there  are.  The  question  is  that  if  the  guess  about  the  amount  of 
inefficiencies  is  wrong,  the  amount  of  savings  is  wrong,  and  who 
bears  the  brunt  of  that  mistake?  I  think  the  answer  that  we  are 
hearing  from  the  three  of  you  is  the  seniors  of  America  do.  That 
is  a  legitimate  issue,  if  that  is  where  the  brunt  should  fall. 

Ms.  IGNAGNI.  I  think  what  you  need  to  decide — and  there  are  a 
number  of  issues  that  you  

Chairman  Thomas.  I  was  not  aware  that  this  was  an  extension 
of  the  gentleman  from  Michigan's  time. 

Mr.  Levin.  Thank  you.  I  appreciate  it. 

Chairman  Thomas.  I  extended  it  prior  to  that  with  the  red  light 
on  for  more  than  IV2  minutes. 

I  think  one  of  the  problems  we  have  here  is  that  there  are  some 
folks  who  obviously  are  interested  in  playing  politics  more  than 
they  are  saving  Medicare.  There  is  nothing  wrong  with  the  chal- 
lenge made  by  the  Ranking  Member  to  lay  your  plan  on  the  table. 
The  fact  of  the  matter  is  we  do  not  have  a  plan  to  lay  on  the  table. 
We  are  listening  to  as  many  groups  as  we  can  who  participate  in 
this  process  currently  to  see  if  they  have  some  ideas  to  help  us. 

I  thought  it  was  rather  humorous  yesterday.  Some  folks  may 
have  read  the  article  in  the  New  York  Times  which  purported  to 
report  on  an  internal  staff  document  which  was  looking  at  some  op- 
tions. I  happened  to  be  interviewed  by  Charles  Berbauer  yesterday 
on  Medicare,  and  he  said  that  he  was  on  vacation  in  Colorado  and 
got  a  hurried  phone  call  would  he  please  look  over  this  new  mate- 
rial. 

He  looked  it  over  and  said  there  is  nothing  new  here,  I  had  inter- 
viewed Thomas  6  months  ago  and  basically  he  was  saying  the  same 
thing  then  in  terms  of  the  options  that  are  available  to  us  in  creat- 
ing choice,  the  idea  that  obviously  if  we  do  nothing.  Medicare  is 
going  to  go  broke,  that  everybody  involved  in  the  process  has  to 
participate,  you  cannot  write  a  plan  that  basically  solves  Medi- 
care's problems  by  only  taking  out  of  the  hide  of  the  providers,  you 
cannot  write  a  plan  that  says  beneficiaries  are  not  going  to  be  part 
of  the  solution  at  all  in  saving  it  from  bankruptcy,  and,  frankly, 
you  are  also  going  to  have  to  look  at  taxpayers  to  a  certain  extent. 

So  he  chuckled  a  little  bit,  having  been  out  of  it  on  vacation,  com- 
ing back  into  the  fray  and  looking  at  what  people  are  trying  to  do 
to  hype  the  situation.  It  was  very  refreshing  to  hear  someone  from 
the  news  media  indicate  you  guys  basically  are  continuing  along 
the  path  that  you  ssiid  that  you  were  going  to  try  to  continue  along, 
and  that  is,  if  we  do  nothing,  Medicare  will  go  bankrupt. 

I  have  got  a  little  chart  over  here,  if  they  will  turn  it  over,  and 
I  think  it  puts  it  in  pretty  graphic  terms.  I  waited  until  all  of  the 
Members  on  the  Minority  side  testified,  because  I  was  looking  to 
hear  for  some  kind  of  an  option  that  they  might  provide  to  the 
problem  that  we  have  in  front  of  us. 

For  those  of  you  who  cannot  see  it,  basically,  the  current  Demo- 
crat Medicare  plan  has  a  check  dated  this  year  for  $4,800,  which 
is  currently  what  we  pay  to  each  Medicare  beneficiary.  In  the  year 
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2002,  which  is  the  bottom  check,  they  get  zero,  because  that  is 
what  is  going  to  happen  if  we  do  nothing. 

Mr.  Kleczka.  Mr.  Chairman,  you  chastised  the  Subcommittee  for 
playing  poHtics  with  this,  and  look  who  is  playing  politics  with  the 
Medicare  Program. 

Thank  you. 

Chairman  Thomas.  All  I  am  saying  is  that  at  least  what  the  Re- 
publicans have  indicated  of  their  plan,  which  we  will  continue  to 
perfect,  is  that  we  will  match  the  Democrats,  obviously,  with  the 
current  rate  of  $4,800,  and  in  the  year  2002  the  beneficiary  under 
our  plan  will  receive  $6,700. 

Now,  what  I  have  heard  from  the  Democrats  is  basically  that 
this  strange  thing  under  the  choice  option  of  managed  care,  wheth- 
er it  is  coordinated  care  under  a  PPO  or  an  HMO,  is  basically  ex- 
perimenting on  seniors  in  terms  of  jeopardizing  their  health  by  of- 
fering some  alternatives. 

All  you  have  got  to  do  is  look  at  the  real  world  today  and  realize 
that  seniors  are  the  ones  who  are  being  cheated  in  the  Medicare 
Program  because  they  are  being  denied  the  right  to  have  the  broad 
basis  of  choice  that  more  and  more  Americans  every  day  are  hav- 
ing, and  that  in  fact  in  California,  a  majority  of  Americans  have 
available  to  them. 

If  the  Democrats  had  their  way  and  we  did  nothing  in  terms  of 
creating  a  real  choice  structure  in  Medicare,  more  and  more  bene- 
ficiaries who  are  retiring  will  in  fact,  as  Mr.  Butler  said,  on  Friday, 
have  a  plan  they  are  comfortable  with,  that  provides  prescription 
drugs,  preventive  procedures  that  are  supportive,  and  then  on 
Monday  when  they  retire  and  go  into  the  Medicare  Program  and 
find  out  that  they  cannot  have  the  same  program  that  they  had  at 
work. 

I  think  that  is  wrong.  I  think  we  ought  to  create  a  broader  choice 
structure  under  Medicare.  The  numbers  game  that  the  gentleman 
from  California  referred  to  as  a  shell  game — and  I  do  this  with 
some  trepidation,  given  his  education  at  an  institution  that  obvi- 
ously deals  with  numbers  a  lot  

Mr.  McDermott.  Mr.  Chairman. 

Chairman  Thomas.  I  am  sorry,  I  did  not  interrupt  any  of  you 
guys  when  you  were  talking.  I  get  my  5  minutes,  or  am  I  bothering 
you  by  giving  back  to  you  what  you  gave  to  this  panel  of  witnesses 
for  25  minutes? 

Now,  it  is  a  shell  game  to  say  that  you  take  the  current  baseline 
and  seniors  are  going  to  pay  more.  That  is  hogwash,  because  every- 
one agrees  you  cannot  continue  to  have  seniors  pay  more,  because 
you  cannot  continue  the  current  Medicare  Program.  It  will  go  bank- 
rupt. 

Even  the  President  has  offered  a  program  which  will  reduce  the 
growth  in  Medicare.  If  the  program  is  to  reduce  the  growth  in  Med- 
icare, the  dollars  by  2002  will  not  be  as  great.  They  will  increase 
from  year  to  year,  but  when  you  multiply  off  the  current  base,  that 
is  the  shell  game,  because  that  current  base  goes  to  zero  in  2002. 

And  when  you  talk  about  percentages,  if  you  take  25  percent  of 
$100,  that  is  more  dollars  out  of  the  pocket  of  the  beneficiary  than 
33  percent  out  of  $66.  So  if  you  want  to  play  political  games,  con- 
tinue to  play  political  games.  Frankly,  we  are  going  to  try  to  solve 
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the  Medicare  problem  in  front  of  us,  and  the  way  you  solve  it  is 
to  talk  to  the  providers  and  work  with  them  to  come  up  with  new 
and  novel  solutions  where  we  share  in  a  reduced  growth  structure. 

It  is  to  talk  honestly  to  beneficiaries  and  say,  frankly,  at  11  per- 
cent or  10.5-percent  growth  a  year,  the  program  is  going  to  go 
bankrupt  and  we  cannot  continue  to  do  it.  The  wealthiest  of  Ameri- 
cans ought  not  be  subsidized  75  cents  out  of  every  dollar  by  young 
people  who  are  working  hard  today  trying  to  keep  their  heads 
afloat.  That  is  wrong,  and  you  people  know  it,  and  it  should  be 
changed.  Instead,  you  are  making  political  hay  out  of  it. 

Frankly,  there  are  some  taxpayers  that  are  not  paying  their  fair 
share  right  now,  but  once  they  get  into  the  Medicare  Program,  they 
consume  the  goods  and  services  just  as  much  as  anybody  else,  and 
those  people  should  be  paying  into  the  Medicare  Trust  Fund  part 
A  while  they  are  working,  instead  of  not  paying  into  it  and  then 
receiving  benefits  afterward.  It  is  a  partially  flawed  system  in  that 
regard. 

If  we  are  going  to  solve  this  problem,  it  is  going  to  be  providers, 
beneficiaries,  and  taxpayers  working  together.  And  to  the  degree 
you  people  continue  to  assault  this  by  rubbing  what  you  believe  to 
be  politically  sensitive  spots  in  the  hope  that  people  will  react,  then 
you  are  doing  all  Americans  a  disservice.  We  are  going  to  go  for- 
ward and  we  are  going  to  solve  this  problem.  You  can  be  part  of 
the  solution  or  you  can  continue  to  act  the  way  you  are. 

I  want  to  thank  this  panel  very  much  for  trying  to  be  part  of  the 
solution.  Nobody  has  all  the  right  answers.  We  are  going  to  have 
to  look  at  everybody's  suggestions.  But  I  frankly  think  it  is  a  very 
positive  side  that  providers  who  clearly  benefit  from  participation 
in  this  system  are  willing  to  rethink  their  role.  Frankly,  no  one  is 
going  to  be  completely  right  in  this. 

We  are  going  to  have  to  pick  and  choose  and  come  up  with  the 
program  that  makes  sure  that  Medicare  does  not  go  bankrupt  in 
2002,  as  the  President's  trustees  now  say  it  is  going  to.  More  im- 
portantly, people  are  paying  in  in  their  twenties  and  their  thirties 
and  have  a  right  to  believe  that  all  of  that  money  that  they  are 
going  to  pay  in  for  30  to  40  years  or  the  rest  of  their  life  will  have 
some  benefit  available  to  them  at  the  time  that  they  retire,  as  well. 

For  people  who  play  to  the  fears  of  seniors  today,  you  are  doing 
a  disservice  to  the  rest  of  America  who  are  going  to  be  paying  in 
for  a  long  time.  So  keep  up  your  game  of  trying  to  bait  the  seniors 
through  their  associations  and  organizations  to  try  to  say,  No,  we 
want  to  continue  to  have  the  program  that  is  going  bankrupt,  and 
you  are  doing  no  service  to  the  rest  of  us. 

I  want  to  thank  this  panel  very  much. 

Mr.  McDermott.  Mr.  Chairman,  would  you  ask  Ms.  Ignagni 
about  medical  savings  account?  Would  you  ask  her?  That  is  one  of 
the  suggestions  before  the  Subcommittee.  I  wondered  if  you  would 
allow  her  to  comment  on  whether  she  thought  medical  savings  ac- 
counts would  help  in  

Mr.  McCrery.  Mr.  Chairman,  we  have  got  a  lot  more  panels. 
Each  member  of  this  panel  has  had  an  opportunity  to  question  the 
witnesses  and  I  say  let  us  move  on  and  get  on  with  it. 

Chairman  Thomas.  As  I  recall,  we  held  a  hearing  on  medical 
savings  accounts  and  we  will  probably  come  back  and  have  another 
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hearing  on  medical  savings  accounts.  I  am  going  to  assure  you  ev-  i 
erybody  is  going  to  have  plenty  opportunity  to  present  their  point 
of  view  before  this  panel  before  we  move  forward. 

I  know  the  gentleman  from  California  and  the  Democrats  have  | 
urged  us  to  show  our  plan  now,  but  I  think  the  proper  and  logical 
course  is  to  get  all  of  the  testimony  from  all  of  the  various  groups, 
take  a  look  at  what  it  is  and  then  compile  a  plan.  I  know  that  does 
not  serve  your  political  agenda.  I  do  believe  it  solves  our  problem 
of  tr3dng  to  fix  Medicare  for  all  Americans. 

I  thank  this  panel  very  much. 

Not  coincidentally,  our  next  panel  consists  of  representatives  of 
seniors:  Jake  Hansen,  vice  president  for  government  Affairs,  Sen- 
iors Coalition;  Hon.  Beau  Boulter,  our  former  colleague,  who  is 
Legislative  Counsel,  United  Seniors  Association;  Martha  McSteen, 
president,  National  Committee  To  Preserve  Social  Security  and 
Medicare;  and  joining  us  once  again  is  Dr.  Beatrice  Braun,  who  is 
a  member  of  the  Board  of  Directors  of  the  American  Association  of 
Retired  Persons. 

For  those  of  you  looking  at  me  from  my  left  to  your  right,  it  is 
Hansen,  Boulter,  McSteen,  and  Braun.  We  should  put  little  plaques 
up  on  the  other  side  so  you  can  see  where  you  are.  I  want  to  thank 
all  of  you  for  joining  us.  I  would  say  that  any  of  your  written  testi- 
mony will  be  made  a  part  of  the  record,  without  objection,  and  we 
will  invite  you  to  enlighten  us  in  any  way  you  see  fit  in  the  5  min- 
utes that  you  have. 

Why  don't  we  move  from  my  left  to  the  right.  Mr.  Hansen,  if  you 
will. 

STATEMENT  OF  JAKE  HANSEN,  VICE  FRESmENT  FOR 
GOVERNMENT  AFFAIRS,  SENIORS  COALITION 

'  Mr.  Hansen.  Thank  you,  Mr.  Chairman. 

My  name  is  Jake  Hansen,  and  I  am  vice  president  for  govern- 
ment Affairs  for  the  Seniors  Coalition,  an  organization  representing 
over  2  million  older  Americans. 

I  am  not  an  expert  on  health  care  or  Medicare,  Mr.  Chairman, 
but  I  do  believe  I  am  qualified  to  represent  concerns  of  the  mem- 
bers of  the  Seniors  Coalition  on  this  topic,  because  they  are  the 
real  experts  on  how  Medicare  affects  their  lives  and  their  access  to 
quality  health  care. 

They  have  asked  me  to  speak  to  you  and  to  the  Subcommittee 
on  their  behalf. 

I  have  five  points  to  make. 

Chairman  Thomas.  Mr.  Hansen,  I  will  tell  you  these  micro- 
phones are  horrendous  and  you  need  to  speak  directly  into  them 
or  your  message  will  not  be  heard.  It  is  tough  at  an  angle.  You 
really  need  to  speak  directly  into  them. 

Thank  you  very  much. 

Mr.  Hansen.  I  have  five  points  to  make.  Number  one,  seniors  are 
truly  frightened  about  the  financial  crisis  facing  Medicare.  They 
know  it  is  going  bankrupt,  they  know  action,  substantive  action 
needs  to  be  taken  immediately,  if  they  are  going  to  avoid  a  catas- 
trophe. They  are  deeply  worried  about  what  will  happen  when  the 
system  upon  which  they  must  depend  can  no  longer  provide  them 
with  basic  health  care  that  they  need. 
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Number  two,  seniors  want  protection.  They  want  to  know  that 
the  Medicare  system  will  be  there  functioning  when  they  need  or 
want  to  use  it,  today,  tomorrow,  next  year,  and  beyond.  They  are 
looking  to  Congress,  to  their  health  care  providers,  to  the  private 
sector  insurance  companies  and  everyone  else  involved  in  the  proc- 
ess to  find  a  solution  that  will  make  this  possible. 

Number  three,  seniors  want  the  waste  and  fraud  involved  in 
Medicare  to  end.  Older  Americans  are  expert  at  many  things,  Mr. 
Chairman,  because  they  are  experienced  consumers,  and  experi- 
ence is  as  very  masterful  teacher. 

They  read  about,  hear  about,  and  experience  firsthand  the  waste 
and  cheating  that  goes  on  in  Medicare.  Survey  after  survey  reports 
that  most  seniors  believe  they  are  being  taken  to  the  cleaners  by 
various  parts  of  the  health  care  system.  They  want  the  bureau- 
cratic tangle  of  redtape  that  permits  this  corruption  to  occur  cut 
out  once  and  for  all. 

Number  four,  seniors  want  to  have  the  same  health  care  options 
as  other  segments  of  the  population.  Medicare  was  created  in  a 
very  different  world,  Mr.  Chairman.  Until  the  middle  of  the  20th 
century,  there  had  never  been  in  the  history  of  the  world  a  signifi- 
cant number  of  people  who  grew  old  before  they  died. 

In  1965,  when  Medicare  was  created,  we  knew  very  little  about 
the  biology  or  sociology  of  aging.  Whether  or  not  we  are  willing  to 
admit  it,  most  people  then  equated  age  with  fragility  and  dimin- 
ished capacities.  We  now  know  that  such  thinking  is  wrong — it  is 
ageism  of  the  worst  kind.  I  would  submit  that  the  Medicare  system 
is  built  upon  such  premises  in  that  it  proscribes  what  seniors  must 
have  in,  rather  than  empowering  them  with  the  freedom  to  make 
choices  for  themselves. 

We  know  that  the  differences  which  make  us  unique  individuals 
increase  with  age — that,  if  you  will,  we  become  more  and  more  our- 
selves as  we  grow  older.  Thus,  a  one-size-fits-all  program  is  not 
only  inadequate,  but  it  also  eliminates  the  most  basic  element  of 
dignity  from  older  Americans,  the  right  to  be  themselves  and  make 
choices  accordingly. 

Seniors  are  both  incensed  and  deeply  concerned  about  the  ex- 
ploding cost  of  health  care  under  the  Medicare  system.  Medicare  is 
a  system  that  in  many  ways  strangles  competition,  Mr.  Chairman, 
and  that  is  a  key  factor  in  spiraling  costs. 

In  the  last  30  years,  technology  has  literally  revolutionized  medi- 
cal care.  Usually,  technology  reduces  the  cost  of  delivering  goods 
and  services.  In  medicine,  however,  the  effect  has  been  the  oppo- 
site. We  believe  the  Medicare  system  is  a  part  of  the  problem  which 
allows  this  to  happen. 

Similarly,  Medicare  was  established  before  there  were  so  many 
innovations  in  the  operation  of  the  practice  of  medicine.  I  am 
speaking  of  HMOs,  PPOs,  and  the  like.  We  have  tried  to  make  both 
technological  advances  and  new  forms  of  medical  practice  fit  into 
the  Medicare  system  by  amending  it,  adding  onto  it,  and  so  forth, 
but  to  what  end?  Our  adjustments  have  not  necessarily  contributed 
to  better  health  care,  and  most  certainly  they  have  not  driven  down 
costs.  In  truth,  seniors  cannot  benefit  from  free  market  competition 
in  health  care  because  the  Medicare  system  itself  is  in  the  way. 
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STATEMENT  OF  JAKE  HANSEN  • 
VICE  PRESIDENT  FOR  GOVERNMENT  AFFAIRS 
THE  SENIORS  COALITION 


Mr.  Chairman,  my  name  is  Jake  Hansen  and  I  am  Vice  President 
for  Government  Affairs  of  the  Seniors  Coalition,  an  organization 
representing  over  two  million  older  Americans. 

I  am  not  an  expert  on  healthcare  or  Medicare,  Mr.  Chairman,  but 
I  do  believe  I  am  qualified  to  represent  the  concerns  of  the  mem- 
bers of  the  Seniors  Coalition  on  this  topic  because  they  are  the 
real  experts  on  how  Medicare  affects  their  lives  and  their  access 
to  quality  healthcare.  And,  they  have  asked  me  to  speak  to  you 
and  the  Committee  on  their  behalf. 

I  have  but  5  points  to  make: 

1 .  Seniors  are  truly  frightened  about  the  financial  crisis  fac- 
ing Medicare.  They  know  it  is  going  bankrupt.  They  know 
action,  substantive  action,  needs  to  be  taken  immediately  if  they 
are  to  avoid  catastrophe.  They  are  deeply  worried  about  what 
will  happen  when  this  system  upon  which  they  must  depend  can 
no  longer  provide  them  with  access  to  the  healthcare  that  they 
need. 

2.  Seniors  want  protection.  They  want  to  know  that  the 
Medicare  system  will  be  there  FUNCTIONING  when  they  need 
or  want  to  use  it...  today,  tomorrow,  next  year  and  beyond.  They 
are  looking  to  Congress,  to  their  healthcare  providers,  to  the  pri- 
vate sector  insurance  companies  and  everyone  else  involved  in 
this  process  to  find  a  solution  that  will  make  this  possible. 


3.  Seniors  want  the  waste  and  fraud  involved  in  Medicare  to 
end.  Older  Americas  are  expert  at  many  things,  Mr.  Ctiairman 
because  they  are  experienced  consumers,  and  experience  is  a 
very  masterful  teacher. 

They  read  about,  hear  about,  and  experience  first  hand  the 
waste  and  cheating  that  goes  on  in  Medicare.  Survey  after  sur- 
vey reports  that  most  seniors  believe  they  are  being  taken  to  the 
cleaners  by  various  parts  of  the  healthcare  system.  They  want 
the  bureaucratic  tangle  of  red  tape  that  permits  this  corruption  to 
occur  cut  out  once  and  for  all. 
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Consider  this  example:  In  1965,  a  3-minute  phone  call  from  New 
York  to  Los  Angeles  took  approximately  20  seconds  to  go  through 
and  cost  about  $2.  That  would  be  about  $10  in  1995  dollars,  when 
they  are  adjusted  for  average  overall  inflation.  But  today,  Mr. 
Chairman,  if  that  same  call  were  placed,  it  would  go  through  in 
about  3  to  5  seconds  and  cost  85  cents. 

In  short,  Mr.  Chairman,  seniors  are  depending  upon  Congress  to 
find  a  way  to  save  Medicare.  At  the  same  time,  they  want  you  to 
keep  Medicare  from  being  a  system  that  holds  them  its  prisoner. 

They  want  choices,  Mr.  Chairman.  They  want  value,  Mr.  Chair- 
man. They  want  to  be  reempowered  with  the  ability  to  have  control 
over  the  major  decisions  of  their  life. 

We  believe  that  this  must  be  done  and  it  can  be  done,  and  we 
stand  willing  to  help  in  any  way  we  can  to  bring  this  about. 

Thank  you. 

[The  prepared  statement  follows:] 
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4.  Seniors  want  to  have  the  same  healthcare  options  as 
other  segments  of  the  population.  Medicare  was  created  in  a 
very  different  world,  Mr.  Chairman.  Until  the  middle  of  the  20th 
century  there  had  never  been,  in  the  history  of  the  world,  a  sig- 
nificant number  of  people  who  grew  old  before  they  died. 

In  1965,  when  Medicare  was  created  we  knew  very  little  about 
the  biology  or  sociology  of  aging.  Whether  or  not  we  are  willing 
to  admit  it,  most  people  then  equated  age  with  fragility  and  dimin- 
ished capacities.  We  now  know  that  such  thinking  is  wrong  ~  it  is 
ageism  of  the  worst  kind.  I  would  submit  that  the  Medicare  sys- 
tem is  built  upon  such  premises  in  that  it  proscribes  what  seniors 
must  have  in  rather  than  empowering  them  with  the  freedom  to 
make  choices  for  themselves. 

We  now  know  that  the  differences  which  make  us  unique  individ- 
uals increase  with  age  -  that,  if  you  will,  we  become  more  and 
more  ourselves  as  we  grow  older.  Thus  a  one-size-fits-all  pro- 
gram is  not  only  inadequate,  but  it  also  eliminates  the  most  basic 
element  of  dignity  from  older  Americans  -  the  right  to  be  them- 
selves and  make  choices  accordingly. 

5.  Seniors  are  both  incensed  an  deeply  concerned  about  the 
exploding  cost  of  healthcare  under  the  Medicare  system. 

Medicare  is  a  system  that  in  many  ways  strangles  competition, 
Mr.  Chairman,  and  that  is  a  key  factor  in  spiraling  costs. 

In  the  last  30  years  technology  has  literally  revolutionized  med- 
ical care.  Usually,  technology  reduces  the  cost  of  delivering 
goods  and  services.  In  medicine,  however,  the  effect  has  been 
just  the  opposite.  We  believe  the  Medicare  system  is  a  part  of  the 
problem  which  allows  this  to  happen. 

Similarly,  Medicare  was  established  before  there  were  so  many 
innovations  in  the  operation  of  the  practice  of  medicine  - 1  am 
speaking  of  HMOS,  PPOs  and  the  like.  We  have  tried  to  make 
both  technological  advances  and  new  forms  of  medical  practice 
fit  into  the  Medicare  system  by  amending  it,  adding  on  to  it,  etc., 
but  to  what  end?  Our  adjustments  have  not  necessarily  con- 
tributed to  better  healthcare  and  most  certainly  they  have  not  dri- 
ven down  costs.  In  truth,  seniors  cannot  benefit  from  free  market 
competition  in  healthcare  because  the  Medicare  system  itself  is 
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in  the  way. 

Consider  this  example,  in  1965  a  three  minute  phone  call  from 
New  York  to  Los  Angeles  took  approximately  20  seconds  to  go 
through  and  cost  about  $2.00.  That  would  be  about  $10  in  1995 
dollars  when  they  are  adjusted  for  average  overall  inflation.  But 
today,  Mr.  Chairman,  if  that  same  call  were  placed,  it  would  go 
through  in  about  3  -  5  seconds  and  cost  $.  85  -  exclusive  of 
whatever  discount  rates  were  being  promoted  by  all  of  the  long 
distance  carriers  from  whom  we  can  now  choose.  Is  there  not 
some  lesson  here  which  might  be  of  value? 

In  short  Mr.  Chairman,  seniors  are  depending  upon  Congress  to 
find  a  way  to  save  Medicare.  At  the  same  time,  they  want  you  to 
keep  Medicare  from  being  a  system  that  holds  them  its  prisoner. 

They  want  choices,  Mr.  Chairman.  They  want  value,  Mr. 
Chairman.  They  want  to  be  re-empowered  with  the  ability  to  have 
control  over  the  major  decisions  of  their  life. 

We  believe  this  can  and  must  be  done,  and  we  stand  willing  to 
help  in  any  way  we  can  to  bring  this  about. 
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Chairman  Thomas.  Thank  you,  Mr.  Hansen. 
Beau  Boulter. 

STATEMENT  OF  HON.  BEAU  BOULTER,  LEGISLATIVE  COUN- 
SEL, UNITED  SENIORS  ASSOCIATION,  INC.;  AND  A  FORMER 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF 
TEXAS 

Mr.  Boulter.  Thank  you,  Mr.  Chairman. 

Medicare  is  a  very,  very  popular  program.  A  large  segment  of  our 
society  continues  to  depend  on  Medicare,  but  there  has  been  a 
problem  with  Medicare  and  it  has  been  there  for  a  long,  long  time. 
The  trustees'  report  was  out  there  last  year  and  hardly  anybody 
was  talking  about  it,  not  the  administration,  really  not  the  leaders 
of  Congress.  So  it  is  the  new  leaders  of  Congress  this  year,  Mr. 
Chairman,  that  have  really  brought  the  problem  to  the  attention 
of  the  American  people. 

For  the  United  Seniors  Association,  I  want  to  congratulate  the 
Republican  Majority,  especially  in  the  House,  for  doing  this,  be- 
cause until  you  started  talking  about  it,  nobody  was  talking  about 
it.  The  problem  is  that  there  is  more  going  out  of  the  system  than 
is  coming  into  it,  and  the  options  are  very,  very  few.  And  you  point- 
ed out  that  if  we  do  not  do  anything  by  2002,  there  will  not  be  any 
money  in  it — the  part  A  trust  fund — at  all. 

I  could  not  come  here  and  recommend  for  United  Seniors  Asso- 
ciation borrowing  the  money.  I  could  not  come  here  and  say  just 
raise  taxes.  I  could  not  come  here  and  say  raise  part  B  premiums 
by  300  percent.  I  certainly  could  not  come  here  and  say  federalize 
the  whole  national  health  care  system  like  the  President  wanted  to 
do  last  year  and  make  it  all  like  Medicare.  I  do  not  think  that 
would  work  at  all. 

I  am  not  wed  to  the  $270  billion  or  anything  like  that,  but  it 
seems  to  me  that  you  are  doing  what  you  have  to  do,  that  you  do 
not  have  any  real  options  except  to  go  forward  and  do  what  you  are 
doing,  because  Medicare  is  broke. 

I  know  that  United  Seniors  Association  has  a  lot  of  contact  with 
our  400,000-plus  members,  plus  seniors  in  general.  We  participate 
in  focus  groups,  townhall  meetings,  we  have  a  national  television 
show,  we  get  a  lot  of  call-ins,  and  we  try  and  stay  in  touch. 

What  we  found  out,  Mr.  Chairman,  is  that  I  guess  seniors  are 
now  beginning  to  understand  that  the  program  is  broke.  They  have 
not  understood  that  long,  but  they  think  that  it  is  like  an  airline 
that  is  bankrupt,  it  is  going  to  be  magically  fixed  or  something. 
There  is  still  some  information  they  do  not  have. 

A  lot  of  seniors,  I  think  most  seniors  perhaps,  think  that  basi- 
cally they  get  out  of  the  system  what  they  have  put  in,  when  in 
fact  for  a  two-earner  couple  retiring  in  1995,  they  will  take  out  of 
the  system  $117,000  more  than  they  have  put  in.  Most  seniors  do 
not  know  that  to  maintain  the  current  program,  just  what  they 
now  have  for  workers  who  are  coming  online  and  retiring  down  the 
road,  that  their  premiums  would  have  to  be  increased  by  300  per- 
cent or  something  like  that. 

They  do  not  know,  Mr.  Chairman,  what  you  brought  out  today, 
that,  on  average,  they  get  $4,800  a  year  now,  and  that  by  2002, 
they  will  get  $6,700,  and  that  that  is  a  6-percent  annual  increase. 
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I  think  it  needs  to  be  pointed  out,  Mr.  Chairman,  that  the  Medicare 
population  is  growing  at  a  rate  of  1  percent.  The  CPI,  including  the 
health  care  component,  is  growing  slightly  over  3  percent. 

As  I  understand  what  you  are  proposing,  you  are  proposing  to  in- 
crease Medicare  funding  by  2002  by  around  6  percent.  Senior 
Americans  do  not  know  this,  and  we  have  got  to  do  a  better  job  of 
getting  it  out. 

We  have  had  a  program,  Mr.  Chairman,  United  Senior  has  had 
a  set  of  specific  reforms  since  April  1994,  and  it  is  supposed  to  be 
in  everybody's  offices.  I  do  not  know  how  many  of  you  have  seen 
it,  but  it  is  detailed  and  I  would  like  for  it  to  be  part  of  the  record. 
There  are  a  lot  of  things  in  there,  but  two  main  things  are  choice, 
giving  seniors  full  control  of  their  Medicare  funds,  giving  them  100 
percent  of  the  average  annual  Medicare  expenditure  per  beneficiary 
and  allowing  them  more  options,  including  a  medical  savings  ac- 
count. I  would  be  happy  to  answer  more  questions  about  that,  but 
we  do  support  responsible  reform. 

[The  prepared  statement  follows:] 
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Testimony  of  The  Honorable  Beau  Boulter 
on  behalf  of  United  Seniors  Association,  Inc. 

Before  the 
Subcommittee  on  Health 
House  Ways  and  Means  Committee 

Hearing  on  Medicare  Reform 
Wednesday,  July  19, 1995 


Good  morning  Chairman  Thomas  and  Members  of  the  Subcommittee.  I  am  Beau  Boulter,  Legis- 
lative Counsel  for  United  Seniors  Association.  As  a  former  Member  of  the  Congress,  it's  always  good  to 
see  many  of  my  old  friends  and  colleagues. 

As  all  of  you  know,  the  Medicare  system  faces  an  impending  financial  collapse.  The  Board  of 
Trustees  of  the  Hospital  Insurance  program  have  concluded  that  the  HI  trust  fund  will  be  broke  by  2002. 

The  current  spending  growth  is  unsustainable.  Maintaining  the  program  with  no  change  would 
require  a  250  percent  to  600  percent  increase  in  the  payroll  tax  to  pay  benefits  to  today's  young  workers. 
Financing  all  promised  Medicare  benefits  would  also  require  an  equivalent  increase  in  the  monthly  premi- 
ums paid  by  the  elderly  for  Part  B  from  400  percent  to  700  percent. 

In  short,  unless  we  act  soon,  continuing  the  current  system  unchanged  means  dramatic  increases 
in  premiums  and  payroll  taxes  in  the  not  too  distant  future. 

It  would  be  nice  to  be  able  to  sit  here  and  say...  as  I'm  sure  representatives  of  some  seniors  groups 
will...  that  Congress  has  to  keep  its  hands  off  Medicare  and  that  you  have  to  simply  find  the  money 
elsewhere  to  solve  these  problems. 

It  would  be  nice.  We  could  go  back  to  our  members  and  tell  them  that  we  are  fighting  tooth  and 
nail  to  protect  their  interests  and  benefits  no  matter  what. 

But  it  would  be  irresponsible  and  a  disservice  to  our  members  to  do  that.  Our  members  weren't 
bom  yesterday  and  neither  was  I.  They  know  that  to  really  protect  their  legitimate  interests  we  have  to 
recognize  these  problems  and  work  with  you  to  find  solutions  to  them. 

That  is  why  United  Seniors  Association  has  put  forth  a  comprehensive  and  responsible  plan  to 
deal  with  Medicare's  financial  crisis,  (and,  to  our  knowledge,  we  are  the  only  seniors  organization  with 
such  a  plan).  We  also  look  forward  to  working  with  groups  like  the  American  Medical  Association  and 
the  Heritage  Foundation  who  have  proposed  their  own  Medicare  reform  plans  with  similar  goals. 

If  any  of  us  ignore  the  impending  crisis,  the  system  is  going  to  crash ...  and  that's  in  no  one's 
interest. 

In  fact,  our  members,  and  millions  of  other  seniors,  are  already  beginning  to  suffer  from  the  band 
aids  previous  Congresses  and  Administrations  have  applied  to  avoid  the  overall  reforms  we  all  know  are 
necessary  and  inevitable. 

The  looming  Medicare  financing  crisis  already  poses  threats  to  the  quality  of  care  available  to 
seniors.  The  federal  government,  starting  in  1983,  has  imposed  a  series  of  new  controls,  restrictions  and 
procedural  regulations,  restricting  medical  treatments  doctors  can  choose  to  provide  and  second-guessing 
the  choices  doctors  are  allowed  to  make. 

The  result  is  rationed  care.  Every  year,  more  Medicare  beneficiaries  report  difficulty  finding  a 
doctor  willing  to  take  them  as  patients.  Bureaucratic  rationing  has  led  to  more  Medicare  beneficiaries 
discharged  from  the  hospital  in  unstable  condition,  with  a  greater  likelihood  of  death  for  those  discharged 
unstable. 

Clearly,  the  system  must  be  fixed.  United  Seniors  Association's  plan  to  revamp  the  Medicare 
system  allows  seniors  greater  choice,  thereby  creating  competition  to  control  the  growth  in  Medicare 
spending.  The  first  step  of  our  proposal  is  a  prohibition  on  tax  increases  and  limits  on  Medicare  premium 
increases.  These  bold  steps  address  two  problems.  One,  capping  revenues  into  the  system  forces  Con- 
gress to  design  and  the  Administration  to  implement  a  program  that  lives  within  a  budget.  The  current 
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system  is  completely  lacking  in  any  such  discipline.  Two,  these  financing  reforms  give  Congress  sorely 
needed  credibility  as  it  proceeds  with  systemic  program  reforms. 

Systemic  reftxms  are  then  required  to  match  program  outlays  with  capped  revenues.  First, 
Congress  should  delay  the  retirement  age.  Life  expectancy  has  grown  significantly  since  Medicare  was 
adopted,  and  eligibUity  began  at  age  65;  it  now  stands  at  80  for  males  and  84  for  females.  Raising  the 
eligibility  age  to  70  would  eliminate  about  40  percent  of  the  projected  Medicare  deficits.    You  will  be 
interested  to  know  that  as  recently  as  two  years  ago  we  asked  our  members  which  reforms  they  thought 
ought  to  be  adopted  and  a  significant  majoritj-  said  that  they  would  support  raising  the  age  of  retirement 
and  ehgibility. 

But  the  most  important  changes  to  the  Medicare  system  are  those  that  realign  incentives  for 
beneficiaries  in  the  program.  Today,  Medicare  encourages  over  consumption  of  medical  services, 

through  low  deductibles  and  coverage  of  routine  care.  The  ctirrent  rationing  scheme  seeks  to  limit  the 
availabilit>-  of  services  to  compensate  for  the  incentives  in  the  system.  Instead  of  bureaucratic  centralized 
rationing,  our  approach  puts  the  incentives  for  sa\ing  into  the  hands  of  seniors  themselves.  Our  approach 
would  replace  the  current  laundry  Ust  of  limits  on  the  use  of  each  specified  Medicare  benefit  with  com- 
prehensive coverage  of    listed  benefits  once  beneficiaries  have  satisfied  a  reasonable  deductible. 

The  vast  majority  of  senicM^  already  purchase  Medigap  insurance  to  cover  the  services  Medicare 
does  not  cover.  The  premiums  spent  on  Medigap  plans,  combined  with  the  sa\ings  from  capping  future 
Part  B  premium  increases,  will  provide  seniors  with  significant  cash  reser\es  to  cover  the  higher  deduct- 
ible. Seniors  could  choose  to  buy  comprehensive  Medigap  coverage  designed  to  match  up  with  the  new 
Medicare  benefits  package,  or  they  could  pay  out-of-pocket  for  expenses  below  the  deductible.  Under 
either  approach,  seniors  would  have  a  vested  interest  in  seeking  cost-effective  coverage  for  routine 
services. 

Our  proposal  would  allow  the  Medicare  deductible  to  increase  in  the  future  to  ensure  that  Medi- 
care spending  does  not  exceed  revenues.  While  the  deductibles  would  remain  fairly  low  under  this 
provision  for  the  next  several  years,  over  time  the  deductible  w  ould  increase  substantially.  None  of  us 
want  to  see  that  happen,  but  we  see  it  as  necessarv  to  real  reform.  We  propose  expanding  current  IRAs 
to  allow  baby  boomers  and  younger  workers  to  save  now  in  preparation  for  the  deductibles  they  will  face 
after  retirement  Allowing  tax-free  withdrawal  of  funds  after  age  65  for  medical  expenses  would  provide 
seniors  with  the  cash  they  need  to  cover  the  new  Medicare  deductible  without  distorting  the  incentives 
for  seniors  to  seek  cost-effective  care. 

Finally,  we  recommend  allowing  all  seniors  to  take  the  funds  spent  by  Medicare  for  their  care  and 
purchase  any  private  insurance  plan  of  their  choosing.  Seniors  would  have  the  choice  of  remaining  in  the 

restructured  Medicare  program,  purchasing  expanded  benefit  coverage  through  an  HMO,  or  bu>ing 
traditional  insurance  coverage  from  a  private  insurer.  Our  proposal  also  recommends  health  insurance 

vouchers  for  the  poor  elderly,  to  ensure  that  the  added  deductible  in  the  Medicare  package  will  not 
prevent  low-income  elderly  fit)m  obtaining  needed  care. 

We  firmly  believe  that  any  reform  of  the  Medicare  system  must  be  undertaken  to  save  the  system 
and  ensure  that  it  continues  to  fulfill  its  role  of  providing  health  benefits  to  seniors.  Addressing  the 
financial  structure  and  the  benefit  structure  to  improve  the  Medicare  program  will  also  have  the  beneficial 
effect  of  helping  Congress  address  the  nation's  budget  crisis. 

Seniors  want  to  leave  their  children  and  grandchildren  a  better  world  than  they  inherited  They 
support  responsible  government  and  believe  the  federal  budget  should  be  balanced,  but  reforms  adopted 
simply  to  achieve  this  goal  could  prove  disastrous  for  current  and  future  retirees  who  have  planned  their 
retirement  assuming  the  existence  of  Medicare  benefits  now  available  to  them. 

Seniors  will  support  Medicare  reform  that  serves  both  their  own  interests  and  the  interests  of 
future  generations.  Our  proposal  does  that  It  eliminates  the  long-term  fmancing  crisis,  while  at  the  same 
time  allowing  the  elderly  full  control  over  their  Medicare  funds.  Saving  the  system  from  bankruptcy  is 
important  to  aU  seniors.  It  is  today's  seniors  who  will  bear  the  burden  if  the  system  collapses  under  its 
own  weight  I  urge  you  to  consider  our  proposals  to  reform  Medicare  in  order  to  strengthen  it  and  save 
it  fixjm  bankruptcy.  That  approach  will  gamer  support  for  reform  from  seniors  around  the  nation. 


Thank  you. 
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Chairman  Thomas.  Thank  you  very  much. 
Ms.  McSteen. 

STATEMENT  OF  MARTHA  A.  McSTEEN,  PRESmENT,  NATIONAL 
COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND  MEDICARE 

Ms.  McSteen.  Thank  you. 

A  comprehensive  systemwide  approach  to  health  care  cost  con- 
tainment is  necessary  to  make  meaningful  long-term  progress  to- 
ward controlling  the  growth  of  Medicare  spending  and  improve  the 
balance  sheet  for  Medicare  Part  A  Trust  Fund.  Unless  real 
progress  is  made  in  controlling  health  care  costs  generally,  how- 
ever, Medicare  and  Medicaid  costs  will  continue  to  grow.  This  criti- 
cal element  is  missing  in  the  current  debate. 

Medicare  has  enhanced  the  life  of  millions  of  Americans  and 
their  families.  Despite  pessimistic  commentary,  Medicare  is  a  re- 
markable success  story.  It  provides  universal  coverage  to  seniors  in 
an  era  when  the  private  sector  makes  no  such  promise,  because  it 
takes  in  all  individuals  who  could  be  entitled. 

Medicare  outlays  over  the  past  decade  per  enrollee  have  gp:'own 
much  more  slowly  than  outlays  for  private  insurance  patients. 
Medicare's  administrative  costs  average  only  2  percent  of  program 
outlays,  compared  to  25  percent  in  the  small  group  private  market, 
and  5.5  percent  in  the  large  group  private  market.  Certainly,  Medi- 
care rates  for  hospitals  and  doctors  are  at  deep  discounts. 

Medicare  is  already  a  large  nationwide  preferred  provider  organi- 
zation. Citizens  want  prudent  spending,  but  they  also  want  the  in- 
surance they  pay  for  to  be  in  place  when  needed.  Certainly,  Medi- 
care is  no  different  from  any  other  large  system.  Innovations  may 
be  found  that  will  increase  efficiency,  hold  down  costs  and  elimi- 
nate waste.  But  let  us  not  jump  just  at  any  strategy  that  is  adver- 
tised as  "cutting  costs." 

We  can  make  changes  within  Medicare  to  allow  for  more  man- 
aged care  options  with  appropriate  consumer  safeguards.  The  pri- 
vate market  holds  no  magic  bullets  for  Medicare.  Its  record  on  cov- 
erage and  cost  containment  are  inferior  to  Medicare. 

The  National  Committee  endorses  certain  principles  for  any  Med- 
icare reform  plan.  Universality:  Certainly  the  National  Committee 
opposes  opting  out  of  Medicare  at  this  time,  but  increasing  choice 
of  plans  is  acceptable,  as  long  as  the  choices  are  within  the  Medi- 
care framework  of  access  to  a  defined  set  of  benefits.  It  is  impor- 
tant that  HCFA  search  for  cost-effective  means  of  delivering  serv- 
ices to  seniors  such  as  PPOs  and  HMOs,  as  long  as  quality  stand- 
ards, access  and  comprehensive  benefits  are  assured.  Affordability 
is  certainly  a  concern  of  every  senior,  because  we  keep  seeing  in- 
creased out-of-pocket  costs. 

Quality:  Medicare  promises  seniors  access  to  high-quality  health 
care.  The  enthusiasm  for  managed  care  should  be  balanced  with 
the  realities  of  access  to  care  and  quality.  Of  course,  cost  and  cost 
containment  must  be  considered.  Proposed  reforms  should  not  only 
address  the  solvency  of  the  Medicare  Program,  but  should  also  con- 
tribute to  controlling  overall  health  care  costs. 

Medicare  cuts  alone  are  not  real  cost  containment.  Fairness  to 
providers  is  an  element  that  we  would  insist  be  a  part  of  the  pack- 
age. 
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We  believe  that  the  budget  resolution  has  been  driven  more  by 
political  promises  to  balance  the  budget  and  cut  taxes  than  by  con- 
cern over  the  solvency  of  part  A.  When  the  deficit  spending  on  all 
general  revenue  fund  programs,  including  interest,  is  compared, 
Medicare  part  B  accounts  for  only  6  percent  of  the  deficit  spending. 

Certainly,  we  must  address  balancing  the  budget,  but  at  the 
same  time  remember  that  Medicare  provides  valuable  insurance 
protection  that  would  be  difficult  for  many  to  obtain  in  the  private 
market.  Attempting  to  abruptly  dismantle  Medicare  will  not  solve 
the  problem.  We  must  continue  to  improve  and  refine  Medicare,  as 
we  search  for  a  resolution  to  this  Nation's  overall  health  care  di- 
lemma. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MARTHA  MCSTEEN,  PRESIDENT 
NATIONAL  COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND  MEDICARE 


The  National  Committee  to  Preserve  Social  Security  and  Medicare,  a  grassroots  education 
and  advocacy  organization  representing  millions  of  senior  Americans,  is  pleased  to 
testify  on  the  subject  of  Medicare  reform.  The  National  Committee's  mission  is  to  protect, 
preserve,  promote  and  ensure  the  financial  security,  health,  and  the  well  being  of 
maturing  Americans  of  current  and  future  generations. 

A  comprehensive,  system-wide  approach  to  health  care  cost-containment  is  necessary  to 
make  meaningful  long-term  progress  toward  controlling  the  growth  of  Medicare 
spending  and  improve  the  balance  sheet  for  Medicare  Part  A  trust  fund.  Unless  real 
progress  is  made  in  controlling  health  care  costs  generally.  Medicare  and  Medicaid 
costs  will  continue  to  grow  significantly.  This  aitical  element  is  missing  in  the 
current  debate. 

MEDICARE'S  SUCCESSES 

Before  Medicare,  health  care  for  a  retired  or  disabled  person  depended  upon  individual 
wealth  or  the  generosity  of  family,  friends,  physicians  or  local  health  care  institutions. 
When  this  wealth  and  generosity  were  not  available,  retired  and  disabled  people  often 
went  without  care  when  they  needed  it  most.  Medicare  was  started  because  the  private 
market  did  not  insure  health  care  for  most  seniors. 

Medicare  has  enhanced  life  for  millions  of  Americans  and  their  families.  While 
inaeasing  productive  years  of  life  for  beneficiaries.  Medicare  has  also  helped  support  the 
development  of  health  care  facilities  and  medical  education.  In  the  years  since  1966, 
when  Medicare  was  implemented,  much  has  been  learned  about  reversing  life- 
threatening  illness,  relieving  pain  and  recovering  lost  functional  capacity.  Americans 
of  all  ages  and  degrees  of  health  are  benefiting  from  this  program,  because  it  protects 
whole  families  firom  much  of  the  cost  of  acute  health  care  for  senior  or  disabled  family 
members. 

Despite  pessimistic  commentary  from  many  politicians  and  a  few  interest  groups, 
Meaicare  is  a  remarkable  success  story.  It  provides  universal  coverage  to  seniors  in  an  era 
when  the  private  sector  makes  no  such  promise.  It  takes  all  eligible  seniors  and  disabled 
individuals  entitled  to  Medicare  regardless  of  health  status.  It  does  not  control  costs  by 
dropping  coverage  for  sick  individuals,  dropping  dependent  coverage  or  refusing  to  pay 
for  medically  necessary  services.  Over  the  past  decade.  Medicare  outlays  per  enrollee 
have  grown  more  slowly  than  outlays  for  private  insurance  patients.  Medicare's 
administrative  costs  average  only  2%  of  program  outlays  compared  to  25%  m  the  small 
group  private  market  and  5.5%  in  the  large  group  private  market  Medicare  rates  for 
hospitals  and  doctors  are  at  deep  discounts,  approximately  70%  of  what  private  insurers 
pay.  Medicare  is  aheady  a  large,  nationwide  preferred  provider  organization. 

Citizens  want  prudent  spending  but  also  want  the  insurance  thev  pay  for  to  be  in  place 
when  needed.  In  general,  large  systems  require  continuous  evaluation  and  refinement, 
and  Medicare  is  no  exception.  "Innovations"  may  be  found  that  will  inaease  efficiency, 
hold  down  cost  and  eliminate  waste,  but  let  us  not  jump  at  just  any  strategy  that  is 
advertised  as  cutting  cost.  We  must  ask  "whose  cost  is  being  cut?"  and  "who  benefits 
from  these  cuts?"  Will  Medicare  really  pay  out  less?  Will  individual  beneficiaries  get 
less  choice,  coverage  and  quality  of  care?  Most  importantly,  does  a  reform  plan  leave 
Medicare  as  one  universal  program?  We  can  make  changes  within  Medicare  to  allow  for 
more  managed  care  options  with  appropriate  consumer  safeguards.  The  private  market 
holds  no  magic  bullets  for  Medicare—  its  record  on  coverage  of  individuals  and  cost 
containment  is  inferior  to  Medicare.  Providing  seniors  and  the  disabled  with  vouchers 
with  which  to  purchase  private  insurance  is  a  type  of  reform  which  may  well  undermine 
Medicare  and  threaten  the  health  staitity  of  seniors  and  the  disabled. 

In  seeking  ways  to  improve  Medicare,  this  Congress  must  commit  itself  to  maintaining 
Medicare  as  a  federal  program  which  guarantees  comprehensive  health  care  to  all  entitled 
seniors  and  the  disabled.  Medicare's  35  million  beneficiaries  are  overwhelmingly 
satisfied  with  this  insurance  which  assures  portability,  renewablllty,  wide  choice  of 
providers,  does  not  exclude  preexisting  conditions,  does  not  change  the  ground  rules  of 
coverage  when  people  are  sick  and  need  care  and  gives  the  Individual  standing  to 
dispute  decisions  about  coverage.  Some  of  the  changes  being  promoted  as  Medicare 
reforms  would  diminish  or  even  end  these  protections. 

The  National  Committee  endorses  the  following  principles  for  any  Medicare  reform  plan: 
Universalis^  -  Medicare  must  remain  a  universal  program  covering  all  entitled  senior  and 
disabled  Americans.  Universality  permits  the  pooling  of  risks,  making  insurance 
affordable  even  for  the  chronically  111.  The  National  Committee  opposes  opting  out  of 
Medicare.  Increasing  choice  of  plans  Is  acceptable  as  long  as  the  choices  are  within  the 
Medicare  framework  of  access  to  a  defined  set  of  benefits.  It  Is  Important  that  HCFA  search 
for  cost-effective  means  of  delivering  services  to  seniors,  such  as  PPOs  and  HMOs  as  long 
as  quality  standards,  access  and  comprehensive  benefits  are  assured. 

^ffbrdabili^  -  The  average  senior  spends  over  $3,000  annually  for  out-of-pocket  health 
care.  Including  premiums,  deductibles  and  co-payments  for  Medicare,  and  uncovered  care. 
Including  prescription  drugs  and  long-term  care.  This  amount  represents  a  greater 
percentage  of  out  of  pocket  costs  than  before  Medicare  was  created.  Increasmg  premiums, 
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deductibles  and  co-payments  will  place  unacceptable  fiscal  and  physical  hardships  on 
moderate  and  low  income  seniors  and  the  chronically  ill.  These  types  of  increases  are 
penny  wise  and  pound  foolish  solutions  as  they  will  result  in  seniors  putting  off  needed 
medical  care,  which  will  result  in  ultimately  higher  cost  medical  solutions. 

Quality-Medicaie  promises  seniors  access  to  high  quality  health  caie.  The  enthusiasm  for 
managed  care  should  be  balanced  with  the  realities  of  access  to  care  and  quality.  Medicare 
beneficiaries  in  managed  care  plans  should  have  national  quality  standards,  clearly 
defined  appeal  rights  and  access  to  specialty  care. 

Means  Testing-lAtBins  testing  violates  the  universality  of  Medicare  and  singles  out  higher 
income  Medicare  for  disaiminatory  treatment  A  study  by  Lewin-VHI  conducted  for  the 
National  Committee  demonstrates  that  the  Medicare  Part  B  subsidy  for  upper  income 
beneficiaries  will  be  more  than  made  up  by  Medicare  Part  A  taxes  in  excess  of  Part  A 
benefits  over  a  lifetime. 

Choice-Stmoxs  should  continue  to  have  their  choice  of  doctors,  specialists  and  other 
medical  providers. 

Cost  ContainmenC-Piovosed  reforms  should  not  only  address  the  solvency  of  the  Medicare 
program,  but  should  auso  contribute  to  controlling  overall  health  care  costs.  Proposals  that 
shift  Medicare  costs  to  beneficiaries  or  the  privately  insured  are  simply  cost  shifting 
proposals  and  are  not  real  cost  containment  reforms.  Medicare  cuts  alone  are  not  realcost 
containment 

Fairness  to  Providers-?dM  reimbursement  to  providers  is  the  only  way  to  guarantee  access 
to  quality  health  care. 


MEDICARE  SPENDING  AND  THE  DEHCIT 

The  budget  resolution  calls  for  a  reduction  of  $270  billion  in  current  law  levels  of 
Medicare  spending  over  a  seven  year  period.  Reductions  of  this  magnitude  are 
unprecedented— several  times  larger  than  the  $56  billion  in  reductions  over  five  years 
enacted  as  recently  as  1993  as  part  of  the  reconciliation  bill.  The  Medicare  proo-am 
cannot  sustain  the  level  of  cuts  discussed  recently  by  some  Congressional  leaders 
without  significant  hardship  to  seniors  and  the  disabled. 

We  believe  that  the  budget  resolution  has  been  driven  more  by  political  promises  to 
balance  the  budget  in  seven  years  and  cut  taxes  than  by  concern  over  the  solvency  of 
Part  A.  In  the  la^t  Congress,  alarms  were  sounded  over  the  proposed  $157  billion  in 
Medicare  reductions  over  seven  years  proposed  by  the  President  as  part  of  health  care 
reform.  Members  of  Congress  predicted  the  cuts  would  destroy  quality  and  access  for 
beneficiaries  or  even  the  proeram  itself  The  same  is  even  more  applicable  to  the  cunent 
budget  resolution.  At  least  the  President's  proposal  maintained  the  Medicare  program  for 
all  beneficiaries  and  added  new  benefits  and  attempted  universal  cost  containment 

The  current  debate  over  Medicare  costs  is  driven  largely  by  the  deficit  problem.  It  is 
important  to  note  that  Medicare  Part  B  has  contributed  a  relatively  small  amount  to  the 
current  deficit  (See  attached  chart)  Medicare  Part  A  has  contributed  nothing  to  the 
deficit  When  spending  on  all  general  revenue  fund  pro-ams,  including  interest,  is 
compared.  Medicare  Part  B  accounts  for  only  6%  of  deficit  spending  in  fiscal  year  1994. 
Yet  the  budget  resolution  targets  Medicare  Part  A  and  B  for  35%  of  the  funds  for  deficit 
reduction.  Similarly,  Medicaid  accounted  for  only  11%  of  1994  deficit  spending  yet  is 
targeted  for  24%  of  the  dollars  for  deficit  reduction.  Defense  spending  contributed  36% 
of  GIO 

deficit  dollars  in  1994,  but  will  contribute  nothing  toward  deficit  reduction  in  this 
budget  resolution.  Apparently,  the  over  two  trillion  dollars  the  government  will  forego 
over  the  next  five  years  in  tax  entitlements  will  also  escape  virtually  unscathed. 
Medicare  and  Medicaid  are  asked  to  shoulder  an  unfair  portion  of  deficit  reduction. 

We  do  not  believe  our  members,  or  most  Americans,  will  support  a  budget  reconciliation 
bill  which  reflects  this  disproportionate  and  unjustified  treatment  of  Medicare  and 
Medicaid. 


MEDICARE  PART  A 

The  most  recent  report  of  the  Medicare  Trustees  projects  that  Medicare  Part  A  trust  fund  will 
be  depleted  in  2002.  Of  course,  the  Trustees  predicted  that  bankruptcy  was  only  two  years 
away  as  far  back  as  1970,  and  Medicare  is  still  here  today.  The  reasons  for  this  are  the 
determination  of  the  Congresses  over  the  intervening  years  to  maintain  the  program  and 
the  full  support  of  the  public  for  doing  so.  We  are  convinced  that  large  majorities  of 
Americans  of  all  ages  still  fully  support  preserving  the  Medicare  program. 

This  Congress  can  make  reasonable  changes  to  extend  for  several  more  years  the 
sohrency  of  Part  A,  while  continuing  to  work  toward  long-term  structural  and  cost- 
containment  approaches.  Our  testimony  today  suggests  changes  which  will  add  $150 
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billion  to  the  Part  A  trust  fund  through  both  savings  and  revenues  and  slow  the  growth 
of  Part  B. 

It  is  important  to  note  that  the  unprecedented  level  of  cuts  proposed  by  this  Congress  in 
the  budget  resolution  only  extends  the  solvency  of  the  program  by  two  or  three  years. 
The  Medicare  program  will  not  be  "saved"  by  these  budget  cuts.  The  reason  is  that 
arbitrary  cuts  do  nothing  to  solve  the  underlying  problems  of  health  care  inflation  and 
an  aging  population.  These  issues  must  be  addressed  in  a  bi-partisan  fashion,  outside  of 
the  budget  process,  and  all  reductions  or  savings  must  be  directed  toward  maintaining 
and  improving  the  program  for  current  and  future  beneficiaries. 

OTHER  REFORM  PROPOSALS 

The  National  Committee  has  looked  at  proposals  by  the  American  Medical  Association 
(AMA)  and  the  American  Hospital  Association  (AHA).  They  both  rightly  focus  on  the 
long-term.  We  oppose  privatization  of  Medicare.  The  National  Committee  recognizes  the 
potential  benefits  of  managed  care  or  "coordinated  care"  advocated  by  the  American 
Hospital  Association,  but  does  not  believe  that  sufficient  evidence  exists  establishing 
significant  savings  for  Medicare  from  managed  care. 

Cost  Containment 

Medicare  cost  containment  must  be  part  of  a  comprehensive  plan  to  control  national  health 
care  costs.  Without  a  comprehensive  program  of  cost  containment.  Medicare  reductions 
will  result  in  higher  costs  to  beneficiaries,  reduced  payments  to  providers,  increased  cost 
shifting  and  access  problems  for  beneficiaries.  The  recent  steep  increase  in  Medicare 
costs  is  typical  of  health  care  costs  in  society  in  general.  It  does  not  appear  that  costs 
will  be  contained  by  lifting  the  current  limits  on  balance  billing. 

Medicare  is  a  far  more  efficient  program  than  it  is  given  credit  for  being. 

•  Over  the  past  decade.  Medicare  outlays  per  enrollee  have  ^rown  more  slowly  than 
outlays  for  private  insurance  patients.  The  reduction  in  private  sector  growth  in  just 
the  last  two  years  does  not  necessarily  represent  a  long-term  trend.  Insurance 
companies  can  hold  down  premium  increases  for  a  short  time  by  reducing  reserves. 

•  Medicare  has  an  excellent  record  on  administrative  costs— averaging  2  percent  of 
program  outlays  compared  to  25  percent  in  the  small  group  market  of  the  private 
sector  and  5.5  percent  in  the  large  group  market. 

•  Medicare  rates  for  hospitals  and  doctors  are  at  deep  discounts,  approximately  70 
percent  of  what  private  insurers  pay.  Medicare  is  ahready  a  large,  nationwide 
preferred  provider  organization. 

•  The  notion  that  cost  increases  are  due  to  a  lack  of  cost  consciousness  on  the  part 
of  beneficiaries  is  false.  Medicare  pays  less  than  half  of  senior  health  care  costs, 
including  long-term  care,  and  many  seniors  face  financial  hardship  as  a  result  of 
health  costs,  despite  Medicare  and  Medicaid.  An  AMA  idea  to  limit  benefits  for 
those  who  supplement  Medicare  with  first  dollar  medigap  coverage  using  after  tax 
dollars  is  unreasonable,  especially  if  there  are  no  limits  on  tax  breaks  tor  first 
dollar  health  insurance  coverage  for  corporate  executives. 

Controlling  Fraud 

A  major  effort  to  prevent  fraud  and  abuse  is  essential  and  appropriate.  According  to  the 
General  Accounting  Office  and  the  Inspector  General  of  HHS,  fraud  and  abuse  m  the 
Medicare  and  Medicaid  programs  are  rampant  Current  estimates  are  that  Medicare  and 
Medicaid  lose  up  to  $31  billion  annually  to  fraud  and  abuse.  The  government  must 
commit  resources  to  fighting  fraud  and  provide  increased  opportunities  for  beneficiaries  to 
make  confidential  complaints  about  fraud,  perhaps  through  designated  personnel  at  local 
Social  Security  offices. 

•  A  June  1994  report  by  Senator  William  Cohen,  R-Maine,  Chairman  of  the  Special 
Committee  on  Aging,  concluded  that  major  patterns  of  fraud  and  abuse  have 
infiltrated  the  following  health  sectors:  ambulance  and  taxi  services,  clinical 
laboratories,  durable  medical  equipment  suppliers,  home  health  care,  nursing 
homes,  physicians,  psychiatric  services  and  rehabilitative  services  in  nursing 
homes. 

•  The  HHS  Inspector  General  reports  $80  in  savings  for  every  dollar  invested  in 
efforts  to  control  fraud.  Yet,  Congress  has  yet  to  make  meaningful  efibrts  to 
prevent  fraud  of  taxpayer  money  in  the  Medicare  and  Medicaid  programs. 

•  GAO  conservatively  estimates  that  Medicare  could  save  $650  million  a  year  just  on 
Medicare  Part  B  physician  and  supplier  services  by  using  state  of  the  art 
commercial  software  to  eliminate  abusive  and  fraudulent  billing  practices. 
Commercial  insurers  using  this  software  typically  save  5  to  10  percent. 
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Managed  Care 

Managed,  care  options  should  be  made  available  to  Medicare  beneficiaries  within  the 
context  of  the  Medicare  program  on  a  voluntary  basis  as  long  as  federal  standards, 
safeguards  and  appeals  rights  are  assured.  Many  health  care  consumers  do  not  have  the 
expertise  to  judge  their  own  health  care  requirements  and  the  relative  risks  of  cost  saving 
choices.   Health  care  is  not  a  typical  market  commodity  because  it  involves  specialized 
knowledge  beyond  that  of  many  consumers.  Often  medical  care  is  not  optional  because 
basic  survival  is  at  stake  and  as  a  result  people  do  not  have  the  luxury  of  shopping  around 
for  care.  Citizens  need  the  protection  of  some  basic  cost  and  quality  controls,  as  they  do 
with  necessary  utilities.  For  this  reason,  the  National  Committee  has  endorsed  H.R,  1707, 
the  Medicare  Beneficiary  Protection  Amendments  of  1995.  Consumer  safeguards  are  a 
critical  component  of  any  legislation  which  increases  the  use  of  managed  care  by 
Medicare  beneficiaries. 

•  Some  seniors  prefer  managed  care  arrangements  due  to  more  comprehensive 
coverage  and/or  lower  out  of  pocket  costs.  Beneficiaries  should  not  be  required  to 
join  managed  care  plans  and  should  have  the  option  to  seek  care  outside  the  plan 
when  special  expertise  is  needed.  , 

•  Expectations  that  managed  care  will  tower  spending  may  be  unrealistic  Adequate 
risk  adjusters  are  not  yet  developed  to  insure  that  Medicare  does  not  pay  too  much 
for  healthier  beneficiaries  who  choose  managed  care.  An  expansion  of  managed 
care  options  could  actually  increase  overall  costs  if  healthier,  lower  cost 
beneficiaries  choose  managed  care  and  sicker  beneficiaries  remain  in  fee  for 
service  Medicare. 

•  Quality  managed  care  plans  coupled  with  consumer  education  about  managed  care 
could  increase  participation  of  Medicare  beneficiaries  and  reduce  costs  over  time. 

Means  Testing 

Subsidies  for  low  income  beneficiaries  make  sense,  but  income-based  premiums  do  not 
Medicare  is  not  a  welfare  program.  Means  testing  the  Medicare  part  B  premium  would 
undermine  broad  based  support  for  Medicare.  If  the  concern  is  that  Medicare  is  not 
progressive  enough,  Congress  has  already  acted  to  make  Medicare  more  progressive  by 
raising  the  taxable  wage  base  for  Medicare  payroll  taxes  in  1990  to  $125,000  and , 
eliminating  the  wage  base  altogether  in  1993.  In  the  long  run,  the  Medicare  Part  B 
subsidy  for  upper  income  beneficiaries  will  be  more  than  made  up  by  Medicare  Part  A  taxes 
in  excess  of  Fart  A  benefits,  according  to  a  study  by  Lewin-VHI  commissioned  by  the 
National  Committee.  Financing  the  so-called  subsidy  through  income  taxes  falls  most 
heavily  on  upper  income  taxpayers. 


Vouchers  and  Medical  Savings  Accounts 

One  of  the  most  serious  threats  to  the  integrity  of  Medicare  is  the  idea  of  vouchers.  Policy 
makers  extol  the  virtue  of  consumer  controlled  health  care,  even  though  consumers  would 
lose  the  more  substantial  bargaining  power  of  the  government  Consumer  control  would 
be  meaningless  if  Congress  slowly  reduces  the  purchasing  power  of  the  voucher.  Under 
the  budget  resolution,  most  savings  are  in  the  final  two  years  and  would  require  a  cap  on 
voucher  amounts  far  below  the  cost  of  private  policies.  It  is  a  bad  bargain  for  seniors  to 
trade  in  the  universal,  guaranteed  coverage  under  Medicare  for  the  risks  and  high  costs  in 
the  private  insurance  market 

Innocuous  sounding  proposals  to  make  vouchers  available  for  medical  savings  accounts 
on  an  optional  basis  are  really  the  worst  of  both  worlds.  They  would  appeal  to  the 
healthy  but  leave  the  more  expensive  beneficiaries  in  Medicare.  This  very  predictable 
"adverse  selection"  makes  many  proposals  actuarially  unsound  and  would  undermine 
Medicare,  making  it  more  costly. 

Potential  Savings 

The  National  Committee  can  support  careful  and  equitable  efforts  to  resti^  health  care 
inflation  necessary  to  secure  Medicare's  long-term  stability.  We  recognize  the  need  to 
look  for  reasonable  savings  to  slow  the  growth  of  Medicare  in  the  short-term.  Some 
short-term  and  long-term  proposals  that  the  National  Committee  has  endorsed  or  would 
consider  as  part  of  an  equitable  proposal  are  listed  below.  If  all  these  proposal  are  adopted, 
it  would  save  over  $150  billion  in  the  Medicare  Part  A  trust  fiind  and  slow  the  growth  In 
Medicare  Part  B  spending. 

•    In  the  recent  budget,  the  President  proposed  to  save  $10  billion  over  five  years  by 
making  permanent  several  temporary  provisions  in  current  law,  including  setting 
Part  B  program  premiums  at  25  percent  Other  provisions  included  extending 
Medicare  secondary  payer  provisions  and  permanently  lowering  payments  to  home 
health  agencies  and  nursing  homes.  These  "extenders"  were  adopted  by  the  Ways 
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and  Means  Committee  but  the  revenue  was  not  used  for  deficit  reduction  or  to  shore 
up  the  Part  A  Medicare  trust  fund.  Instead,  the  savings  were  diverted  to  help  pay  for 
tax  cuts.  The  National  Committee  believes  that  these  savings  should  be  used  to 
strengthen  Medicare. 

•  The  National  Committee  supports  the  extension  of  Medicare  coverage  to  include 
state  and  local  government  employees  not  now  covered.  This  would  not  only  raise 
$7  billion  over  nve  years,  but  it  would  also  extend  Medicare  coverage  aad  insure 
that  all  future  Medicare  beneficiaries  contribute  toward  Medicare. 

•  Inaeasing  the  tobacco  tax  to  $2  per  pack  will  generate  $15  billion  a  year  for 
Medicare  Part  A  in  addition  to  $1.5  billion  for  medical  research.  (H.R.  1455) 

•  A  reevaluation  of  Medicare  payments  for  hospital  capital  costs  and  professional 
education  could  reasonably  save  between  $7  billion  and  $23  billion  over  five 
years. 

\ 

•  Formula  driven  overpayments  to  hospitals  for  outpatient  surgery  and  radiology  also 
can  be  reduced  $20  billion  over  five  years  according  to  a  recent  HHS  study,  but 
these  savings  should  be  used  to  offset  the  cost  of  reducing  beneficiary  co- 
payments,  which  averaged  43  percent  of  total  payments  rather  than  20  percent  in 
1993. 

•  Stricter  utilization  review  and  streamlining  of  Medicare  administrative  costs, 
including  combining  Part  A  and  Part  B. 

•  Increasing  the  eligibility  age  for  Medicare  by  tying  it  to  eligibility  for  Social 
Security  will  aeate  savings  beginning  in  2003.  This  is  also  supported  by  the 
AMA. 

Conclusion 

Medicare  provides  valuable  insurance  protection  td  millions  of  entitled  seniors  and 
disabled  individuals,  insurance  that  would  be  difficult  for  many  to  obtain  hi  the  private 
market.  The  problems  in  the  health  care  system  in  this  country  must  be  addressed,  but 
attempting  to  abruptly  dismantle  Medicare  will  not  solve  the  problem.  We  must  continue  to 
improve  and  refine  Medicare  as  we  search  for  a  resolution  to  this  nation's  overall  health 
care  dilemma.   The  National  Committee  is  committed  to  finding  solutions  which  preserve 
Medicare  as  a  universal,  comprehensive  federal  health  care  program  for  all  entitled  senior 
and  disabled  Americans. 


Chairman  Tho\l\S.  Thank  you  very  much,  Ms.  McSteen. 
Dr.  Braim,  it  is  nice  to  ha%'e  you  back  again. 

STATEMENT  OF  BEATRICE  S.  BRAUN.  M.D.,  MEMBER,  BOARD 
OF  DIRECTORS,  AMERICAN  ASSOCIATION  OF  RETIRED 
PERSONS 

Dr.  Braun.  Thank  you,  Mr.  Chairman. 

Members  of  the  Subcommittee,  I  am  Beatrice  Braun  from  Spring 
Hill,  Florida.  I  am  a  member  of  the  Board  of  Directors  for  AAKP, 
the  American  Association  of  Retired  Persons.  I  appreciate  the  op- 
portunity to  testify-  today  on  the  future  of  the  Medicare  Program. 

For  three  decades.  Medicare  has  protected  the  economic  security 
of  older  and  disabled  Americans  by  assuring  them  access  to  afford- 
able quality  health  care.  AARP  is  committed  to  maintaining  and 
strengthening  Medicare  for  current  and  future  beneficiaries,  but 
the  status  quo  is  no  longer  acceptable. 

Unless  adjustments  are  made  in  the  Medicare  Part  A  Hospital 
Insurance  Trust  Fund,  as  we  have  heard  so  often  this  morning,  it 
\^ill  be  completed  in  7  years.  Moreover,  Medicare  may  be  able  to 
benefit  from  some  of  the  innovations  in  the  private  market.  But 
changes  to  Medicare  must  be  made  cautiously  and  carefully.  The 
goal  of  changing  Medicare  must  be  to  strengthen  the  program,  not 
simply  to  reach  artificial  budgetary'  targets. 

The  $270  billion  in  Medicare  spending  reductions  in  the  budget 
resolution  is  excessive.  It  is  beyond  what  the  program  can  absorb 
\^ithout  jeopardizing  quality  and  access,  and  beyond  what  is  nec- 
essar>'  to  keep  the  Hospital  Insurance  Trust  Fund  solvent  for  the 
next  10  years.  In  short,  it  is  too  much  to  fast. 

Spending  reductions  of  this  magnitude  \\ill  fall  hea\i.ly  on  bene- 
ficiaries. If  we  assume  that  one-half  of  the  required  spending  re- 
ductions would  come  directly  from  beneficiaries,  83,400  would  be 
added  over  7  years  in  premiums,  deductibles  and  coinsurance  to  an 
already  extraordinary- — ^by  a  percentage  with  other  sectors  of  the 
population — out-of-pocket  burden. 

Let  me  now  turn  my  attention  to  Medicare  reform.  AARP  be- 
lieves that  Congress  should  address  Medicare  solvency  issues  in  a 
two-stage  process.  First,  assuring  solvency  of  part  A  for  the  next 
decade,  and  then  proceeding  on  a  separate  track  to  deal  the 
longer  term  fmancial  stability  of  the  program. 

As  we  begin  this  process,  it  is  important  to  understand  what  the 
pubhc  needs  and  wants  from  Medicare  reform.  Like  you,  we  devote 
a  great  deal  of  time  and  effort  in  trying  to  understand  these  views 
and  have  included  a  number  of  findings  in  our  written  statement. 

In  order  to  guarantee  Americans  a  Medicare  Program  that  meets 
their  needs,  changes  to  Medicare  v,i.ll  be  necessary.  However,  these 
changes  should  be  accomplished  in  carefully  designed  increments. 
One  of  the  important  lessons  of  last  year's  health  care  reform  de- 
bate is  that  the  Congress  should  not  try  to  make  all  decisions  and 
steps  required  to  change  the  Medicare  Program  for  the  coming 
years  in  1  year. 

There  are  a  number  of  reform  options  now  being  talked  about 
that  bear  careful  scrutiny.  These  include  vouchers,  managed  care, 
medical  savings  accounts,  and  changing  Medicare's  eligibility  age. 
We  raise  a  number  of  questions  in  our  written  statement  about 
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how  these  kinds  of  approaches  would  work  for  Medicare,  and  we 
do  not  think  there  are  answers  to  all  of  those  questions  yet. 

While  structural  changes  in  Medicare  can  and  should  be  a  part 
of  the  program's  future,  some  of  the  changes  under  consideration 
pose  potential  hazards  to  beneficiaries  and  the  actuarial  soundness 
of  the  program. 

Looking  ahead  just  a  few  years,  it  seems  legitimate  to  question 
whether  Medicare  can  in  fact  provide  the  standard  benefits  for  the 
amount  that  will  be  paid.  Fundamentally,  a  question  that  we  all 
face  today  is  whether  in  the  future  the  Medicare  Program  will  con- 
tinue to  provide  a  health  care  plan  on  which  older  and  disabled 
Americans  can  rely. 

Older  Americans  rely  on  Medicare  as  their  health  care  plan,  but 
they  also  view  it  as  the  cornerstone  of  their  financial  security.  If 
in  the  future  the  program  no  longer  pays  for  the  costs  of  needed 
health  care  and  these  costs  are  simply  shifted  on  to  beneficiaries, 
all  the  structural  reforms  that  may  have  succeeded  in  lowering  the 
Federal  Grovernment's  costs  will  not  have  achieved  the  goal  of  pro- 
viding quality  affordable  care  smarter  and  more  efficiently  than  we 
do  today. 

Mr.  Chairman,  all  of  us  share  in  the  desire  for  a  strong  and  via- 
ble Medicare  Program  now  and  in  the  future.  The  program  does 
need  to  be  modernized  and  its  financial  stability  does  need  to  be 
strengthened.  The  time  to  start  is  this  year,  and  the  way  to  start 
is  to  make  some  specific  incremental  changes. 

We  look  forward  to  working  with  you  and  other  Members  of  Con- 
gress in  that  effort. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  BEATRICE  BRAUN 
MEMBER,  BOARD  OF  DIRECTORS 
AMERICAN  ASSOCIATION  OF  RETIRED  PERSONS 


Mr.  Chairman  and  members  of  the  Committee,  I  am  Beatrice  Braim  from  Spring  Hill, 
Florida.  I  am  a  member  of  the  Board  of  Directors  for  the  American  Association  of 
Retired  Persons  (AARP).  I  appreciate  the  opportunity  to  testify  today  on  the  future  of 
the  Medicare  program. 

As  we  celebrate  the  30th  anniversary  of  Medicare,  it  is  appropriate  to  consider  the 
valuable  contributions  this  program  has  made.  For  three  decades.  Medicare  has 
protected  the  economic  security  of  older  and  disabled  Americans  by  assuring  them 
access  to  affordable,  quality  health  care.  For  the  37  million  beneficiaries  and  their 
families.  Medicare  is  not  just  a  policy,  budget  or  political  issue  ~  it  is  the  health 
insurance  program  upon  which  they  depend.  Recent  research  conducted  for  AARP  by 
DYG,  Inc.  found  that: 

•  Medicare,  like  Social  Security,  is  viewed  as  a  linchpin  of  economic  security: 
87  percent  of  the  public  -  across  all  ages  -  says  Medicare  is  vital  to  the 
financial  security  of  older  Americans  so  they  are  not  dependent  on  their 
children  or  families. 

•  The  support  for  Medicare  extends  across  generations  —  nine  out  of  ten 
Americans  under  the  age  of  65  (including  87  percent  of  those  age  18  to  29) 
want  Medicare  to  be  there  when  they  retire. 


AARP  is  committed  to  maintaining  and  strengthening  the  Medicare  program  for  current 
and  future  beneficiaries.   The  status  quo  is  no  longer  acceptable.  The  rate  of  growth 
in  the  program  is  not  sustainable.  Moreover,  Medicare  may  be  able  to  adopt  some  of 
the  innovations  occurring  in  other  parts  of  the  healthcare  system,  including  the  private 
health  care  market.  But  changes  to  Medicare  must  be  made  cautiously  and  carefully. 
The  goal  of  changing  Medicare  must  be  to  strengthen  the  program  —  not  simply  to 
reach  arbitrary  budget  targets.  Otherwise,  we  risk  heightening  the  fears  of 
beneficiaries  and  their  families  that  their  health  insurance  plan  is  at  risk  -  a  fear  that 
could  make  real  and  lasting  reform  even  more  difficult  in  the  future. 

Trust  Fund  Solvency 

A  key  issue  for  Medicare  is  the  financial  viability  of  the  Part  A  Trust  Fund.  While  last 
year's  health  care  reform  debate  did  not  focus  explicitly  on  this  topic,  we  recognized 
that  system-wide  cost  containment  would  have  strengthened  Medicare's  financial 
stability.  In  the  absence  of  such  reform,  we  believe  that  Congress  should  address  the 
solvency  issue  in  a  two-stage  process  ~  assuring  solvency  for  the  next  decade,  then 
proceeding  on  a  separate  track  to  deal  with  the  longer-term  financial  stability  of  the 
program. 

The  fu-st  stage  -  assuring  solvency  in  the  program  for  the  next  ten  years  ~  would 
return  Medicare  to  its  historic  average  term  for  solvency  as  reported  in  the  annual 
Trustees'  Report  (See  Chart  I).  Congress  has  always  kept  the  HI  Trust  Fund  with 
about  7-10  years  of  projected  financing,  and  there  is  no  need  to  go  beyond  that  this 
year.  Part  A  savings  of  about  $110  billion  over  the  next  seven  years  would  improve 
the  near-term  stams  of  the  fund  by  delaying  the  date  when  the  program  has  to  begin 
dipping  into  reserves,  and  extend  the  life  of  the  fund  through  2(X)5  -  a  decade  from 
now. 

Extending  the  near-term  solvency  of  the  Trust  Fund  would  provide  sufficient  time  for 
Congress  to  move  to  the  second  stage  -  crafting  the  best  policy  options  for  longer-term 
financial  stability.  This  stage  is  by  far  the  more  difficult  because  we  must  deal  with  the 
fmancing  and  health  delivery  issues  related  to  the  retirement  of  the  "baby  boom" 
generation  in  the  years  following  2010. 
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While  Congress  can  and  should  begm  to  consider  these  longer-term  policy  options  this 
year,  final  decisions  about  such  changes  should  not  be  made  in  haste.  It  will  take  time 
to  consider  options  fully  and  to  evaluate  their  impact  on  beneficiaries  and  providers. 
This  stage  should  involve  extensive  public  education  and  opportunities  for  discussion  to 
minimize  the  risks  for  the  program  and  the  anxieties  of  those  who  depend  on  it.  At  this 
point,  there  are  many  unanswered  questions  about  reform  options  and  the  potential 
risks  for  Medicare  are  enormous. 

Medicare  and  the  Budget  Resolution 

AARP  believes  that  Medicare  should  play  a  role  in  reducing  the  federal  budget  deficit. 
Our  members  want  a  strong  economy  for  their  children  and  grandchildren.  The 
Association  is  committed  to  working  with  Congress  to  determine  the  appropriate  level 
of  Medicare  savings  and  to  determine  what  policy  changes  might  best  achieve  this  goal. 
However,  the  $270  billion  in  Medicare  spending  reductions  in  the  Budget  Resolution  is 
excessive.  It  is  beyond  what  the  program  can  absorb  without  jeopardizing  quality  and 
access  and  beyond  what  is  necessary  to  keep  the  HI  Trust  Fimd  solvent  for  the  next  ten 
years.  It  jeopardizes  chances  for  reforms  that  assure  affordable  health  care  for  older 
and  disabled  Americans  over  the  long-term.  In  short,  it  is  too  much,  too  fast. 

The  Budget  Resolution  proposes  to  achieve  nearly  half  of  its  deficit  reduction  over  the 
next  seven  years  out  of  Medicare  and  Medicaid.  In  both  programs  these  are  the  largest 
cuts  ever  proposed.  The  $270  billion  Medicare  reductions  are  about  22  percent  below 
what  CBO  projects  the  current  program  would  cost  in  the  year  2002  and  about  16 
percent  below  CBO  projections  for  spending  over  the  seven  year  period  1996-2002. 
This  is  excessive  by  any  definition  of  a  "fair  share"  allocation  of  budget  savings. 

Regardless  of  whether  these  proposals  are  called  "reducing  the  rate  of  Medicare 
growth"  or  "cutting"  the  program,  the  outcome  is  the  same  ~  higher  cost-sharing  for 
Medicare  beneficiaries  and  lower  reimbursements  for  providers.  When  the  specific 
policies  needed  to  reach  budget  targets  are  examined,  it  becomes  apparent  that  the 
magnimde  of  the  Medicare  savings  is  neither  fair  nor  equitable  ~  nor  is  it  in  the  best 
interests  of  Medicare  reform.  In  addition,  the  combined  Medicare  and  Medicaid 
reductions  are  so  large  -  over  $450  billion  ~  that  if  enacted,  they  will  have  negative 
impacts  on  the  entire  health  care  system. 

The  Impact  of  Proposed  Spending  Reductions  on  Beneficiaries 

An  increase  in  beneficiary  payments  would  come  on  top  of  the  already  heavy  out-of- 
pocket  obligations  beneficiaries  face  today  for  health  costs.  Older  Americans  currently 
pay  about  21  percent  of  their  household  income  on  health  care  expenses,  compared 
with  8  percent  for  Americans  under  age  65  —  yet  older  Americans'  median  household 
income  is  roughly  half  that  of  those  under  65  (See  Chart  2).  This  year,  elderly 
beneficiaries  will  pay,  on  average,  $2,750  out-of-pocket  for  Medicare  premiums, 
deductibles,  copayments,  Medigap  premiums,  and  uncovered  services  like  prescription 
drugs.  This  does  not  include  the  additional  costs  beneficiaries  face  for  nursing  home 
care  and  some  other  long-term  care. 


Based  on  the  assumption  that  increases  in  beneficiary  payments  constitute  half  of  the 
$270  billion  in  savings  required  under  the  Budget  Resolution,  the  increased  costs  for 
the  average  Medicare  beneficiary  would  be  $3,400  over  the  next  seven  years.  Several 
options  have  been  suggested  this  year  to  increase  beneficiary  out-of-pocket  expenses  to 
cover  half  the  savings  required  in  the  Resolution.  These  include: 

A  New  20  Percent  Medicare  Home  Health  Coinsurance:  For  a  beneficiary  to  qualify 
for  Medicare  home  health  coverage,  a  physician  must  certify  that  the  care  is  medically 
necessary  and  that  the  client  is  homebound  and  in  need  of  only  intermittent  or  part-time 
skilled  care  (skilled  nursmg  or  therapy).  In  1996,  about  3.8  million  Medicare 
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beneficiaries  will  use  home  health  benefits.  Approximately  two-thirds  of  Medicare 
home  healdi  users  are  women;  almost  two-thirds  are  over  age  75.  Under  current  law, 
there  is  no  coinsurance  for  persons  who  use  Medicare  home  health  services.  This  is 
intended  to  encourage  the  use  of  more  effective,  less  costly  non-institutional  services. 
Some  argue  that  because  there  is  no  coinsurance  utilization  is  higher  -  beneficiaries 
allegedly  have  no  disincentive  to  deter  usage.  But  this  view  ignores  both  the  purpose 
of  home  health's  zero  copay  and  the  basis  on  which  beneficiaries  find  themselves  using 
the  service. 

A  new  20  percent  coinsurance  would  require  the  average  home  health  user  to  pay  an 
additional  $900  in  1996  and  almost  $1.200  out-of-pocket  in  2002.  The  very  frail 
individuals  who  need  and  use  home  health  care  the  most,  over  700,000  Medicare 
beneficiaries  in  2002,  would  pay  an  annual  coinsurance  of  over  $3,800  in  that  year. 

Imposing  a  new  out-of-pocket  payment  would  be  a  "sick  tax"  on  the  most  fiml  and 
vulnerable  elderly  and  disabled  Americans  -  those  who  can  least  afford  it.  Almost  80 
percent  of  all  Medicare  home  health  users  have  annual  incomes  of  less  than  $15.000 
which  means  many  beneficiaries  would  lose  access  to  these  necessary  services. 

Since  physicians  are  responsible  for  determining  eligibility  for  Medicare  home  health 
coverage,  a  new  beneficiary  coinsurance  is  not  an  effective  method  for  controlling 
potential  inappropriate  utilization. 

In  fact,  a  20  percent  coinsurance  could  act  as  a  deterrent  to  appropriate  utilization.  The 
rate  of  growth  in  home  health  care  has  exceeded  most  other  Medicare  benefits. 
However,  ve  believe  there  are  legitimate  reasons  for  much  of  this  growth  and  that 
overutilization  by  beneficiaries  is  not  a  factor.  In  our  view,  the  evidence  shows  that 
growth  rates  are  due,  in  large  part,  to  court-ordered  clarifications  of  coverage  rules  that 
previously  had  been  very  ambiguous  and  overly  restrictive.  This  had  caused  artificial 
and  illegal  constraints  on  the  availability  of  services  for  beneficiaries.  Beginning  in 
1989,  the  issuance  of  new  intermediary  coverage  rules  responded  to  pent-up  demand 
and  increased  the  nimiber  of  meritorious  claims  submitted  for  Medicare  coverage. 

If  there  is  abuse  of  this  benefit,  then  we  must  address  it;  but  we  should  act  based  on 
sound  diagnosis  rather  than  symptoms.  For  instance,  the  data  on  home  health  does 
suggest  some  unaccoimted  for  variations  in  utilization  by  region  which  is  a  legitimate 
reason  for  concern.  However,  imposing  a  20  percent  coinsurance  does  not  address  this 
problem  and  could  create  an  overly  restrictive  environment  similar  to  that  which 
existed  in  the  mid-1980s. 

In  addition,  anticipated  reductions  and  changes  in  the  Medicaid  program  make  it 
increasingly  questionable  whether  Medicaid  will  continue  to  be  required  to  pay  for 
Qualified  Medicare  Beneficiaries  (QMBs)  -  leaving  more  beneficiaries  vuhierable. 

A  Higher  Medicare  Part  B  Premium:  Currently,  the  Part  B  premium  is  intended  to 
approximate  25  percent  of  Part  B  costs;  the  remainder  of  Part  B  program  costs  is  paid 
from  general  revenues.  In  1995,  the  premium  is  $46.10  per  month,  $553.20  annually. 
It  is  estimated  to  grow  to  $60.80  per  month,  $729.60  annually,  by  2002.  The  premium 
is  deducted  fi"om  most  beneficiaries'  Social  Security  checks. 

To  protect  beneficiaries  from  some  of  the  impact  of  health  care  costs  that  have 
historically  risen  2  to  3  times  faster  than  the  Social  Security  COLA,  Congress  has  set 
the  Part  B  premium  to  equal  or  approximate  25  percent  of  program  costs  since  1982. 
In  1990,  Congress  set  the  premiums  in  actual  dollar  amounts  -  intended  to  achieve  a 
25  percent  ratio.  Since  1990,  Medicare  Part  B  costs  have  actually  risen  more  slowly 
than  projected  -  hence  the  premiums  have  come  to  cover  31  percent  of  Part  B  costs  in 
1995,  even  though  they  were  intended  to  pay  for  25  percent. 
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To  achieve  savings  required  in  the  Budget  Resolution,  some  have  proposed  increasing 
the  premium  to  31  percent  of  Part  B  program  costs.  This  could  substantially  increase 
the  Part  B  premium  over  time,  thereby  shifting  higher  health  care  costs  to  Medicare 
beneficiaries.  Under  this  proposal,  the  premium  could  jump  to  roughly  $97.70  per 
month,  or  $1172.40  annually  by  2002.  That  is  $442.80  more  than  the  beneficiary 
would  pay  under  current  law.  Over  the  next  7  years,  most  Medicare  beneficiaries 
would  pay  an  estimated  additional  $1,590  for  the  Part  B  premium  alone. 

An  Increase  in  the  Medicare  Part  B  Deductible  to  $150»  Indexed  to  Part  B 
Program  Costs:  Each  year,  all  Part  B  enroUees  pay  the  first  $100  in  approved  charges 
for  Part  B  services.  This  annual  Part  B  deductible  is  not  indexed.  Roughly  80  percent 
of  Part  B  enroUees  meet  the  Part  B  deductible. 

Increasing  the  Part  B  deductible  from  $100  to  $150  would  present  a  significant  barrier 
to  access  for  lower  income  beneficiaries.  Moreover,  anticipated  reductions  and 
changes  to  the  Medicaid  program  make  it  questionable  whether  Medicaid  would  pay  the 
additional  costs  for  low-income  individuals  under  the  QMB  program.  Indeed,  states 
have  been  reluctant,  at  best,  to  carry  out  their  responsibility  under  the  QMB  program. 

Indexing  the  deductible  would  increase  out-of-pocket  costs  for  the  average  Medicare 
beneficiary  for  each  succeeding  year.  If  the  Medicare  spending  reductions  in  the 
Budget  Resolution  are  divided  equally  between  providers  and  beneficiaries,  the 
deductible  could  grow  from  $100  today  to  $270  by  2002  (increasmg  fi-om  $100  to  $150 
annually,  plus  indexing  to  program  costs).  The  total  increase  in  the  deductible  over  the 
7  year  period  would  be  $384  per  beneficiary.  Beneficiaries  with  Medigap  plans 
covering  the  Part  B  deductible  would  not  be  immune  to  the  increased  out-of-pocket 
costs,  since  Medigap  premiums  would  almost  certainly  increase  to  cover  the  cost  of  the 
higher  deductible. 

A  New  20  Percent  Coinsurance  for  Medicare  Skilled  Nursing  Facility  (SNF)  Care: 
Under  current  law,  beneficiaries  are  eligible  to  receive  up  to  100  days  of  Medicare- 
covered  skilled  nursing  facility  (SNF)  services  following  at  least  three  consecutive  days 
in  a  hospital.  Typical  diagnoses  for  SNF  users  are  hip  fiacture  and  stroke.  No 
coinsurance  is  imposed  for  the  first  20  days  of  covered  care.  For  days  21-100, 
beneficiaries  must  pay  $89.50  per  day  in  1995  (one-eighth  of  the  Part  A  Hospital 
deductible).  In  some  cases,  this  amoimt  has  exceeded  the  cost  of  care  per  day.  To  our 
knowledge,  this  formula  can  result  in  one  of  the  highest  coinsurance  percentages  of  any 
federal  health  program.  Rather  than  looking  for  ways  to  get  more  money  fi-om 
beneficiaries  using  SNF  services,  the  formula  should  be  reviewed  with  the  objective  of 
making  it  more  rational  on  policy  grounds. 

We  have  concerns  about  imposing  a  coinsurance  amount  during  the  initial  20  days  of 
care  because  the  average  length  of  coverage  is  only  about  30  days.  Lower-income 
beneficiaries  will  not  be  able  to  afford  the  coinsurance  and  may  be  denied  access  to 
needed  rehabilitative  services  in  a  SNF.  This  is  particularly  true  if  the  proposal  to  cap 
and  block  grant  the  Medicaid  program  is  enacted,  because  it  could  seriously  jeopardize 
the  only  low-mcome  protection  available  under  current  law  -  including  the  (Qualified 
Medicare  Beneficiary  (QMB)  program.  Without  this  help  in  paying  for  SNF 
coinsiurance,  many  seriously  ill  low-income  Medicare  beneficiaries  might  not  be  able  to 
get  the  rehabilitation  they  need,  and  could  end  up  spending  additional  days  in  the 
hospital  or  needing  to  be  readmitted  to  the  hospital. 

A  New  20  Percent  Coinsurance  for  Medicare  Laboratory  Services:  Currently, 
Medicare  beneficiaries  do  not  pay  a  coinsurance  for  laboratory  services.  Labs  are  paid 
on  the  basis  of  a  fee  schedule  and  are- required  to  accept  Medicare  payments  as  full 
payment.  Since  physicians  order  laboratory  tests  -  not  beneficiaries  ~  a  20  percent 
coinsurance  would  shift  onto  beneficiaries  costs  for  services  over  which  they  have  no 
control.  In  addition,  the  low  cost  of  most  lab  tests  makes  imposing  and  collecting  a 
coinsurance  administratively  burdensome. 
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A  New  Income-Related  Premium  for  Higher  Income  Medicare  Beneficiaries: 

To  achieve  the  savings  required  in  the  Budget  Resolution,  Congress  could  impose  a 
new,  income-related  premium  for  higher- income  beneficiaries.  Some  have  proposed 
setting  the  thresholds  at  $125,000  for  singles  and  $150,000  for  couples.  Others  have 
suggested  setting  these  thresholds  as  low  as  $50,000  for  a  single  person. 

At  the  highest  income  categories,  beneficiaries  could  pay  100  percent  of  Part  B  costs. 
If  the  income  thresholds  for  the  proposed  high- income  premium  are  not  indexed,  each 
year  a  greater  percentage  of  Medicare  beneficiaries  would  be  required  to  pay  the  new, 
higher  premium.  In  the  future.  Congress  could  simply  choose  to  lower  the  income 
threshold,  thereby  increasing  revenues,  and  affecting  more  beneficiaries. 

At  the  same  time  that  an  income-related  premium  would  be  imposed  on  Medicare 
beneficiaries,  federal  subsidies  for  health  care  costs  for  those  under  age  65  would 
continue,  regardless  of  an  individual's  income.  These  subsidies  come  in  the  form  of 
the  tax  deduction  for  employer-provided  health  insurance  and  the  exclusion  of  health 
benefits  fi-om  individual  taxes. 

As  a  result  of  the  savings  target  under  the  Budget  Resolution,  Congress  could  impose 
higher  health  costs  on  higher-income  older  Americans  but  would  continue  federal 
subsidies  for  corporate  executives,  middle-aged  millionaires,  and  Members  of  Congress 
with  incomes  substantially  higher  than  any  Medicare  threshold.  A  recent  Price 
Waterhouse  analysis  estimated  that  reducing  federal  subsidies  for  higher-income 
individuals  under  age  65  in  the  same  manner  as  for  Medicare  beneficiaries  -  using  the 
same  income  thresholds  suggested  in  the  February,  1995  Joint  Committee  on  Taxation 
analysis  (S50.00  for  singles  and  $100,000  for  couples)  -  would  resxilt  in  federal  budget 
savings  that  are  diree  and  half  times  as  large  as  the  Medicare  income-related  premium 
savings. 

Balance  Billing:  Beyond  the  direct  impact  of  higher  premiums,  deductibles,  and 
coinsurance,  we  are  alarmed  by  prospects  for  more  "balance  billing."  This  subtle  but 
very  significant  change  could  occur  at  three  levels: 

•  some  in  the  physician  community  have  proposed  allowing  more  "balance 
billing"  so  they  are  able  to  charge  beneficiaries  additional  amounts  over  and 
above  Medicare  payments; 

•  as  health  plan  choices  are  expanded,  some  health  plans  could  seek  the  option 
to  allow  providers  within  the  plan  to  balance  bill  beneficiaries  amounts  in 
addition  to  the  health  plan  payment. 

•  as  payments  to  private  health  plans  are  ratcheted  down  in  the  various  budget 
scenarios,  those  plans  will  accept  the  "cuts"  but  insist  on  the  right  to  charge 
beneficiaries  higher  premiums  and/or  copays;  and 

Allowing  balance  billing  flies  in  the  face  of  shared  sacrifice.  While  these  mechanisms 
may  slow  the  rate  of  growth  that  the  Congress  is  focused  on  -  the  growth  in  Medicare 
spending  -  they  would  only  accelerate  out-of-pocket  spending  by  beneficiaries,  shifting 
considerable  costs  rather  than  containing  them.  AARP  believes  that  the  objective  of 
any  reductions  in  Medicare  spending  should  be  to  control  health  care  costs,  not  simply 
shift  them  onto  beneficiaries. 

What  Older  Amprirans  Need  from  Medicare  Reform 

As  the  Committee  begins  to  address  broader  reform  of  the  Medicare  program,  it  is 
important  to  understand  what  the  public,  including  older  Americans,  needs  and  wants 
from  Medicare  reform.  Like  you,  AARP  devotes  a  great  deal  of  time  and  effort  to 
trying  to  understand  these  views,  and  would  suggest  the  following: 
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•  As  noted  earlier  from  the  DYG  research,  Americans  value  the  financial  security 
offered  by  the  Medicare  program  -  and  they  will  want  to  know  whether,  and  to 
what  extent,  changes  in  the  program  affect  their  financial  security. 

o   Americans  want  to  know  whether  they  will  be  able  to  depend  on  Medicare's 
protection  or  whether  Medicare's  "contribution"  to  their  health  care  costs  will 
diminish  over  time. 

•  The  DYG  study  also  suggests  that  Americans  maintain  a  healthy  skepticism  about 
the  elderly  being  thrust  into  the  private  health  insurance  market.  Only  22  percent 
believe  it  very  or  somewhat  likely  that  health  insurers  would  sell  insurance  that  is 
equal  to  Medicare  to  the  elderly,  and  only  24  percent  believe  it  very  or  somewhat 
likely  that  the  elderly  could  afford  private  health  insurance. 

•  As  noted  earlier,  Americans  of  all  ages  want  an  affordable  Medicare  plan  available 
when  they  retire  ~  not  just  one  that  shifts  costs.  There  is  strong  intergenerational 
support,  not  tension,  for  Medicare. 

•  Americans  want  incentives  ~  not  penalties  -  to  encourage  the  use  of  fewer  and  less 
expensive  services,  and  they  want  affordable  fee-for-service  options  for  those 
beneficiaries  who  choose  or  have  no  option  but  to  remain  in  it. 


Broader  Medicare  Reforms 

In  order  to  guarantee  Americans  a  Medicare  program  that  meets  these  needs,  changes 
to  Medicare  will  be  necessary.  However,  these  changes  should  be  accomplished  in 
carefully  designed  increments.  One  of  the  important  lessons  of  the  recent  health  care 
reform  debate  is  that  the  Congress  should  not  try  to  settle  in  one  year  all  of  the 
decisions  and  steps  required  to  change  the  Medicare  program  for  the  coming  years. 

To  reiterate  the  pomt  made  earlier  in  this  testimony,  we  believe  that  the  Congress  must 
undertake  changes  to  Medicare  in  at  least  two  stages.  First,  to  assure  solvency  for  the 
next  ten  years,  Congress  should  adopt  specific  changes  this  year.  Then,  after  a 
thorough  public  debate.  Congress  should  move  in  the  next  few  years  to  adopt  policies 
that  will  address  the  program's  longer-term  financial  stability.  Such  a  two-step 
approach  need  not  and  should  not  be  a  source  of  delay.  Rather,  it  should  and  must  be  a 
means  to  involve  the  public. 

A  case  in  point  are  the  successes  that  have  been  attributed  to  large  private  sector 
purchasers  of  healtii  benefits.  It  will  be  important  to  examine  the  strategies  that  have 
led  to  claims  of  cost  reductions  and  more  efficient  service  delivery  in  the  private  sector 
and  to  incorporate  some  of  those  approaches  into  Medicare  as  appropriate.  But  as 
many  representatives  of  the  private  sector  stated  before  Congress  earlier  this  year,  the 
most  successful  changes  in  the  health  care  plans  of  some  of  the  nation's  major 
corporations  have  occurred  because  they  were  undertaken  slowly,  careftilly  and  with 
considerable  input  from  those  directly  affected  by  the  changes.  We  urge  you  to 
careftilly  examine  how  well  private  sector  approaches  are  working  and  which  lessons 
apply  to  Medicare  beneficiaries.  For  instance,  is  the  recent  slowing  in  the  rate  of 
growth  attributable  to  real  cost  containment  or  merely  a  reaction  to  last  year's  health 
care  reform  debate?  Have  these  approaches  been  truly  tested  in  the  private  market? 
Do  private  sector  approaches  apply  to  the  unique  characteristics  of  Medicare 
beneficiaries? 

There  are  number  of  "reform  options"  now  being  talked  about  that  bear  carefiil 
scrutiny.  These  include: 

Vouchers:  There  is  a  lot  of  discussion  of  "vouchers"  -  a  term  that  appears  to  have  a 
variety  of  different  meanings  at  this  point.  It  will  be  important  to  clarify  what  is  meant 
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by  a  voucher  program.  For  some,  it  implies  that  Medicare  makes  contributions  to 
health  plans  tliat  have  been  approved  by  Medicare  on  behalf  of  beneficiaries,  much  like 
an  employer-sponsored  plan.  For  others,  it  implies  that  Medicare  provides  a  "chit"  to 
beneficiaries  to  use  in  purchasing  any  health  plan  from  private  insurance  companies. 

It  is  useful  to  be  precise  in  assessing  what  is  really  going  on  in  the  private  market, 
because  it  does  not  appear  to  us  that  many  large  purchasers  are  providing  open-ended 
vouchers.  Rather,  they  are  dealing  with  and  rigorously  screening  and  negotiating  with 
health  plans  on  behalf  of  their  employees,  who  then  make  a  choice  among  those  plans. 
If  this  is  the  case: 

•  Will  Medicare,  like  the  typical  large  purchaser,  perform  that  aggressive  purchasing 
function? 

•  What  giiarantees  will  health  plans  give  that  they  won't  simply  charge  beneficiaries 
higher  and  higher  premiums  for  coverage? 

•  How  will  the  Medicare  payment  amount  be  set?  How  will  it  be  linked  to  the 
benefit  package  to  assure  that  it  is  sufficient  to  cover  the  already  limited  Medicare 
benefit  package? 

•  Will  specific  insurance  reforms  be  enacted  to  assure  that  all  beneficiaries  ~ 
especially  those  who  are  older  and  sicker  -  actually  obtain  coverage  and  benefits? 
will  payment  be  risk-adjusted?  Will  beneficiaries  be  able  to  change  plans 
regardless  of  their  health  status?  Will  premiums  be  community-rated?  If  not,  will 
they  vary  by  age/  gender/health  status?  Will  all  insurers  guarantee  issue  and 
renewal? 

•  What  marketing  and  enrollment  standards  and  mechanisms  will  be  set?  Will 
Medicare  be  allowed  to  manage  that  process  carefully,  as  do  many  other  large 
purchasers  of  care? 

•  How  will  beneficiaries  with  low  incomes  be  protected  from  higher  premiimis  and 
copayments,  especially  in  the  context  of  Medicaid  reform? 

•  What  quality,  access,  solvency  standards  and  beneficiary  protections,  such  as 
appeals,  will  be  set  and  enforced  for  health  plans  seeking  to  offer  benefits? 

Managed  care:  There  is  a  clear  movement  to  managed  care  in  the  private  market,  and 
a  great  deal  of  discussion  of  adopting  more  managed  care  approaches  within  Medicare. 
AARP  has  supported  -  and  continues  to  support  ~  assuring  a  choice  for  beneficiaries 
that  includes  health  maintenance  organizations  (HMOs)  and  other  proven  managed  care 
entities  along  with  traditional  fee-for-service.  Genuine  choice  is  critical  -  particularly 
for  older  Americans  who  have  forged  long-standing  relationships  with  physicians  on 
whom  they  have  come  to  depend  for  their  health  care.  Financial  barriers  which  force  a 
beneficiary  to  sever  their  physician-patient  relationships  are  not  acceptable. 
Once  again,  there  are  questions  ~  many  of  them  similar  to  questions  that  arise  about 
vouchers  -  about  how  to  proceed: 

•  What  will  be  done  to  "encourage"  enrolhnent  in  managed  care?  Will  beneficiaries 
have  to  pay  more  to  stay  in  the  traditional  Medicare  fee-for-service  program?  Will 
premiums  be  increased?  Deductibles  and  coinsurance? 

•  Will  the  current  AAPCC  payment  method  be  changed? 


Will  managed  care  plans  have  to  meet  the  current  health  plan  quality  and  solvency 
standards?  Which  ones?  Will  plans  be  required  to  maintain  the  current  policy  of 
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elimmating  deductibles  and  limiting  coinsurance,  or  will  managed  care  simply  be 
another  way  to  cost  shift  through  cost  sharing? 

Medical  Savings  Accounts:  Medical  savings  accotmts  CMSAs)  coupled  with  high 
deductible  plans  have  been  suggested  as  one  of  the  Medicare  options  that  should  be 
incorporated  into  a  Medicare  choice  model.  This  is  a  difficult  approach  to  assess, 
because  it  has  not  been  used  very  much  by  the  large,  sophisticated  purchasers  of  health 
care  in  the  private  market  that  are  the  prestm:ed  model  for  reform.  In  fact,  many  are 
concerned  about  the  actuarial  implications  of  the  potential  for  adverse  selection  if 
individuals  are  offered  MSA  benefit  options,  that  appear  to  operate  to  the  relative 
fmancial  advantage  of  the  healthy  and  to  the  relative  fmancial  disadvantage  of  the  sick. 
As  a  result,  broadly  inclusive  insurance  risk  pools  could  be  endangered,  reversing 
standard  insurance  principles.  Therefore,  we  beheve  it  is  panicularly  important  to 
address  a  ntmiber  of  issues  central  to  an  MSA  ^proach: 

•  What  is  the  MSA  model,  and  where  and  how  has  it  proved  workable?  How  can  we 
assure  Medicare  beneficiaries  that  they,  and  the  actuarial  stability  of  the  program, 
will  not  be  the  subject  of  a  multi-biUion  dollar  social  experiment? 

t    How  will  the  deductible  be  set?  How  much  Medicare  will  contribute  toward  the 
MSA  amount? 

•  How  will  the  catastrophic  plan  that  insures  for  costs  above  the  deductible  be 
structured?  Would  traditional  fee-for-service  Medicare  remain  an  option  for 
beneficiaries?  WiU  other  options  resemble  the  voucher  approach?  Will  the 
catastrophic  plan  pay  for  the  fuU  cost  of  needed  services  above  the  deductibles, 
without  regard  to  the  type  of  plan  a  beneficiary  chooses? 

•  For  plans  that  cover  costs  in  excess  of  the  deductible,  wiU  there  be  risk-adjusted 
differences  in  payments  (much  like  Medicare  would  risk  adjust  payments  to  health 
plans  under  the  ,AAPCC)? 

•  For  plans  that  cover  any  services,  whether  they  be  under  or  over  the  deductible 
amount  of  the  MSA,  what  rules  wiU  apply  for  health  plans  and  providers?  Will 
they  be  able  to  charge  an\thing  they  want?  Is  the  beneficiary  giving  up  aU  of 
Medicare's  pajmeni  and  balance  billing  protections? 

•  Given  today's  concern  about  the  viability  of  the  trust  fund,  how  do  we  protect  the 
program  against  the  severe  selection  problems  and  threat  to  the  risk  pool  that  could 
arise  under  a  choice  model  that  includes  a  high-deductible,  MSA  plan? 

Changing  the  eligibility  ag€  for  Medicare:  It  has  been  suggested  that  Medicare's  age 
of  eligibility  be  increased  to  track  the  increase  in  Social  Security  eligibilit>'  for  full 
benefits.  This  seeming  parallel  does  not  take  into  account  that  Social  Security's  age  of 
eligibilit\'  for  early  retirement  benefits  remains  age  62.  Already  the  average  retirement 
age  is  62  and  many  older  Americans  in  their  late  50s  and  early  60s  face  growing 
problems  of  access  to,  or  cost  of,  health  insurance.  If  Medicare's  eligibility  age  is 
increased,  this  problem  will  worsen.  In  addition,  it  creates  a  disincentive  for 
employers  to  hire  or  maintain  older  workers  because  of  the  added  expense  of  providing 
health  care  coverage  for  a  few  additional  years. 

•  Will  the  changes  be  linked  to  eligibility  for  Social  Security?  Will  there  be  a  smaller 
package  or  early  retiree  benefits  similar  to  the  Social  Security  policy? 

•  Will  employers  pick  up  the  cost  for  the  extra  years  of  coverage  for  those  in  retiree 
health  plans?  What  is  the  cost  of  that  provision  for  employers? 

•  Will  private  insurers  be  required  to  sell  health  benefits  to  those  elderly  individuals 
who  are  not  covered  under  employer  plans  but  are  not  yet  eligible  for  Medicare? 
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Benefits:  Finally,  if  we  are  to  make  Medicare  more  like  tiie  typical  health  plans 
operating  in  the  private  market,  we  need  to  confront  the  realit>'  that  the  Medicare 
benefits  fell  fer  short  of  the  benefits  t>-pical  of  xhs  plans  offered  by  the  large 
purchasers.  For  example,  prescription  drugs  and  preventive  services  common  to  health 
insurance  coverage  for  those  under  65  are  lacking  in  Medicare.   Is  the  Congress  going 
to  proceed  to  truly  modernize  Nfedicare  -  even  in  areas  where  benefits  should  be 
increased?  How  will  such  benefit  impro\  ements  be  funded  in  light  of  the  budget 
targets? 

SmicturaJ  Changes  in  Medicare  and  the  Budget 

^Tiile  structural  changes  in  Medicare  can  and  should  be  pan  of  the  program's  future, 
many  of  the  changes  under  consideration  pose  hazards  to  beneficiaries  -  present  and 
future.  This  is  particularly  true  when  proposals  are  \iewed  in  the  light  of  the 
extraordinarv-  targets  set  in  the  current  Budget  Resolution.  Looking  ahead  just  a  few 
years  it  seems  legitimate  to  question  whether  Medicare  can,  in  feet,  provide  its 
standard  benefits  (whether  in  traditional  fee-for-service.  voucher,  managed  care  or 
MSA  plus  catastrophic  coverage  plans  )  for  the  amount  the  program  will  pay. 
Fundamentally,  a  question  that  we  all  fece  today  is  whether  in  the  future  the  Medicare 
program  will  continue  to  provide  a  health  care  plan  on  which  older  and  disabled 
Americans  can  rely. 

Older  Americans  rely  on  Medicare  as  their  health  care  plan,  but  they  also  view  it  as  a 
cornerstone  of  their  financial  secxirity.  If.  in  the  future,  the  program  no  longer  pays  for 
die  costs  of  needed  health  care,  and  these  costs  are  simply  shifted  onto  beneficiaries,  all 
the  structural  ■^reforms"  may  have  succeeded  in  lowering  the  federal  govemmeni's 
costs,  but  they  will  not  have  achieved  ±e  goal  of  providing  quality,  affordable  care 
smarter  and  more  efficiently  than  we  do  today. 

Mr.  Chairman,  all  of  us  share  in  the  desire  for  strong  and  viable  Medicare  program, 
now  and  in  the  fumre.  The  program  does  need  to  be  modernized,  and  its  financial 
stability  does  need  to  be  strengthened.  The  time  to  stan  is  this  year;  and  the  way  to 
start  is  to  make  specific,  incremental  changes.  We  look  forward  to  working  with  you 
and  other  Members  of  Congress  in  that  effort. 
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Chairman  Thomas.  Thank  you  very  much,  Dr.  Braun.  I  thank 
the  panel. 

Does  the  gentlewoman  from  Connecticut  wish  to  inquire? 
Mrs.  Johnson.  Thank  you. 

I  thank  the  panel  for  their  input.  I  am  pleased  to  be  part  of  a 
Subcommittee  and  of  a  Congress  that  is  confronting  the  seriousness 
of  the  crisis  in  Medicare.  As  a  Member  of  this  Subcommittee,  we 
heard  that  testimony  2V2  years  ago.  We  heard  that  testimony  4V2 
years  ago.  We  would  have  been  in  a  far  better  position  to  solve 
these  problems  had  we  been  willing  to  start  earlier,  and  we  were 
not  willing  to  start  earlier.  So  we  do  have  a  very  serious  problem 
now. 

I  also  want  to  put  on  the  record  that  there  is  not  any  disagree- 
ment about  how  we  can  save  $180  to  about  $200  billion  over  7 
years.  It  is  basically  the  last  $50  or  $60  billion  over  7  years  that 
is  difficult  and  that  we  need  your  help  on  and  we  need  to  listen 
to  you  on,  so  that  we  can  do  that  constructively.  It  is  a  program 
that  spends  $180  billion  a  year.  The  $50  billion  over  7  years  is 
something  that  I  think,  if  we  work  well,  we  can  do  it  together. 

I  would  say,  Dr.  Braun,  that  your  comments  on  the  issue  of  co- 
payments  for  home  care  are  very  well  taken.  As  an  example  of 
what  working  together  can  accomplish,  I  would  have  to  say  that 
the  home  care  industry  is  also  conscious  of  how,  as  home  care  ex- 
penditures are  rising,  fraud  is  developing.  They  will  tell  you  that 
themselves.  They  have  offered  us  some  very  constructive  sugges- 
tions about  how  we  can  do  this  right.  That  is  the  direction  that 
many  of  us  are  thinking,  and  any  input  you  have  on  that  I  would 
appreciate. 

I  want  to  ask  you  three  or  four  short  questions  that  come  out  of 
my  conversations  with  seniors  in  my  district  through  my  senior  cit- 
izen centers  and  town  meetings  and  things  like  that. 

First  of  all,  one  of  them  suggested,  and  everyone  else  agreed, 
that  seniors  who  smoke  ought  to  pay  a  different  premium  than  sen- 
iors who  do  not  smoke.  Yes  or  no? 

Dr.  Braun.  I  think  that  is  an  interesting  concept.  I  wonder 
whether  administratively  it  would  be  worth  going  into,  but  I  must 
say  it  is  an  interesting  concept  that  we  ought  to  think  about. 

Mrs.  Johnson.  Well,  it  is  one  I  do  want  to  think  about,  because 
I  think  it  has  some  merit,  but  it  is  not  easy. 

The  second  thing  that  they  propose  is  that  they  be  a  part  of  the 
fraud  team. 

Dr.  Braun.  I  think  that  is  very  important,  very  important. 

Mrs.  Johnson.  We  have  never  done  that.  In  fact,  one  of  my  frus- 
trations as  a  Member  of  Congress  is  that  I  have  had  seniors  come 
to  me  with  concrete  evidence,  and  I  have  not  been  able  to  get  the 
government,  because  no  government  in  Washington  can  possibly 
deal  at  that  level  to  go  after  concrete  evidence  of  overbilling  and 
of  fraud  and  abuse. 

So  I  think  helping  to  develop  an  instrument  through  which  sen- 
iors themselves  can  say  this  was  not  a  service  delivered  and  that 
they  can  get  some  benefit,  be  part  of  the  winning  team  when  we 
save  that  money  would  be  an  important  contribution  to  a  reformed 
Medicare  Program. 

Dr.  Braun.  I  would  agree. 
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Mrs.  Johnson.  You  have  no  objection  to  that,  I  assume. 

The  other  thing  that  they  keep  saying  to  me  over  and  over  again 
is,  Look,  higher  income  earners  pay  more  because  we  have  Ufted 
the  cap  on  income.  I  did  not  initiate  this,  but  they  say  it  to  me  and 
I  have  now  run  for  office  five  times  on  the  position  that  higher-in- 
come seniors  ought  to  carry  more  of  their  part  B  premium  costs, 
because  that  is  paid  75  percent  by  the  taxpayers. 

I  do  not  have  any  problem  with  that.  My  seniors  do  not  have  any 
problem  with  that.  That  is  one  way  we  can  strengthen  the  system 
and  preserve  a  strong  care  giving  system  for  seniors  earning 
$11,000  and  $15,000,  and  so  on  and  so  forth.  Do  you  have  any 
problem  with  that? 

Dr.  Braun.  I  think  that  is  something  that  certainly  needs  to 
come  into  this  discussion.  But  I  would  say,  Congresswoman,  that 
if  we  are  going  to  consider  that,  we  also  ought  to  consider  the  Fed- 
eral subsidies  to  the  younger  generation  who  have  very  high  in- 
comes and  whose  health  costs  are  tax  exempt.  I  think  high-income 
individuals  across  the  board  should  be  considered  if  we  are  think- 
ing of  income  relating  Medicare  part  B.  But  I  certainly  think  that 
is  one  of  the  considerations. 

Mrs.  Johnson.  We  do,  of  course,  take  into  account  income.  The 
high  earners  pay  more  into  Medicare. 

Dr.  Braun.  You  are  right,  that  is  one  place  that  Medicare  is  al- 
ready income  related  in  the  sense  that  higher  income  individuals 
are  paying  more  into  the  program.  But  the  fact  that  those  under 
65,  even  if  they  are  a  millionaire  and  have  a  very  fancy  health  care 
benefits  package,  have  health  care  benefits  that  are  totally  tax  ex- 
empt. That  is  money  that  the  Federal  Grovemment  is  not  getting, 
and  that  is  really  a  Federal  subsidy  to  wealthy  people.  So  maybe 
we  should  be  considering  that,  if  we  are  going  to  consider  income 
relating  Medicare. 

Mrs.  Johnson.  That  is  an  interesting  concept,  Dr.  Braun,  and 
useful. 

I  thank  the  panel  for  your  comments  today. 
Chairman  Thomas.  I  thank  the  gentlelady. 
The  gentleman  from  California. 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  thank  the  panel  for  their  testimony.  I  think  it  is  important  to 
remind  the  seniors — and  I  hope  you  will  all  respond  to  those  mem- 
bers in  your  organization — that,  however  you  classify  these  $270 
billion  in  cuts,  ostensibly  the  Republicans  will  tell  you  it  is  to  save 
Medicare.  They  do  not  want  us  to  talk  about  saving  Social  Security, 
because  they  remember  that  the  seniors  will  recall  that. 

They  will  not  tell  us  how  many  years  that  check  is  going  to  be 
good  for.  Save  it  for  2  years,  4  years?  I  do  not  know  what  their  goal 
is.  That  has  not  been  suggested.  But  there  is  a  goal  to  give  a  mas- 
sive $285  billion  tax  cut  to  the  very  richest.  They  talk  about  bal- 
ancing the  budget  in  7  years  and  cutting  $270  billion  out  of  Medi- 
care in  7  years.  You  begin  to  think  that  maybe  there  is  some  rela- 
tionship here. 

Are  they  cutting  $270  billion  out  of  Medicare  to  pay  for  the  $285 
billion  tax  cut  to  the  richest  1  percent  of  the  people  in  this  country? 
I  would  suspect  so. 
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Now,  it  is  interesting  to  note  that  there  is  a  clarion  ca'l  for  us 
to  march  and  hurry  up  to  save  Medicare.  But  these  same  people 
who  are  babbling  on  about  saving  Medicare  just  last  year  suggested 
that — 11  of  the  Republicans  on  Ways  and  Means  last  year  said— 
and  these  were  far  smaller  cuts,  I  might  add — that  the  additional 
massive  cuts  in  reimbursement  provisions  proposed  in  this  bill,  it 
was  a  bill  we  wrote,  will  reduce  the  quality  of  care  for  the  Nation's 
elderly.  That  was  11  Republicans  on  this  Subcommittee  talking 
about  $160  billion  in  cuts,  and  this  year  they  are  talking  about 
$270  billion. 

One  current  Member  made  the  following  charge  last  year,  a  Re- 
publican: "I  just  don't  believe  that  quality  of  care  and  availability 
of  care  can  survive  these  additional  cuts."  They  are  less  cuts  than 
they  are  suggesting  this  year.  "And  that  is  the  price  that  is  going 
to  have  to  be  paid  to  pay  for  these  cuts."  That  was  last  year.  This 
is  this  year,  with  bigger  cuts. 

Mr.  Shaw,  who  is  not  here  today,  made  the  following  indictment: 
"The  Medicare  cuts  proposed  by  the  President" — ^that  was  last 
year — ^" would  devastate  the  Medicare  Program.  The  Subcommittee 
must  not  approve  these  destructive  Medicare  cuts."  Yet,  he  is  sup- 
porting much  more  massive  cuts  this  year. 

A  Republican  Member  of  the  Health  Subcommittee  this  year  and 
last  year  commented:  "I  would  love  to  believe  that  we  could  achieve 
the  level  of  cuts  you  have  in  this  bill" — referring  to  the  bill  that  Mr. 
Gephardt  and  I  introduced  last  year  with  far  fewer  cuts.  "But,"  this 
Republican  goes  on  to  say  last  year,  "history  tell  us  that  isn't  pos- 
sible." 

Now,  we  would  have  achieved  $168  billion  in  Medicare  savings, 
every  penny  of  which  would  have  been  redirected  to  the  health  care 
system,  not  to  tax  cuts  for  the  rich.  This  year,  the  Republican  pro- 
posal, these  same  Republicans  who  are  crying,  anguish  cries  urging 
you,  are  now  prepared  to  reduce  Medicare  spending  by  $283  billion 
and  give  all  of  it  to  the  very  richest  people  in  this  country,  cer- 
tainly not  the  Medicare  beneficiaries. 

So  I  hope  that  you  will  respond  to  your  Members  to  let  them 
know,  and  not  these  Johnny-come-latelys  who  are  the  mail  order 
newcomers  to  this  crowd  who  are  basically  Republican  shills  trying 
to  sell  themselves  as  representatives  of  the  American  seniors  by 
buying  out  Viguerie  and  some  of  those  shysters,  but  I  am  talking 
about  respectable  representatives  of  the  seniors. 

Please  let  your  members  know  that  the  Republicans  are  increas- 
ing the  cuts  by  hundreds  of  millions  of  dollars  and  trying  to  con- 
vince the  seniors  this  will  save  Medicare,  when  really  what  it  will 
do  is  destroy  medical  education,  destroy  care  for  the  poor,  destroy 
quality  of  care,  restrict  their  choice.  Your  members  will  no  longer 
be  able  to  go  to  see  the  doctor  they  want  to  see.  The  Republican 
plan  is  to  herd  them  into  these  cattle-car  approaches  of  managed 
care  where  they  will  be  forced  to  be  restricted.  So  spread  the  word. 
It  is  important  and  they  should  know  who  is  doing  this  to  them. 

Chairman  Thomas.  The  gentleman  from  Louisiana. 

Mr.  McCrery.  I  thank  the  Chairman  for  recognizing  me  to  ask 
questions  like  my  colleague  from  California. 

There  is  one  big  difference,  of  course,  from  last  year  to  this  year, 
and  that  is  that  this  year  the  Republicans  are  in  control,  and  last 


91 


year  Democrats  were  in  control.  You  certainly  did  not  have  a  his- 
tory that  would  lead  one  to  believe  we  could  make  those  kinds  of 
cuts  without  gutting  the  provider  community  and  further  damaging 
patient-doctor  or  patient-hospital  relationships.  So  that  is  a  big  dif- 
ference that  exists  this  year. 

We  are  talking  about  making  fundamental  changes  for  the  first 
time  since  1965  in  the  Medicare  Program,  not  simply  cranking 
down  the  reimbursement  rates,  which  was  the  modus  operandi  of 
the  Democrats  in  control  of  this  Subcommittee  and  the  Full  Com- 
mittee and  the  Congress  since  1965. 

So  there  is  a  big  difference.  And  that  seems  to  be  something  that 
the  Minority  cannot  quite  get  through  its  head,  that  we  are  talking 
about  making  fundamental  changes  in  the  program.  They  are  ac- 
customed to  looking  at  everything  with  blinders  on  and  crunching 
numbers  and  relating  everything  to  the  per  capita  expenditure  for 
the  beneficiary. 

What  we  are  talking  about  for  the  first  time  is  making  changes 
in  how  the  care  is  delivered,  how  consumers  of  health  care  react 
to  the  delivery  of  health  care  and  the  cost  of  health  care,  so  that 
savings  will  be  accomplished.  These  savings  will  not  necessarily  be 
in  terms  of  less  quality  or  availability,  but  savings  from  fundamen- 
tal changes  in  how  we  deliver  health  care  in  this  country  and  how 
it  is  paid  for,  not  only  with  the  senior  community,  but,  Ms. 
McSteen,  as  you  pointed  out,  we  are  hopeful  to  make  some  changes 
in  how  health  care  is  delivered  across  the  spectrum. 

By  the  way,  your  testimony  was  interesting  because  you  alluded 
a  couple  of  times  to  the  need  to  get  general  health  care  cost  in- 
creases down,  and  I  agree  with  you.  But  do  you  not  think  that  has 
been  occurring  in  the  private  sector  for  the  last  couple  of  years,  as 
the  last  employer  community,  for  example,  has  been  squeezed? 
They  have  come  up  with  some  innovative  ways  to  get  their  employ- 
ees involved  in  health  programs  and  preventive  care  and  all  kinds 
of  things  that  are  now  paying  dividends  in  terms  of  the  health  sec- 
tor of  this  country. 

So  I  agree  with  you,  but  I  think  some  things  that  the  private  sec- 
tor has  done  we  now  need  to  do  in  the  Medicare  sector  of  the 
health  care  system,  and  that  is  what  we  are  talking  about  trying 
to  do.  But  those  things  that  we  are  talking  about  are  seemingly  for- 
eign to  the  people  that  have  controlled  this  program  for  30  years. 
All  they  want  to  do  is  ratchet  down  the  providers,  and  that  is  why 
many  of  us,  all  of  us  last  year  said  you  cannot  do  it — ^you  cannot 
squeeze  blood  out  of  that  turnip  any  more,  you  are  going  to  have 
to  make  fundamental  changes,  and  they  were  not  about  to  make 
fundamental  changes.  We  are. 

So  I  appreciate  very  much  the  testimony  of  each  of  you.  We  may 
not  agree  on  all  the  details  right  now,  and  we  may  not  agree  on 
the  final  product.  But  at  least  you  have  come  forward  in  a  spirit 
of  cooperation  and  wanting  to  work  with  us  to  arrive  at  some  ap- 
proaches to  solving  the  problems  that  we  all  now  admit  are  in  the 
system. 

There  has  been  a  lot  of  talk  about  the  budget  and  the  budget  res- 
olution. I  freely  admit  that  I  do  not  believe  we  can  as  policymakers, 
responsible  policjnnakers,  allow  any  program  in  the  Federal  Gov- 
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ernment  to  increase  at  10  to  12  percent  every  year,  especially  not 
a  program  as  large  as  Medicare  or  Medicaid,  for  that  matter. 

Yes,  I  admit,  I  will  just  put  myself  out  there  and  take  the  criti- 
cism, it  is  partially  a  budgetary  matter,  but  it  is  also  more  impor- 
tantly a  matter  of  saving  the  government's  ability  to  deliver  to  sen- 
ior citizens  at  least  a  level  of  assurance  that  they  are  going  to  have 
health  care  in  their  later  years.  It  is  about  both  things,  and  I  am 
not  afraid  to  admit  it  is  about  both  things. 

By  the  way,  I  have  had  town  meetings,  meetings  with  seniors  in 
my  district,  and  they  agree  that  the  responsible  approach  is  both 
to  look  at  the  budgetary  impact  and  also  the  quality  of  service  to 
them  as  senior  citizens.  I  think  any  American  that  is  concerned 
about  the  future  of  this  country  would  agree  with  that. 

I  thank  you  all  very  much. 

Chairman  Thomas.  Any  response  to  the  question  by  Mr. 
McCrery? 

[No  response.] 

The  gentleman  from  Maryland. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman  . 

Mr.  McCrery,  I  appreciate  your  frankness  that  the  reforms  and 
changes  are  at  least  in  part  driven  by  budgetary  considerations, 
and  I  think  that  is  the  real  problem  here. 

There  are  many  of  us  on  both  sides  of  the  aisle,  both  Democrats 
and  Republicans,  who  believe  in  looking  at  improvements  and  re- 
forms within  the  Medicare  system.  The  difficulty  which  we  are  op- 
erating under  is  we  are  not  looking  at  reform  for  what  it  will  ac- 
complish. We  are  looking  at  $270  billion  and  how  can  we  achieve 
it.  If  it  happens  to  be  convenient  with  the  reforms,  so  be  it,  but  we 
need  to  achieve  $270  billion  of  savings  because  of  the  budget  that 
the  Republicans  have  passed  that  so  happens  to  equate  to  the  dol- 
lars necessary  for  the  tax  breaks  that  are  in  their  budget  this  year. 

And  that  is  what  has  many  seniors  very  suspect  as  to  whether 
we  are  going  to  see  reform.  What  they  are  worried  about  is  they 
are  going  to  end  up  not  saving  the  Medicare  Trust  Fund,  but  hav- 
ing seniors  have  less  choice  and  paying  more.  If  we  are  only  con- 
cerned about  the  trust  fund,  we  would  be  looking  at  just  Medicare 
part  A.  But  we  are  looking  at  Medicare  part  B.  Medicare  part  B 
has  nothing  to  do  with  the  trust  fund.  Yet,  the  way  this  is  being 
presented,  one  would  think  that  Medicare  part  B  is  also  part  of  the 
problems  of  the  Medicare  Trust  Fund.  It  is  not. 

I  am  going  to  respond  to  Mrs.  Johnson's  point  about  we  have  not 
done  anything.  We  did  change  Medicare  in  the  last  2  years.  We 
have  in  fact,  when  President  Clinton  became  President,  the  trust 
fund  under  Medicare  part  A  was  scheduled  to  be  in  bankruptcy  by 
the  year  1999.  That  is  no  longer  the  case.  We  have  changed  the 
numbers.  We  have  responded  to  it.  So  far  this  year,  all  the  Repub- 
licans have  done  is  take  $87  billion  out  of  the  Medicare  Trust  Fund 
in  their  tax  bill.  So  let  us  talk  about  reform.  We  want  to  work  with 
you  on  reform,  but  we  do  not  want  it  to  be  budget  driven.  I  think 
that  is  a  mistake. 

I  would  like  to  ask  a  very  specific  question  of  Mr.  Boulter  and 
Mr.  Hansen.  Do  you  believe  that  $270  billion  is  the  appropriate 
number  for  Medicare  savings?  Do  you  support  that  number  of  $270 
billion  that  we  must  achieve  in  Medicare  savings?  Do  your  mem- 
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bers  agree  that  $270  billion  is  the  appropriate  number  for  Medicare 
savings  in  this  yearns  budget?  A  yes  or  no  answer  would  be  appre- 
ciated, and  then  you  could  explain  your  yes  or  no. 

Mr.  Boulter.  I  will  go  first,  since  you  mentioned  my  name  first. 
Our  members  agree  that  the  budget  should  be  balanced.  And  once 
they  know  that  Medicare  is  not  being  cut,  that  it  is  actually  in- 
creasing 6  percent  annually  and  that  they  are  actually  getting 
$117,000  more  out  of  the  system  than  they  paid  in,  they  know  that 
cannot  go  on.  If  I  say  do  you  want  to  cut  $270  billion,  they  say  no. 
But  if  I  say  do  you  want  to  increase  your  Medicare  by  6  percent 
and  try  and  save  the  program  and  make  some  reforms  which  will 
change  utilization  patterns  and  hopefully  hold  down  cost,  then  I 
think  they  would  say  yes. 

Mr.  Cardin.  Just  so  I  understand,  in  context  to  the  budget  that 
has  been  passed  by  the  Republicans,  do  you  support  the  $270  bil- 
lion  

Mr.  Boulter.  In  context,  yes,  because  we  do  not  see  any  other 
option. 
Mr.  Cardin.  Mr.  Hansen. 

Mr.  Hansen.  I  would  say  in  context,  yes.  It  is  a  tough  number 
and  it  is  going  to  be  a  challenge.  Quite  frankly,  we  believe  that, 
with  the  right  type  of  reforms,  there  will  probably  be  greater  sav- 
ings than  that.  There  will  be'  savings  that  cannot  be  scored,  but 
there  are  going  to  be  efficiencies  that  are  introduced  that  are  going 
to  make  that  a  lot  less  painful  than  people  are  talking  about. 

Mr.  Cardin.  Do  you  also  agree  then  that  we  can  achieve  greater 
cost  savings,  that  we  can  slow  down  the  growth  rate  of  Medicare 
faster  than  the  private  sector  can  slow  down  the  growth  rate  of 
their  health  care  costs? 

Mr.  Hansen.  Well,  the  private  sector  has  been  slowing  down  its 
health  care  increases  a  lot  faster  than  Medicare  has. 

Mr.  Cardin.  That  is  not  necessarily  the  case.  There  is  disagree- 
ment on  that.  We  think  the  facts  show  that  the  opposite  is  the 
case.  You  all  are  representing  health  care  policy  changes.  Starting 
from  where  we  are  today,  you  believe  that  Medicare  can  grow  at 
a  slower  growth  rate  per  capita  than  private  health  care  costs? 

Mr.  HajSjsen.  I  believe  that  it  can  grow  at  least  at  as  slow  of  a 
rate. 

Mr.  Cardin.  No,  that  is  not  what  we  have  before  us.  We  are 
going  to  achieve  greater  cost  savings  in  Medicare  in  growth  rates 
than  in  private  health  care  costs. 

Mr.  Hansen.  Well,  the  numbers  that  I  have  seen  show  that  in 
the  private  health  care  system  it  is  going  slower.  Now,  I  have  not 
seen  the  ones  you  are  talking  about  and  I  cannot  comment  on  that. 
But  I  believe  that  we  can  match  the  type  of  growth  rates  that  we 
have  in  the  private  sector. 

Mr.  Cardin.  Mr.  Boulter,  can  we  exceed  the  private  sector? 

Mr.  Boulter.  I  disagree  with  your  premise,  in  all  due  respect. 
I  think  the  cost  in  the  private  sector  is  rising  much  slower  than 
the  cost  in  the  public  sector,  and  I  do  think  that  we  can  control  the 
rise  in  cost  in  the  public  sector  by  putting  incentives  into  it  and 
by  bringing  market  forces  to  bear  such  as  competition  and  choice 
and  changing  patterns  of  use  by  giving  control  of  the  funds  to  the 
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seniors  themselves.  I  think  that  will  make  a  real  difference.  That 
is  the  way  the  real  world  is  supposed  to  operate. 

Mr.  Cardin.  Let  me  just  make  the  point.  You  are  not  accepting 
the  CBO  projections.  We  go  by  the  CBO  projections.  The  President 
does  not  like  the  CBO  projections  right  now.  We  go  by  them.  You 
are  not  accepting  that.  If  you  accept  the  CBO  projections,  then 
what  we  are  asking  is  for  Medicare  to  outperform  the  private  sec- 
tor, and  neither  one  of  you  are  addressing  that  question.  Medicare 
can  outperform  the  private  sector  in  the  next  7  years? 

Mr.  Boulter.  I  have  not  studied  the  CBO  report.  I  do  under- 
stand  

Mr.  Cardin.  Yet  the  $270  billion,  which  assumes  a  better  per- 
formance, and  you  are  not  

Mr.  Boulter.  I  do  understand  that  the  private  sector  costs  are 
increasing  at  a  much  slower  rate,  something  like  4  percent  a  year 
than  the  public  sector.  I  have  not  seen  what  you  are  talking  about, 
but  I  know  that  that  is  as  fact. 

Mr.  Cardin.  And  you  can  get  $270  billion  without  knowing  this? 

Mr.  Boulter.  I  am  saying  that  we  can  certainly  keep  Medicare 
costs  from  increasing  whatever  it  is  now,  something  like  10  percent 
a  year.  We  can  hold  that  down  to  a  much  lower  number  by  putting 
market  incentives  and  bringing  market  forces  to  bear  into  the  sys- 
tem. I  believe  that.  Maybe  you  cannot  prove  it  on  paper  by  scoring 
it,  but  I  believe  that. 

Mr.  Cardin.  We  have  market  forces  to  bear  in  the  private  sector, 
do  we  not? 

Mr.  Boulter.  Sir? 

Mr.  Cardin.  We  do  have  market  forces  in  the  private  sector.  I 
think  you  acknowledge  that. 

Mr.  Boulter.  We  do,  and  the  inflation  is  much  less  there  than 
it  is  in  the  public  sector. 

Mr.  Cardin.  But  you  are  reaching  a  conclusion  that  we  can  out- 
perform the  private  sector.  You  do  not  know  the  figures,  but  your 
conclusion  assumes  that.  I  would  just  urge  you,  you  are  represent- 
ing a  group  of  seniors,  please  know  the  facts. 

Mr.  Boulter.  I  think  I  do,  but  there  are  some  facts  that  we  have 
to — ^we  have  to  put  the  system  in  place  before  we  really  know  the 
facts.  I  believe  that  the  free  market  works. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

Mr.  Cardin.  Thank  you. 

Chairman  Thomas.  I  normally  would  not  do  this,  but  rather  than 
wait  for  a  later  time  to  intervene,  I  think  we  do  need  to  know  the 
facts  and  I  think  we  need  to  put  them  into  proper  context. 

One  year  ago,  the  President  said  we  had  to  fundamentally  reform 
our  entire  health  care  system  because  the  private  sector  was  going 
to  increase  at  13  percent  a  year  growth.  They  were  using  3-year- 
old  numbers  to  scare  Americans.  And  when  we  presented  some  of 
the  new  reduced  growth  rates,  the  answer  was.  But  how  do  you 
know  those  are  going  to  continue  into  the  future?  We  now  have  the 
gentleman  from  Maryland  prescient  enough  to  know  what  the  fu- 
ture holds  in  terms  of  growth  rates. 

It  seems  to  me  that  if  you  have  got  Medicare,  I  think  most  people 
agree  that  Medicare  is  currently  increasing  at  a  rate  faster  than 
the  private  sector,  that  there  are  some  earlier  options  available  to 
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us  to  make  some  savings.  But  I  do  think  that  we  should  at  least 
just  1  year  after  the  President  was  talking  about  a  13-percent 
growth  rate  realize  the  private  sector  has  reduced  that  by  more 
than  one-half. 

One  other  statement:  The  gentleman  said  that  part  A  is  not  real- 
ly related  to  part  B  in  terms  of  the  cost-driving  problems,  and  that 
is  not  an  exact  statement.  The  gentleman  does  know  that  there  is 
a  percentage  payment  on  part  B,  and  currently  it  is  $46.10.  If  we 
continue  the  current  growth  rate,  that  same  25  percent  payment  7 
years  from  now  will  be  $113.  That  is  virtually  a  threefold  increase 
in  the  cost  on  the  same  percentage.  So  it  does  in  fact  directly  re- 
late, part  B  directly  relates  to  part  A. 

If  we  can  slow  the  growth  even  as  the  President  has  suggested, 
you  would  have  then  a  smaller  total  number  to  multiply  against. 
It  has  a  direct  relationship  to  part  B.  I  frankly  think  an  increase 
on  seniors  from  $46.10  a  month  to  $113  a  month,  which  is  what 
will  happen  if  we  do  nothing  and  get  a  bankrupt  program  in  the 
bargain,  is  totally  unacceptable.  If  we  can  reduce  that  rate,  if  we 
can  slow  the  growth,  then  the  part  B  premium  will  be  less  than 
projected.  I  believe  there  is  a  direct  relationship  between  the  part 
A  trust  fund  and  the  part  B  program. 

The  gentleman  from  Nevada. 

Mr.  Ensign.  Thank  you,  Mr.  Chairman. 

I  would  like  to  once  again  call  your  attention  to  the  checks  over 
there.  My  colleague  from  California  had  mentioned  that  the  Repub- 
licans did  not  say  how  long  those  checks  would  be  good  for,  and  I 
guess  I  would  submit  that  if  the  Congress  had  not  acted  not  only 
on  Medicare,  but  also  on  the  rest  of  the  budget,  that  none  of  the 
checks  that  the  Federal  Government  writes  in  the  future  would  be 
good. 

That  is  what  we  are  facing.  We  are  facing  the  future  of  our  coun- 
try, and  not  just  with  Medicare,  but  we  are  also  facing  the  future 
of  our  country  in  the  financial  stability  of  our  entire  country  and 
the  way  of  life  that  we  know  it. 

Dr.  Braun,  I  would  like  to  address  a  couple  of  parts  of  your  writ- 
ten testimony.  On  the  means  testing,  reading  in  here,  I  am  not 
really  clear.  IDoes  AARP  support  or  are  they  totally  against  means 
testing  any  or  all  parts  of  Medicare  as  far  as  the  future  is  con- 
cerned? 

Dr.  Braun.  The  AARP  is  against  means  testing.  As  I  mentioned, 
to  some  extent,  the  Hospital  Trust  Fund  and  payroll  taxes,  one 
might  call  them  income  related.  The  higher  income  people  are  al- 
ready putting  a  lot  more  in  and  in  the  end  will  have  the  same  pro- 
gram, hopefully. 

However,  I  think  one  might  differentiate  means  testing  from  in- 
come relating  possibly  with  part  B  premiums,  and  that  I  think  is 
a  subject  that  is  up  for  discussion.  That  is  not  something  we  have 
made  any  definite  decision  on,  as  I  mentioned  to  Congresswoman 
Johnson  before.  But  means  testing,  no,  because  we  have  a  lot  of 
concerns.  If  you  means  test  the  program,  we  know  the  problems 
that  we  have  in  the  Medicaid  system  as  a  means  testing,  but  

Mr.  Ensign.  We  know  that  the  average  Medicare  beneficiary 
takes  a  lot  more  money  out  of  the  system  than  they  ever  pay  in. 
If  it  was  technically  possible  to  somehow  compute  that,  where  they 
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would  get  their  money  out  first  and  then  be  means  tested,  would 
the  AARP  be  against  that? 

Dr.  Braun.  I  would  have  to  withhold  any  decisions  on  that  situa- 
tion. We  would  have  to  talk  about  it  further  and  see  what  it  would 
mean. 

Mr.  Ensign.  It  is  something  that  I  discuss  in  my  townhall  meet- 
ings with  a  lot  of  seniors,  because  most  seniors  at  least  that  rep- 
resent AARP  that  come  to  my  townhall  meetings  are  against 
means  testing,  because  they  feel  they  paid  into  a  system  and  they 
deserve  the  money  back.  I  fully  understand  that  and  support  that 
concept. 

However,  once  they  have  gotten  back  what  they  paid  in,  then 
people  that  are  extremely  wealthy  and  do  not  have  a  lot  of  bills  to 
pay  at  that  point  in  their  life,  I  am  not  sure  that  it  is  not  a  point 
to  at  least  look  at  how  much  money  they  are  making  and  at  that 
point  think  about  means  testing. 

Dr.  Braun.  Also,  I  think  one  of  the  problems  would  be  that  that 
is  sort  of  a  sick  tax.  You  are  going  to  means  test  people  that  get 
sick,  and  the  ones  that  do  not  are  going  to  have  that  problem. 
Somehow  that  goes  against  the  grain. 

Mr.  Ensign.  Also  in  your  oral  testimony,  you  mentioned  that 
$270  billion  is  too  much  too  fast.  How  do  we  know  that  is  too  much 
too  fast?  How  do  we  know?  We  have  not  seen  the  plan.  In  other 
words.  How  do  we  know  we  cannot  achieve  those  kinds  of  savings 
with  fundamental  reform  of  Medicare? 

Dr.  Braun.  I  really  do  not  think  that  is  possible.  But  the  other 
thing  is  that  that  much  is  not  necessary  in  order  to  keep  the  part 
A  trust  fund  solvent  at  least  for  10  years.  That  would  give  you  time 
to  make  structural  changes.  You  are  going  to  have  to  know  a  great 
deal  more  about  many  of  the  options  that  are  being  suggested.  A 
lot  of  these  things  have  never  been  tried.  We  have  no  idea  how 
they  are  going  to  work  out  with  this  population. 

Mr.  Ensign.  A  lot  of  them  have  not  been  tried  with  this  popu- 
lation, but  they  have  been  tried  with  other  retirement  populations, 
because  those  retirement  populations  have  been  part  of  these  other 
plans  that  have  worked.  So  it  is  not  that  these  are  completely 
untested  type  of  programs.  A  lot  of  these  programs  we  know  do 
work  and  indeed  do  save  money. 

But  just  coming  out  with  a  statement  from  AARP  that  this  is  too 
much  too  soon  I  think  is  unfair.  I  think  that  you  should  wait  to 
hold  judgment  until  the  plan  comes  out  and  is  scored.  I  think  we 
all  have  to  work  together  on  this. 

Dr.  Braun.  I  would  agree  with  you. 

Mr.  Ensign.  We  have  to  say  I  have  three  grandmothers  that  are 
totally  dependent  on  Medicare.  We  absolutely  have  to  save  this  sys- 
tem. If  we  do  not  save  the  system,  too  many  people  will  suffer.  So 
what  is  the  best  way  to  fundamentally  long  term  save  the  system? 

Dr.  Braun.  Congressman,  you  could  save  the  system  for  10  years 
with  $110  billion  and  with  that  you  are  buying  yourselves  time  to 
do  a  long  term. 

Mr.  Ensign.  Why  do  potentially  a  short-term  fix,  if  you  can  do 
a  potentially  long-term  fix? 

Dr.  Braun.  Because  you  need  more  experience  with  some  of  the 
things  you  are  suggesting  for  the  long-term  fix. 
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Mr.  Ensign.  Why? 

Dr.  Braun.  Because  we  really  do  not  know  how  they  are  going 
to  work  for  this  population. 
Mr.  Ensign.  We  have  experience  

Dr.  Braun.  We  do  not  have  report  cards,  for  instance,  on  the 
chronic  illnesses.  What  good  is  a  report  card  of  how  many  prenatal 
visits  we  want  to  make  or  how  many  

Mr.  Ensign.  Those  kinds  of  changes  can  be  made  during  the 
progress,  though.  Those  kinds  of  changes  can  be  made  during  the 
next  6  or  10  years.  We  can  make  those  changes,  if  we  see  some- 
thing that  is  not  working.  I  do  not  understand  the  opposition  to 
fundamentally  changing  Medicare  to  be  able  to  save  it  for  the  long 
term,  shoot  long  term,  have  long-term  thinking. 

Dr.  Braun.  We  need  to  do  that,  but  I  do  not  think  we  need  to 
do  it  immediately.  We  need  to  buy  ourselves  more  time  in  order  to 
sit  down  and  work  out  what  is  going  to  be  the  best.  And  we  are 
learning,  because  we  are  getting  more  seniors  into  managed  care. 
We  are  learning  gradually  more  about  that  situation,  and  I  think 
that  we  just  need  to  buy  a  little  more  time  and  then  immediately 
sit  down  and  work  out  long-term  solutions,  but  buy  ourselves  3  or 
4  years  to  do  that. 

Mr.  Ensign.  The  only  thing  I  would  caution,  just  to  finish,  Mr. 
Chairman,  is  that  it  reminds  me  of  what  happens  if  you  do  not  aim 
for  a  target,  you  are  bound  not  to  hit  it.  Sometimes  if  you  do  not 
set  goals,  if  you  do  not  set  your  mindset  right,  the  thinking  toward 
fundamental  change  and  fundamental  solutions  long  term,  if  you 
set  for  a  10-year  solution,  you  can  fix  that.  But  if  you  looked  for 
a  longer  term  solution  and  a  fundamental  saving  of  Medicare  over 
a  longer  period  of  time,  I  think  you  have  a  much  better  chance. 

Dr.  Braun.  We  need  this,  and  if  you  put  it  off,  you  do  not  want 
to  just  totally  forget  about  it  just  because  you  have  got  it  saved  for 
a  few  years,  no,  you  need  long  term. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

The  gentleman  from  Wisconsin. 

Mr.  Kleczka.  Mr.  Chairman,  I  have  a  series  of  questions,  so  I 
would  like  some  quick  answers  from  the  panel.  But  I  would  like  to 
say.  Dr.  Braun,  that  we  have  a  lot  of  discussion  in  this  Subcommit- 
tee on  Medicare  Select,  and  it  looks  and  smells  like  a  good  pro- 
gram. We  have  extended  it.  One  of  the  pilot  States  is  my  State  of 
Wisconsin.  But  in  your  response,  you  indicated  let  us  not  rush 
headlong  into  this,  not  knowing  what  is  going  to  happen. 

We  have  had  some  years  of  experience  in  Medicare  Select  and  we 
have  found  that  the  government  has  not  saved  any  money  from  the 
programs.  So  I  agree  with  you,  if  we  put  our  entire  population  of 
Medicare  folks  into  HMOs  and  we  do  not  save  $270  billion,  the  sys- 
tem blows  up.  We  had  some  experience  with  Medicare  Select  where 
the  beneficiaries  are  happy,  but  the  government  is  not  saving  any 
dollars.  Now,  maybe  over  the  long  run  we  will. 

A  couple  of  questions  of  Mr.  Hansen  and  Mr.  Boulter.  First  of  all, 
in  answer  to  Congressman  Cardin,  you  both  agreed  that  the  $270 
billion  reduction  in  Medicare  expenditures  is  doable.  You  also  agree 
with  the  plan  by  the  American  Medical  Association  where  cost  con- 
trols will  be  taken  off  physicians.  In  fact,  their  plan  indicates  that 
physicians  will  be  receiving  some  $14  billion  more. 
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Mr.  Hansen.  Actually,  I  thought  that  all  of  the  ideas  have  come 
through  in  the  panel  before. 

Mr.  Kleczka.  No,  just  the  one.  I  have  only  a  limited  amount  of 
time.  Physicians  are  advocating  no  cost  limits  on  doctors'  billings. 
Does  your  group  agree  with  that? 

Mr.  Hansen.  I  would  not  be  prepared  to  say.  We  do  not  have  any 
specific  comment  on  that.  I  think  the  plan  has  to  be  looked  at. 

Mr.  Kleczka.  Mr.  Boulter,  does  your  group  have  any  opinion  on 
taking  any  cost  controls  off  physician  services? 

Mr.  Boulter.  We  do  not  endorse  the  AMA  plan,  but  we  do  not 
think  the  answer  is  just  to  keep  

Mr.  Kleczka.  Just  that  portion  of  it  I  am  asking  about. 

Mr.  Boulter.  We  do  not  believe  in  cost  controls.  Representative 
Kleczka. 

Mr.  Kleczka.  So  doctors  charge  whatever  they  want — whatever 
the  

Mr.  Boulter.  We  believe  in  the  marketplace.  We  do  not  believe 
in  government  controls. 
Mr.  Kleczka.  Right.  Good. 

I  am  aware  that  you  surveyed  your  members  and  you  asked  the 
question  of  whether  or  not  your  members  oppose  cutting  Medicare 
by  $233  billion  or  more.  Could  you  give  the  Subcommittee  the  out- 
come of  that  survey? 

Mr.  Boulter.  I  do  not  have  the  exact  figures  on  that,  but  I  can 
get  them.  Would  you  restate  the  question? 

Mr.  Kleczka.  The  question  that  you  asked  your  members.  Do 
your  members  oppose  cutting  Medicare  by  $233  billion  or  more?  It 
was  much  less  than  $270  billion.  This  survey  that  you  sent  out  to 
your  members,  do  you  recall  what  the  outcome  of  that  survey  was? 

Mr.  Boulter.  I  will  have  to  get  that  for  you.  I  will  give  it  to  you. 

Mr.  Kleczka.  64  percent  oppose  that,  and  19  percent  supported 
it.  So  I  am  assuming  that  if  you  would  ask  the  $270  billion  cut 
question,  probably  more  than  64  percent  might  oppose  it.  But  you 
come  here  saying  you  are  representing  your  group,  while  they  are 
opposing  even  an  amount  of  $233  billion. 

Mr.  Boulter.  I  appreciate  the  question.  I  am  trying  to  answer 
it,  when  Mr.  Cardin  asked  roughly  the  same  question.  If  you  say 
to  seniors,  our  seniors  or  anybody  else's  seniors.  Do  you  want  your 
benefits  cut?,  Do  you  want  your  premiums  to  go  up?.  Do  you  want 
all  of  that?,  they  say  no.  If  you  say  do  you  want  a  check  for  zero 
in  2002,  or  do  you  want  a  check  for  $6,700,  they  want  the  check 
for  $6,700. 

Mr.  Kleczka.  That  is  a  figment  of  your  imagination. 

Mr.  Boulter.  No,  I  think  that  is  a  real  situation. 

Mr.  Kleczka.  Dr.  Braun,  I  have  a  postcard,  I  received  one  post- 
card from  a  member  of  the  Senior  Coalition,  and  in  the  last  para- 
graph of  the  postcard  the  person — it  is  a  preprinted  postcard — the 
person  signed  this  statement:  "I  oppose  any  plan  to  turn  Medicare 
into  an  AARP-style  health  care  program.  We  need  to  open  up  Medi- 
car3  to  free  market  reforms  .  .  . ." 

My  indication  of  your  testimony  was  that  AARP  does  support 
your  changes  in  the  Medicare  Program,  and  I  am  sort  of  perplexed 
why  this  one  senior  group  would  be  going  after  another  senior 
group.  Have  you  seen  this  postcard? 
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Dr.  Braun.  I  have  and  I  have  requested  

Mr.  Kleczka.  What  is  going  on  here? 
Dr.  Braun.  You  would  have  to  ask  them. 
Mr.  Kleczka.  You  do  not  know? 
Dr.  Braun.  I  do  not  know. 

Mr.  Kleczka.  Mr.  Hansen,  what  is  going  on  here? 

Mr.  Hansen.  Last  year,  the  AARP  supported  and  endorsed  the 
health  care  plans  that  most  seniors  did  not  support  and  we  do  not 
want  to  see  Medicare  pushed  that  much. 

Mr.  Kleczka.  Well,  that  was  the  health  care  plan  that  this  Sub- 
committee worked  on  which,  in  effect,  cut  $160  billion  under  Medi- 
care, put  the  bulk  of  those  dollars  back  in  through  expanded  physi- 
cian or  prescription  coverage,  and  so  forth,  and  the  Republican 
Members  oppose  that.  Now  we  are  looking  at  $270  billion,  and  you 
think  your  seniors  are  going  to  buy  that,  when  you  claim  they  did 
not  support  the  $160  billion  last  year? 

Mr.  Hansen.  It  is  a  fundamental  different  way  of  going  about  it. 
We  would  not  be  supporting  this,  if  all  Congress  were  doing  is  talk- 
ing about  going  in  and  chopping.  But  the  idea  of  going  in  and  actu- 
ally making  reforms  to  allow  people  to  have  more  choices  and  more 
options  we  think  are  actually  fairly  

Mr.  Kleczka.  If  you  take  off  the  controls  like  we  talked  about 
for  physicians,  that  out-of-pocket  expenditure  for  your  seniors  is 
going  to  go  right  through  the  roof.  Where  are  they  going  to  get  the 
money  from,  I  do  not  know.  It  is  nice  to  show  a  check  here  in 
2002 — I  cannot  see  it — of  over  $6,000,  but  that  is  based  on  a 
growth  of  4.6  percent  in  that  voucher.  However,  I  know  full  well 
that  medical  health  care  costs  are  going  to  grow  at  6,  7  percent  and 
possibly  higher. 

In  fact,  I  recently  met  with  some  health  officials  in  my  district, 
in  Milwaukee,  Wisconsin,  and  they  indicated  to  me — and  we  are 
going  to  have  some  experts  on  other  panels — they  indicated  to  me 
that  1995  health  care  costs  are  running  at  a  15-percent  increase. 
Now,  we  are  not  going  to  know  the  actual  ending  percentage  until 
the  end  of  the  year,  and  we  are  not  going  to  know  the  effect  on  pre- 
miums until  next  year. 

But,  my  friends,  the  pressure  is  off  for  any  major  health  care  re- 
form. When  it  was  on,  yes,  we  saw  a  3-  and  4-percent  health  care 
inflation.  The  pressure  is  off.  The  health  care  provider  folks  are 
getting  reimbursed.  I  think  no  one  is  watching,  and  we  see  today — 
and  you  can  respond,  if  you  know  better  or  worse — that  health  care 
costs  are  rising  this  year  at  15  percent. 

If  you  get  a  15-percent  inflation  a  couple  of  years  during  that  7- 
year  period,  that  $6,000  is  not  going  to  buy  much,  if  anything.  If 
that  is  the  voucher  that  we  send  to  seniors  under  this  new  system 
or  this  new  guise,  I  know  full  well  that  we  will  wipe  them  out  with 
one  illness,  because  the  rest  is  going  to  have  to  come  from  out  of 
pocket. 

Providers  are  not  going  to  accept  less  just  to  be  generous.  They 
do  today,  because  we  make  them  or  they  are  forced  to.  But  once 
we  take  the  curbs  off  and  inflation  at  15  percent  for  a  couple  of 
years,  we  are  going  to  have  a  real  problem,  no  matter  what  that 
amount,  especially  if  it  is  only  $6,000. 

Ms.  McSteen,  do  you  want  to  respond  to  that? 
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Ms.  McSteen.  I  think  it  is  essential  that  we  address  these  prob-  I 
lems  and  with  some  reason.  We  do  recognize,  and  I  think  my  testi- 
mony reflects,  that  Medicare  is  a  colossal  system  and  it  must  be  , 
looked  at  like  others.  We  would  certainly  plead  for  consideration  of  1] 
those  seniors  who  really  have  not  had  an  opportunity  to  be  exposed 
to  other  voucher  systems,  MSAs,  or  whatever. 

I  think  even  though  we  have  Medicare  Select,  we  still  have  to 
have  some  more  experiments  and  some  test  States  before  we  can 
say  to  the  very  vulnerable  senior — not  all  seniors  are  the  same,  but 
to  the  most  vulnerable,  that  we  want  to  make  certain  that  out-of- 
pocket  increase  does  not  become  prohibitive.  It  is  already  a  problem 
in  home  and  community  care.  The  challenges  of  extra  out-of-pocket 
costs  will  only  severely  impact  those  individuals  who  can  do  better 
at  home  and  for  less  expense. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

I  want  to  thank  the  panel.  We  will  recess  

Mr.  Gibbons.  Are  we  through  or  what  are  we  doing? 

Chairman  Thomas.  I  am  sorry,  Sam,  I  did  not  know  you  had 
come.  We  were  going  to  recess  for  1  hour  and  come  back  at  1 
o'clock.  I  checked  with  the  guests  to  the  Subcommittee.  You  were 
not  here  at  the  time  that  I  checked.  If  the  gentleman  would  like 
to  inquire  

Mr.  Gibbons.  Dr.  Braun  is  almost  a  neighbor  of  mine.  I  used  to 
go  hunting  up  there  at  Spring  Hill,  in  that  area.  I  wanted  to  wel- 
come you.  You  give  us  wise  words  of  wisdom  there. 

Yes,  none  of  us  are  defending  the  status  quo.  We  ought  to  be 
looking  at  long-term  changes  in  the  Medicare  Program,  although  I 
do  not  think  anybody  has  got  any  magic  in  it.  People  do  get  old  and 
they  do  get  sick  and  Medical  science  moves  ahead.  But  nobody 
knows  what  is  really  ahead  for  us  except  eventually  we  will  die  and 
dying  is  awfully  expensive  in  our  society. 

What  worries  me  about  what  I  see  here.  Dr.  Braun,  is  that  we 
are  going  to  do  this  in  reconciliation.  We  are  going  to  change  a  pro- 
gram that  39  to  40  million  people  are  involved  in.  Eight  million  of 
them  are  women  with  incomes  of  less  than  $8,000  a  year,  and  we 
are  going  to  throw  them  into  HMOs,  which  are  in  some  places  ef- 
fective. In  Florida,  we  have  had  some  horrible  examples  of  what 
HMOs  can  do  to  people. 

I  was  going  to  make  a  political  speech.  The  Republicans  have 
been  predicting  the  demise  of  this  program  before  it  was  adopted, 
but  I  will  not  make  that  speech.  But  we  are  not  going  to  take  it 
up  in  this  Subcommittee  until  after  the  recess,  which  means  the 
middle  of  September,  and  we  are  going  to  have  completed  it  by  the 
end  of  September,  along  with  all  the  other  things  we  do. 

Frankly,  I  have  not  seen  a  program  yet  that  my  friends  on  the 
Republican  side  are  going  to  put  forward.  They  have  got  the  votes. 
If  I  were  you  all,  I  would  really  hold  on  and  scream  for  help,  be- 
cause we  are  all  going  to  need  it.  Nobody  around  here  is  smart 
enough  to  understand  all  the  changes  that  ought  to  be  made  in 
that  short  a  period  of  time,  and  we  just  have  not  seen  any  paper, 
we  have  not  seen  any  program,  we  have  not  seen  any  design,  and 
we  are  going  to  swallow  it  all  in  1  week  or  so. 

So  I  will  be  calling  you  up  there  in  Spring  Hill.  Thank  you  for 
coming. 
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Mr.  McSteen.  Thank  you,  Congressman. 

Chairman  Thomas.  I  thank  the  gentleman  from  Florida. 

Obviously,  we  are  going  to  be  moving  forward  in  the  legislative 
process.  That  is  why  we  have  held  almost  a  dozen  and  a  half  hear- 
ings, and  we  are  going  to  hold  a  significant  number  yet  to  come. 
I  can  assure  the  gentleman  from  Florida  that  we  will  provide  him 
with  paper  over  a  longer  period  of  time  than  the  usual  48  hours, 
and  I  will  place  in  the  record  the  timeframe  between  when  we  were 
given  paper  on  Chairmen's  marks  on  major  massive  pieces  of  legis- 
lation in  which  there  were  24-  and  48-hour  periods.  And  I  want  to 
assure  the  gentleman  from  Florida  that  we  will  not  do  that.  So  he 
can  rest  assured  there  will  be  plenty  of  time  when  we  finish  the 
work  product  to  be  able  to  take  a  long  look  at  it,  as  we  continue 
these  hearings. 

One  other  point  I  want  to  make  just  for  the  record.  It  is  my  un- 
derstanding that  Medicare  Select  was  never  scored  as  a  program 
that  was  supposed  to  provide  savings.  It  was  scored  for  the  pur- 
poses of  offering  a  choice  structure  under  the  Medigap  Program. 
And  if  it  was  going  to  save  money,  that  would  have  been  serendip- 
ity, because  it  was  never  structured  for  that  purpose. 

Mr.  Kleczka.  Mr.  Chairman,  would  you  yield  on  that? 

Chairman  Thomas.  The  gentleman  from  Wisconsin. 

Mr.  Kleczka.  Nevertheless,  I  think  it  is  in  order  to  ask  the  ques- 
tion which  I  did  of  HCFA  when  they  were  here.  But  the  point  re- 
mains that  if  in  fact  we  are  going  to  move  the  bulk  of  the  popu- 
lation or  a  majority  of  the  population  of  the  Medicare  folks  into  a 
Medicare  Select  or  an  HMO-type  system  and  we  end  up  saving  no 
dollars,  where  on  God's  Earth  are  you  going  to  get  your  $270  bil- 
Uon? 

Chairman  Thomas.  I  would  tell  the  gentleman  that  if  he  would 
look  at  the  current  Medicare  Program,  the  way  in  which  they  score 
the  risk  selection  is  95  percent  of  the  fee-for-service  structure 
which  does  not  give  you  any  indication  of  the  kinds  of  administra- 
tive savings  or  other  savings  that  are  going  on  in  the  private  sec- 
tor. 

If  he  wants  to  find  savings,  he  should  at  least  support  the  idea 
of  a  choice  mechanism  within  Medicare  which  does  not  tie  itself  to 
such  an  arbitrary  funding  mechanism  as  95  percent  of  the  fee-for- 
service.  So  there  apparently  is  some  groundwork  that  we  can  work 
together  on  to  create  a  system  that  truly  reflects  the  kinds  of  sav- 
ings in  the  private  sector  that  would  be  reflected  in  a  Medicare 
Program  that  had  a  choice  for  seniors. 

Mr.  Kleczka.  One  further  response  to  the  Chairman.  I  would 
like  to  join  with  the  Chairman  and  support  that  concept.  But  if  in 
fact  it  does  not  get  us  to  the  goal,  and  let  us  say  it  is  a  10-year 
or  15-year  savings  plan  with  that  type  of  a  shift,  then  we  are  going 
to  have  to  look  at  other  options  for  the  7  years,  and  I  do  not  think 
we  can  sell  the  populous  effect  that  this  will  occur  in  7  years,  if 
all  our  data  says  it  is  going  to  take  longer. 

Chairman  Thomas.  I  would  tell  the  gentleman  that  some  wise 
man  one  time  said  that,  in  fact,  going  is  the  goal,  and  if  you  do 
not  start,  you  do  not  start  going. 

The  Subcommittee  stands  in  recess  until  1  o'clock,  at  which  time 
we  will  take  up  the  other  two  panels  on  today's  agenda. 
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[Whereupon,  at  12:17  p.m.,  the  Subcommittee  was  in  recess,  to 
reconvene  at  1  p.m.,  the  same  day.] 

Mr.  Ensign  [presiding].  Let  us  reconvene  the  Subcommittee 
hearing. 

We  have  the  next  panel  before  us  testifying:  Richard  Davidson, 
president  of  the  American  Hospital  Association;  and  Thomas 
Scully,  president  and  chief  executive  officer  of  the  Federation  of 
American  Health  Systems. 

We  welcome  you  both.  Mr.  Davidson,  why  don't  you  proceed  with 
your  testimony. 

STATEMENT  OF  DICK  J.  DAVIDSON,  PRESIDENT,  AMERICAN 
HOSPITAL  ASSOCIATION 

Mr.  Davidson.  Thank  you,  Mr.  Chairman. 

Grood  afternoon.  I  am  Dick  Davidson,  president  of  AHA,  the 
American  Hospital  Association.  AHA  includes  in  its  membership 
some  5,000  hospitals,  health  care  systems  and  networks,  and  other 
providers  of  care  all  across  America. 

Just  to  open,  Mr.  Chairman,  many  of  your  constituents  back 
home  are  going  to  be  taking  to  the  road  this  summer  on  their  vaca- 
tions, and  you  can  bet  they  do  not  want  to  start  their  trips  without 
a  map  to  kind  of  guide  them  on  their  way.  And  I  think  Congress 
has  made  a  clear  determination  that  it  is  going  to  set  out  on  a  jour- 
ney and  you  have  decided  on  a  destination  some  $270  billion  in 
Medicare  spending  reductions  over  7  years.  That  is  a  very  signifi- 
cant destination,  and  now  comes  the  hard  and  difficult  part,  and 
that  is  getting  there. 

Our  testimony  today  is  a  roadmap  of  sorts  designed  to  help  you 
arrive  at  Medicare  spending  reductions — ^from  our  perspective — the 
right  way.  I  am  going  to  describe  four  principles,  Mr.  Chairman, 
that  have  guided  the  AHA  and  our  membership  throughout  Amer- 
ica through  the  budget  process.  In  our  view,  by  adhering  to  them, 
you  can  help  ensure  that  high-quality  health  care  will  be  main- 
tained for  the  patients  and  the  communities  that  we  serve,  and  at 
the  same  time  you  can  save  money  and  make  Medicare  work  bet- 
ter. 

The  first  principle  is  changing  the  system  itself  The  majority  of 
spending  reductions  in  Medicare  must  be  gained  by  improving  the 
health  care  system  overall,  and  this  includes  giving  beneficiaries  a 
lot  more  options  like  the  ability  to  choose  coordinated  care  plans 
provided  by  community-based  organizations  held  accountable  for 
quality. 

And  to  achieve  these  kinds  of  goals,  there  are  a  variety  of  issues 
that  must  be  addressed  just  outside  of  Medicare  itself,  and  these 
are:  Health  plan  definitions,  eliminating  patient  referral  restric- 
tions, hospital  antitrust  reform,  rejecting  any  willing  provider  re- 
quirements, eliminating  burdensome  regulations  and,  of  course, 
malpractice  reform,  and  you  all  have  taken  the  leadership  on  that 
front. 

These  reforms  can  change  the  overall  health  care  delivery  sys- 
tem, but  the  real  question  is  what  about  Medicare  itself,  and  that 
leads  to  our  second  principle.  We  are  calling  for  the  creation  of  an 
independent  national  commission  on  Medicare  to  begin  thinking 
long  term.  This  year  is  the  30th  anniversary  of  the  enactment  of 
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Medicare.  It  is  a  program  that  has  served  people  well  and  needs 
to  be  looked  at  perhaps  more  carefully  for  the  next  30  years,  and 
we  think  that  it  is  essential  to  have  an  independent  commission  do 
that.  And  hospitals  and  health  systems  are  willing  to  do  their 
share  by  accepting  some  reductions  in  the  program,  including  re- 
ductions in  provider  payments. 

We  worked  earlier,  Mr.  Chairman,  this  year  with  the  Senate  En- 
titlement Task  Force  on  an  approach  that  would  get  you  $160  bil- 
lion in  specific  Medicare  savings  mostly  through  restructuring.  The 
remaining  $110  billion  can  be  achieved  through  the  work  of  an 
independent  commission  to  lay  out  what  could  happen  after  you 
reach  the  $160  billion. 

In  our  view,  creating  an  independent  commission  allows  you  to 
adhere  to  the  budget  resolution  without  having  to  make  complex 
Medicare  policy  decisions  too  quickly.  And  the  commission  should 
be  permanent,  not  a  one-time  commission  to  come  up  with  a  set  of 
recommendations,  but  to  exist  on  a  permanent  basis  with  over- 
sight— on  a  continuous  basis — of  the  Medicare  Program.  This  is  too 
important  an  issue  not  to  move  in  that  direction.  We  need  to  begin 
thinking  in  the  long  term,  and  our  view  of  creating  a  commission 
is  to  find  rational  ways  to  constrain  growth  in  the  Medicare  Pro- 
gram. 

Speaker  Gingrich  has  said  on  several  occasions,  and  we  strongly 
agree,  that  every  penny  saved  on  Medicare  should  be  reinvested  in 
the  program.  None  of  the  savings  should  go  outside  to  finance  other 
initiatives.  And  financing  brings  us  to  our  third  principle,  which  is 
shared  responsibility. 

Incentives  that  move  Medicare  toward  coordinated  care  can  serve 
patients  better  and  save  money.  But  reaching  the  goal  of  $270  bil- 
lion will  mean  a  financial  effect  on  everybody  that  has  got  a  stake 
in  the  Medicare  Program.  That  means  hospitals,  doctors,  other  pro- 
viders and  beneficiaries.  In  our  view,  doing  business  the  old- 
fashioned  way,  which  is  just  cutting  provider  payments,  is  not  the 
answer.  And  to  address  Medicare's  long-term  problems,  everything 
should  be  on  the  table,  in  our  opinion — program  structure,  benefits, 
beneficiary  cost  sharing,  eligibility,  program  revenues,  and  provider 
payments. 

Making  hospitals  and  health  systems  bear  an  inordinate  amount 
of  the  burden  is  going  to  harm  the  quality  of  service,  and  so  we 
need  a  fair  and  equitable  approach  at  dealing  with  these  things, 
which  takes  me  to  my  final  principle,  Mr.  Chairman,  and  that  is 
ensuring  access  for  the  Nation's  most  vulnerable.  We  know  that 
this  Subcommittee  does  not  deal  with  Medicaid,  but  our  fourth 
principle  concerns  access  to  health  care  for  our  most  vulnerable 
citizens,  the  elderly,  poor  children,  and  pregnant  women,  and  the 
disabled.  And  the  decisions  that  other  Subcommittees  make  on 
Medicaid  can  have  dramatic  effect  on  providers  of  health  services, 
and  they  need  to  be  considered  as  we  move  ahead. 
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So  we  look  forward,  Mr.  Chairman,  to  working  with  the  Sub- 
committee to  try  to  achieve  your  objectives  in  terms  of  the  size  of 
the  reductions  in  growth.  We  want  to  look  at  these  as  opportuni- 
ties. We  are  obviously  not  happy  with  the  number,  but  we  under- 
stand it  is  the  number  and  we  are  prepared  to  work  with  you  to 
help  you  achieve  the  objective. 

Thank  you. 

[The  prepared  statement  follows:] 
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on 

Medicare  Budga  Issues 
Juh  19,  1995 


Mr  .  Qainni^IaBDickI>awidsQa,pcesidemafite  The 
AHA  indBdes  ■  is  membership  5.000  hoqmals,  heaMi  care  systems,  networks  and  other 
pravidcn  of  ore.  I »  pfeued  to  esdfy  cxi  tfaeir  behalf  about  ho«  d)e  xoagh  decisicxis  you 
win  be  Bakmg  caald,  if  baaed  cd  tbe  priocipies  I'm  ^xnt  to  outLme.  result  in  a  more 
effective  and  tfTkkai  MeAcare  program . 

m  'ms  dptmatinn-  a  balmoed  budget  b>-  tbe  year  2002.  including  S2''0 
SBviags.  Now  cones  Ae  hard  pan  —  gettiag  there .  .America '  s  ho^itals 
have  kng  reong"ugd  that  the  brakes  raoa  be  applied  to  a  budge:  denci: 
am.  of  cootroL  Hoaewei,  we  leaaiD  deeply  oonoemed  about  the  magnitude 
dkare  and  Medicaid  npntifing  Box  we  are  commicced  id 
K  aices  vs  to  our  naiioBai  god  of  fiscal  responsibilirN'  v.ithout 
of  heriA  care  proeaiop  for  aider,  dsabled,  and  poor  Americans . 


sptemt  woriced  with  die  Seaaie  Eniiitemem  Task  Force  lo  de\  elop  an 

%1€D  hBSm  m  Meticare  apfnting  over  seven  years,  mostly 
the  prognm.  And  we've  wodEed  wofa  tbe  Republican  leadership  on 
hnher  eflkiemics  m  the  piugiami  by  dramatically  changing  the  vt-ay 
laedKd  acxvioes  are  provkfed  and  paid  for. 

as  this  ooe  will  try  to  chan  a  course  to  get  Congress  to  its 
To  help  yon  along  the  way,  bosjHOls  and  health  s>-ste.nis  ofifer  a 
;  for  the  recoociliaiioD  process  that  we  belie>-e  can  help 
inprawe  the  eaire  he^  care  ddivery  sysan  -  and.  ax  tte  same  time,  strengthen  d>e 
for  older  Aaaericans  and  the  people  v>-ho  pro\-ide  their  care. 


These  are  oar  ton- ; 

•  Change  the  delivery  syaem  so  encourage  hkm^  use  of  coordinated  care  -  cocwradng 
groups  of  hnapmls.  docKKS,  and  others  who  knit  me  fragmented  dein-en.'  5>-siem 
B»gBdier  for  paoeais  and  have  powerftl  acemives  to  control  costs. 

•  Change  the  praoess  by  which  Mcdkire  benefit  and  funding  decisions  are  made. 

•  Make  sure  aD  BakrhnldiTS  absorb  speacii^  reducdocis 

•  Eaaue  access  to  la^^-qaaSaty  heaiA  care  for  our  most  vulnerable  peculations  -  the 
clduily,  poor  and  dlnliir'd 
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These  principles  have  guided  us  throughout  the  budget  process.  The  nation's  hospitals  and 
health  systems  hope  that  they  will  guide  you  as  you  make  the  tough  choices  required  in  the 
weeks  ahead. 

Change  the  delivery  system 

This  is  probably  the  most  fundamental  and  essential  of  our  principles.  Quite  simply,  the 
Medicare  program  is  a  dinosaur.  Change  has  infiltrated  almost  every  aspect  of  the  private 
health  care  sector,  and  public  programs  like  Medicare  must  catch  up  to  be  effective  in  the 
future.  The  key  is  to  restructure  Medicare  to  encourage  more  use  of  coordinated  care. 
Coordinated  care  is  working  in  the  private  sector,  and  it  can  work  in  Medicare  as  well. 

Coordinated  care's  responsibility  for  a  range  of  health  services  can  improve  quality  because 
an  entire  network  of  providers  is  held  accountable  for  a  patient's  care.  Coordinated  care  can 
also  cut  costs  by  shifting  the  focus  of  health  care  from  sickness  to  wellness.  Hospitals  and 
health  systems  support  efforts  to  make  available  to  older  Americans  the  same  care,  plan 
options,  and  health  plan  information  that  is  available  in  the  private  market.  Medicare  must 
take  advantage  of  the  efficiencies  that  have  been  achieved  in  the  private  sector.  Here's  how 
Congress  can  help  the  program  do  that: 

•  Expand  the  types  of  plans  that  Medicare  beneficiaries  can  choose  ~  Currently, 
beneficiaries  can  choose  care  through  some  health  maintenance  organizations  (HMO) 
or  from  traditional  fee-for-service  providers.  Medicare  should  also  contract  with  the 
growing  number  of  non-HMO  networks  of  care  that  meet  high  standards  for  quality 
and  public  accountability,  and  offer  a  full  continuum  of  services  for  a  fixed  premium. 
New  kinds  of  contracts  could  be  negotiated  with  these  non-HMO  networks  in  which 
the  networks  and  the  Medicare  program  would  share  risk. 

•  Provide  seniors  with  more  information  on  health  care  plans  ~  send  information  on 
available  health  care  plans  directly  to  Medicare  enrollees.  Give  them  an  annual  report 
that  compares  coordinated  care  plans  to  fee-for-service  plans  on  the  basis  of 
premiums,  supplemental  benefits,  cost  sharing,  and  quality  ratings.  This  will  make 
seniors  more  knowledgeable  consumers  and  will  highlight  the  benefits  of  coordinated 
care. 

•  Provide  financial  incentives  for  beneficiaries  who  choose  coordinated  care  options 
available  in  their  area.  In  most  areas,  these  plans  offer  comprehensive  services  at 
lower  than  current  fee-for-service  prices.  They  often  give  seniors  better  value  for 
their  Medicare  dollars  by  eliminating  co-pays  in  deductibles  or  adding  benefits  such  as 
prescription  drugs. 

o       Allow  for  an  open  enrollment  period  each  year,  during  which  Medicare 

beneficiaries  can  elect  to  receive  services  from  a  coordinated  care  plan.  And  make 
their  choice  of  a  coordinated  care  plan  valid  for  one  year  instead  of  the  current  30-day 
period.  That  will  enable  the  plan  to  better  manage  the  patient's  needs  and  practice 
preventive  care. 

•  Model  Medicare  after  the  Federal  Employees  Health  Beneflt  Program  -  The 

government  makes  a  fixed  contribution  and  the  federal  employee  chooses  from  a  wide 
variety  of  plans.  Medicare  could  do  the  same  for  its  beneficiaries. 

•  Fix  the  current  methodology  used  to  pay  Medicare  risk  contractors  ~  The  current 
payment  system  is  flawed;  Congress  has  directed  the  Health  Care  Financing 
Administration  (HCFA)  to  propose  revisions  by  October.  Current  payment  is  based 
on  the  Adjusted  Average  Per  Capita  Cost  (AAPCC)  of  care  in  a  county,  and  it  can 
vary  from  place  to  place.  Medicare  should  eliminate  geographic  inequities  in 
payment  across  counties,  inequities  due  to  variable  health  status  of  local  populations, 
and  inequities  due  to  differential  utilization  of  services  in  local  areas,  which  affects 
costs  and  the  calculation  of  the  AAPCC. 
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At  the  same  time,  Congress  must  eliminate  barriers  that  discourage  the  creation  of 
coordinated  care  networks  by  inhibiting  provider  cooperation  -  the  hean  of  coordinated  care. 
For  instance: 

•  Physician  self- referral  law  (known  as  Stark  I  and  Stark  II),  which  prohibits  referrals 
when  a  financial  relationship  exists  between  the  physician  and  the  entity  to  which  the 
physician  refers  a  patient,  is  unclear.  It  must  be  modified.  The  original  goal  —  to 
prevent  physicians  from  referring  patients  for  unneeded  services  based  on  the  potential 
for  financial  gain  -  remains  valid.  But  the  law  was  drafted  in  a  different  era  of 
health  care.  Today,  it  creates  an  impediment  to  ho^itals,  physicians  and  others 
trying  to  work  togedier  to  coordinate  care  and  eliminate  duplication.  Because  any 
truly  coordinated  system  involves  a  variety  of  referral  and  financial  arrangements,  the 
law  should  be  re-examined  and  fine-tuned. 

•  The  "anti-kickback"  law,  which  prohibits  payment  in  exchange  for  referrals  of 
Medicare  and  Medicaid  patients,  should  be  modified.  The  federal  government  is 
actively-and  properiy-working  to  ferret  out  waste,  fraud  and  abuse.  However,  a 
vague  law,  broad  interpretations,  and  expansion  of  the  law's  reach  and  sanctions 
without  clarification,  have  combined  to  create  confusion  over  what  kinds  of 
arrangements  providers  may  establish.  Congress  should  make  basic  changes  to  the 
law  to  clear  up  its  intent  and  provide  more  precise  interpretation. 

•  "Any  willing  provider"  and  related  laws  such  as  mandatory  "point-of-service" 
requirements  erode  the  ability  of  networks  to  maintain  both  clinical  quality  and 
standards  and  their  ability  to  work  with  the  most  efficient  providers.  Congress  should 
reject  such  measures.    All  health  care  providers  qualified  to  be  in  a  network  should 
receive  fair,  reasonable  consideration,  and  networks  must  have  high  standards  for  the 
number,  type,  and  location  of  providers  made  available  to  enrollees.    But  in  order 
for  nerjvorks  and  systems  to  provide  efficient,  effective  and  better-coordinated  care, 
they  must  be  able  to  choose  providers  they  feel  will  work  best  within  the  network's 
goals  and  objectives. 

•  Antitrust  policy  should  encourage  providers  and  their  communities  to  assess  local 
health  care  needs  and  aa  to  address  those  needs.  Where  providers  are  uncertain  how 
their  activity  will  be  viewed  by  federal  and  state  antitrust  enforcers  and  courts,  Lhe 
risk  of  high  fines  and  long  and  expensive  litigation  can  discourage  innovative  health 
care  arrangements.  Congress  should  consider  a  case-by-case  review  process  that, 
where  appropriate,  protects  a  ^jecific  activity  designed  to  provide  high-quality,  cost- 
efficient  care.  The  process  should  stteamline  the  administrative  procedures  for 
providers  seeking  to  merge.  And  additional  regulatory  guidance  on  issues  such  as 
multi-provider  networks,  how  antitrust  policy  applies  in  rural  areas,  and  encouraging 
state  attorneys  general  and  courts  to  cooperate  are  also  needed. 

We  also  recommend  legislative  changes  to  encourage  development  of  community-based 
delivery  systems  that  coordinate  care  among  providers  and  to  tailor  care  community  needs. 
Such  changes  should  help  define  health  plans  by: 

•  Ensuring  that  all  plans  meet  minimum  standards,  including  coordination  of  care 
requirements.  Standards  should  address  issues  such  as  solvency,  market  conduct, 
complaint  and  appeal  processes,  claims  processing,  quality  assurance,  and  provider 
selection. 

•  Protect  the  public  interest  by  ensuring  that  health  plans  have  the  financial  capacity  to 
provide  covered  benefits  and  protect  against  insolvency.  But  it  is  important  to 
distinguish  between  insurance  plans  based  on  contracts  to  finance  coverage,  and 
service  benefit  plans  based  on  commitments  to  care. 

•  Focus  the  system  on  keeping  people  well  in  addition  to  high-quality  care  when  they're 
ill  or  injured.  Minimum  requirements  for  healdi  plans  should  focus  on  the  legal 
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obligation  of  a  plan  to  its  enrollees.-  But  it  is  also  reasonable  to  move  all  plans  toward 
a  greater  role  in  improving  the  health  status  of  the  community  by  including  preventive 
services  in  the  benefits  package  and  holding  all  plans  accoun^le  for  their  approach 
to  improving  enrollee  health  status. 

•  Encourage  c^itated  payment  arrangements.  They  create  incentives  for  the  prudent 
use  of  health  care  dollars.  Central  here  is  the  need  to  be  sure  community-based 
delivery  networks  can  contract  on  a  capitated  basis  with  health  plans  withou; 
becoming  subject  to  insurance  regulation. 

•  Ensure  a  high  standard  of  public  accountability  for  all  healtii  care  providers  and  plans. 
All  plans  should  report  publicly  on  their  cost,  quality,  performance,  enrollee  health 
status,  and  consumer  satisfaction.  While  we  still  need  to  develop  appropriate 
measures,  it  is  time  to  respond  to  the  public's  demand  for  better  information  to  help 
them  decide  where  and  how  to  seek  coverage  and  care. 

•.  Reform  the  insurance  market  to  end  barriers  to  coverage  based  on  health  status  or  the 
expected  use  of  services.  Basic  insurance  reforms-some  of  which  need  to  be  ^plied 
to  employer  ERISA  plans  as  well  as  state-licensed  plans-are  important  to  die  majority 
of  people  in  this  country.  This  is  particularly  true  for  people  under  age  65  who  have 
private  insurance,  but  are  increasingly  insecure  about  whetiier  coverage  will  be  there 
when  they  need  it. 

In  addition,  hospitals  support  the  enactment  of  comprehensive  federal  legislation  to  simplify 
administration  of  the  health  care  system.  And  as  we  move  toward  electronic  data  interchange 
(EDI),  there  is  a  critical-and  simultaneous-need  to  protect  the  privacy  and  confidentiality  of 
individually  identifiable  health  care  information. 

A  simple,  effective  system  is  critical  not  only  to  coordinate  care  and  collect  and  report 
quality  data,  but  to  track  financial  obligations  as  well.  Each  practitioner,  health  care  faciliQr, 
and  health  plan  will  need  a  common  language  and  understanding  about  how  to  share 
information  wiUi  each  otiier  and  the  public. 

Finally,  a  host  of  regulations  should  be  eliminated.  Many  of  them  are  duplicative  because 
other  protections  are  in  place.  Others  would  allow  more  reasonable  ^proaches  to  reaching 
public  policy  goals.  The  administration  recentiy  said  it  would  eliminate  the  Medicare 
requirement  that  physicians,  in  addition  to  hospitals,  attest  to  the  accuracy  of  the  diagnoses 
and  procedures  coded  on  each  inpatient  hospital  bill.  This  is  a  good  first  step,  but  there's 
more  to  be  done.  We'd  be  happy  to  provide  a  list  of  regulations  that  should  be  eliminated. 

These  recommendations  for  restructuring  the  health  care  system  can  go  a  long  way  toward 
making  Medicare  more  efficient,  effective  and  user-friendly  for  future  generations.  But  it  is 
just  as  important  tiiat  the  decision-making  process  for  Medicare  be  overhauled  as  well. 

An  Independent  Citizens'  Commission  on  Medicare 

This  overhaul  is  best  accomplished  by  the  creation  of  a  citizens'  commission  on  Medicare. 
The  members  of  tiiis  panel  and  others  will  be  facing  tough  choices  in  order  to  achieve  the 
savings  proposed  in  Medicare  spending.  But,  according  to  the  recentiy  approved  budget 
resolution,  those  savings  would  only  extend  the  viability  of  the  Hospital  Insurance  Trust 
Fund  (Part  A)  for  a  few  years. 

Meanwhile,  the  number  of  Medicare  enrollees  will  continue  to  grow  rapidly.  When 
Medicare  became  law  30  years  ago,  19.1  million  people  were  covered;  today's  37.5  million 
Medicare-insured  Americans  will  increase  to  more  tiian  40  million  in  five  years.  The 
average  one-earner  couple  retiring  in  1995  will  use  an  estimated  $126,700  more  in  Medicare 
benefits  tiian  they  paid  in  taxes  and  premiums.  In  just  15  years,  die  nation's  77  million  baby 
boomers  will  start  turning  65.  And  not  too  long  after  that,  there  will  be  only  two  workers 
supporting  each  enrollee,  instead  of  the  four  supporting  each  enrollee  today. 


109 


Qearly,  we  must  be  thinking  now  about  the  long-term  fumre  of  Medicare.  WTiile  Congress 
must  be  held  ultimately  aaxuntable.  an  independent  commission  could  provide  Congress  an 
important  level  of  public  trust  and  debate.  The  American  people  have  a  right  to  know  that 
wba:  their  nation  spends  on  Medicare  is  buying  the  best  benefits  and  the  most  efficient  care. 
They  should  be  confident  that  federal  budget  pressures  won't  entirely  dictate  how  health 
services  are  provided  for  older  Americans  now.  five  years  from  now,  or  30  years  from  now. 

An  indq)endent  citizens'  commission  can  do  this  job,  and  put  the  "trust"  back  in  the  trust 
fund.  The  commission  would  annually  assess  how  much  money  is  needed  to  maintain 
current  commitments.  Then.  Congress  can  set  a  target  -  through  its  regular  budget 
resolution  -  for  how  much  it  wants  to  spend  on  Medicare.  The  commission  would  hold 
public  hearings,  translate  the  congressional  budget  target  into  recommendations  for  a  benefit 
package  and  provider  payment  rates,  and  present  Congress  with  its  recommendations  - 
wfaicfa  would  thai  be  voted  up  or  down  as  a  package. 

We  believe  a  bipartisan,  citizens'  commission  on  Medicare  should  be  permanent,  with  a  life 
expectancy  beyond  the  current  crisis.  Otherwise,  older  Americans  will  continue  to  be  caught 
in  the  political  crossfire  obscuring  the  real  issue:  how  to  provide  qualit>',  cost  effective  health 
care  to  a  growing  number  of  people.  Creating  an  independent  commission  doesn't  mean  that 
we  won't  constrain  growth;  it  means  we'll  do  it  rationally  and  publicly. 

glared  responsibility 

Hospitals  and  health  systems  are  willing  to  work  to  both  reduce  the  budget  deficit  and  ensure 
that  the  Hospital  Insurance  Trust  Fund  remains  solvent.  But  both  goals  must  be  arrived  at 
through  shared  responsibility.  Initiatives  that  move  Medicare  toward  our  vision  of 
coordinated  healtii  care  can  serve  patients  better  and  save  money.  But,  saving  die  current 
goal  of  S270  billion  over  seven  years  will  mean  a  financial  effect  on  everyone  with  a  stake  in 
Medicare  -  hospitals  and  health  systems,  physicians,  other  providers,  and  beneficiaries. 
Doing  business  the  old-fashioned  way  -  just  cutting  provider  payments  -  is  not  the  answer. 
To  address  Medicare's  long-term  problems,  everything  must  be  on  the  table:  program 
structure,  benefits,  beneficiar>  cost-sharing,  eligibilit>',  and  program  revenues,  as  well  as 
provider  payments. 

Since  the  Omnibus  Budget  Reconciliation  Aa  of  1987  (OBRA  1987),  Medicare  hospital 
spending  reductions  totalling  at  least  $48  billion  have  had  significant  impact  on  hospitals  and 
health  systems.  These  include  increases  in  prospective  payment  rates  that  haven't  kept  up 
with  inflation.  On  Medicare  inpatient  and  outpatient  care  combined,  1993  Prospective 
Payment  Assessment  Commission  data  show  hospitals  losing  11  cents  on  each  dollar  it  cost 
them  to  provide  care. 

The  effects  of  further  " business-as-usual"  Medicare  reductions  can  be  illustrated  by  an  impact 
analysis  AHA  commissioned  from  Lewin-VHI.  a  health  care  consulting  firm.  We  asked 
Lewin-VHI  to  model  the  impact  on  hospitals  and  health  systems  of  Medicare  spending 
reductions  totalling  S250  billion  over  seven  years  -  S20  billion  less  than  those  later  adopted 
by  Congress. 

Based  on  historical  patterns  of  previous  Medicare  spending  reductions,  the  Lewin-VHI 
analysis  assumes  diat  a  S250  billion  reduction  could  translate  into  hospital  PPS  reductions  of 
S94  billion  over  seven  years.  The  Lewin-VHI  findings  show: 

•  Under  this  scenario,  every  type  of  hospital  loses  -  rural,  urban,  large,  small, 
teaching,  and  non-teaching. 

•  By  the  year  2000,  Medicare  PPS  inpatient  operating  margins  could  fall  to  negative 
20.6  percent.  Because  most  of  the  reductions  are  made  in  the  first  five  years, 
margins  could  rise  for  the  last  two  years,  but  still  remain  negative  -  a  negative  12.2 
in  the  year  2002. 

•  Hospitals'  PPS  costs  per  case  last  year  grew  at  2. 1  percent  -  the  lowest  rate  ever. 
Lewin-VHI  estimates  use  a  very  conservative  number  for  hospital  cost  growth,  based 
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on  last  year's  experience.  If  actual  cost  growth  is  higher  than  projected,  hospitals 
could  face  substantially  lower  margins  than  those  illustrated  here. 

In  the  past,  hospitals  coped  with  Medicare  spending  reductions  by  passing  the  difference  on 
to  other  payers,  like  non-Medicare  patients  and  their  employers.  That's  called  cost-shifting. 
But  those  days  are  fast  disappearing,  and  these  reductions  are  unprecedented.  The  market  is 
shutting  down  the  cost-shift  option.  Managed  care  contracts  and  a  growing  number  of 
employers  and  private  insurers  who  negotiate  discounted  prices  are  making  it  a  thing  of  the 
past.  They're  tired  of  shouldering  the  burden  of  government  underfiinding. 

This  leaves  hospitals  with  unpalatable  options:  reduce  the  size  of  the  work  force;  reduce 
services  and  programs;  or,  ultimately,  shut  their  doors  altogether.  Any  one  of  these  options 
takes  us  farther  from  our  mission  of  providing  the  highest-quality  care  to  the  people  we 
serve,  including  America's  elderly,  poor  and  disabled. 

Ensuring  access  for  the  nation's  most  vulnerable 

Ensuring  access  for  the  elderly,  poor  children  and  pregnant  women,  and  the  disabled  requires 
a  comprehensive  approach.  There  are  two  keys  to  such  an  approach:  Health  plans  should  not 
be  able  to  exclude  areas  where  these  most  vulnerable  populations  reside;  and  poor,  disabled 
or  elderly  individuals  should  not  be  systematically  excluded  firom  coverage  by  health  plans  on 
the  basis  of  their  previous  or  potential  need  for  services. 

While  this  committee  deals  with  Medicare  and  not  Medicaid,  please  understand  that  the 
decisions  of  other  committees  on  Medicaid  will  also  have  a  great  impact  on  hospitals  and 
health  systems.  The  move  toward  converting  Medicaid  into  a  block  grant  program  is 
something  we  feel  strongly  enough  about  to  mention.  The  nation's  most  vulnerable  citizens 
should  be  protected  from  an  effort  to  convert  Medicaid  into  block  grants  that  can  be  used  for 
purposes  other  than  providing  healtii  care  to  those  in  need.    States  must  be  held  accountable 
for  using  Medicaid  ftinds  for  their  rightful  purpose.  And  the  Boren  Amendment,  which 
requires  that  payments  to  providers  be  "reasonable  and  adequate,"  must  not  be  unilaterally  : 
repealed,  to  do  so  would  leave  states  with  no  accountability  in  paying  providers  fairly. 

Conclusion 

Mr.  Chairman,  I  commend  you  for  sending  strong  signals  supporting  two  of  our  principles: 
restructuring  and  shared  responsibility.  And  we  appreciate  the  willingness  of  many  in 
Congress  to  consider  an  independent  commission  and  our  ideas  on  access  for  Medicaid 
recipients. 

But  let's  be  clear  about  one  thing:  The  issues  we  are  talking  about  here  are  not  just  political 
issues  ~  they  are  people  issues.  The  decisions  you  will  make  in  die  next  few  weeks  will 
affect  almost  every  American:  the  37  million  people  who  rely  on  Medicare  benefits  for  their 
health  care;  the  families  of  those  beneficiaries;  the  millions  of  baby-boomers  who  are  edging 
closer  to  retirement;  die  young  workers  who  are  paying  into  the  system  and  rightfully  expect 
Medicare  to  be  there  for  them  when  they  grow  older  and  retire;  and  all  our  citizens  who 
receive  care  from  hospitals  and  health  systems  that  could  be  adversely  affected  if  change  is 
not  achieved  the  right  way. 

America's  hospitals  and  health  systems  are  proud  of  the  high-quality  health  care  Uiey've 
provided  Medicare  beneficiaries  over  the  first  30  years  of  the  program.  We  look  forward  to 
providing  even  better  care  in  an  even  better  system  for  the  next  30  years  and  beyond.  We 
believe  strongly  that,  by  adhering  to  the  principles  I've  described,  we  can  achieve  that  goal. 
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Mr.  Ensign.  Thank  you,  Mr.  Davidson. 
Mr.  Scully. 

STATEMENT  OF  THOMAS  A.  SCULLY,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  FEDERATION  OF  AMERICAN  HEALTH 
SYSTEMS 

Mr.  Scully.  Mr.  Chairman  and  Members  of  the  Subcommittee, 
thank  you  for  having  me  today. 

For  the  last  6  months,  I  have  been  president  of  the  1,700- 
member  Federation  of  American  Health  Systems,  which  is  an  asso- 
ciation of  the  investor-owned  and  managed  hospitals  in  the  coun- 
try. Many  of  our  members,  about  half,  are  members  of  AHA,  and 
we  work  very  closely  together. 

My  experience  over  the  last  6  months  has  shown  me  that  the 
hospital  industry  is  changing  rapidly,  and  I  think  changing  in 
many  ways  that  you  probably  like.  In  one  of  my  prior  lives,  I  had 
the  painful  experience  of  overseeing  the  Medicare  budget  for  4 
years,  so  I  think  I  have  seen  it  now  from  the  Federal  side  and  from 
the  hospital  side.  One  thing  that  has  convinced  me  is  that  there 
is  no  doubt  that  Medicare  needs  drastic  reform. 

I  think  we  may  disagree  in  the  beginning  of  my  testimony  about 
our  concern  about  the  budget  number  of  $270  billion,  but  the  fact 
is  that  that  is  what  the  budget  resolution  is.  We  obviously  think 
that  is  taking  a  little  too  much  money  out  of  the  system  too  quick- 
ly, but  the  issue  is  you  are  there  and  our  job  now  is  to  try  to  find 
the  most  reasonable  way  for  you  to  get  there. 

So  I  will  skip  over  a  lot  of  that  and  talk  mainly  about  the  propos- 
als that  are  in  the  appendix  to  our  testimony,  which  is  basically 
what  we  have  already  presented  to  the  leadership,  but  here  it  is 
in  probably  a  little  more  detail.  I  think  we  are  now  at  the  point 
where  we  probably  have  to  stay  with  the  details. 

So  just  to  comment  generally,  I  really  believe  the  number  is  big 
and  I  do  not  think  there  is  much  chance  to  reach  it  with  traditional 
cuts.  Our  view  is  that  if  you  are  going  to  take  that  type  of  number 
out  of  Medicare,  you  have  to  fundamentally  restructure,  because  if 
you  do  not,  you  are  going  to  be  really  shaking  Medicare  to  its  core. 
The  only  real  way  to  get  these  kinds  of  savings  is  to  fundamentally 
look  at  just  totally  reshaping  Medicare,  and  we  advocate  doing 
that. 

We  believe  that  Medicare  is  a  very  old-fashioned  and  inefficient 
fee-for-service  single-payer  health  care  system  that  is  basically  un- 
manageable. As  good  as  HCFA  is  or  as  a  government  agency  can 
be,  there  is  no  way  in  the  world  to  track  hundreds  of  millions  of 
transactions  every  year.  It  is  a  broken  old  fee-for-service  mecha- 
nism. All  providers  and  all  hospitals  get  the  same  payment,  the 
same  amount  of  dollars,  regardless  of  their  quality,  regardless  of 
their  price,  and  it  is  just  the  system  that,  no  matter  what  you  do, 
you  are  going  to  get  fairly  good  quality,  but  you  are  going  to  get 
a  lot  of  wasted  money,  and  there  is  no  doubt  it  is  going  on  now. 

I  know  there  are  hearings  going  on  in  the  Senate  Finance  Com- 
mittee and  the  Energy  and  Commerce  Committee  I  think  today  on 
fraud  and  abuse.  Our  view  is  that  as  long  as  you  stick  with  the  fee- 
for-service  antiquated  system,  you  cannot  possibly  avoid  fraud  and 
abuse.  There  is  too  much  for  the  government  to  track.  The  way  you 
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have  to  go  is  toward  capitation,  toward  privatization,  and  toward 
making  the  Medicare  system  look  more  like  FEHBP. 

So  our  view  is  that  if  you  need  to  save  money,  and  obviously  you 
are  going  to  and  that  is  what  is  going  to  happen  this  year,  we  pre- 
fer as  hospitals  to  be  squeezed  by  a  system  that  responds  to  local 
market  incentives  where  hospitals  are,  and  not  by  a  federally  set 
rate-setting  system  that  increasingly  creates  perverse  incentives 
and  just  encourages  inefficiency. 

We  believe  that  the  right  model  for  this — and  there  are  some 
flaws  to  it  and  we  would  be  happy  to  spend  a  lot  of  time  discussing 
the  details  of  those  flaws — generally,  the  right  model  of  the  Federal 
Employees  Health  Benefits  Plan,  we  believe  that  is  the  way  you 
should  go. 

A  lot  of  people  talk  about  that  as  pushing  people  toward  man- 
aged care.  We  do  not  look  at  it  as  managed  care.  We  look  at  it  as 
privatization.  We  think  you  should  give  seniors  the  choice  of  the 
traditional  Medicare  fee-for-service  plan,  private  fee-for-service 
plan,  the  CIGNA  or  Prudential  plan  or  some  other  private  carrier, 
HMOs,  PPOs,  point-of-service  contracts.  Those  are  the  types  of 
choices  that  are  widely  available  in  the  under  65  market,  and  even 
with  Medicare  Select,  which  is  just  scratching  the  surface,  are  al- 
most nonexistent  in  the  over  65  market. 

We  think  that  the  government's  role  should  fundamentally 
change  from  a  purchaser  of  individual  provider  services  for  a  pur- 
chaser of  health  care  coverage,  and  that  you  really  should  use  mar- 
ket competition  and  not  price  regulation  to  restrain  the  growth  of 
Medicare. 

So  we  put  two  fairly  detailed  options  in  the  addendum,  and  the 
first  one,  which  it  sounds  like  the  Subcommittee  is  going  to  struc- 
turally follow  to  some  degree,  is  a  more  modest  one,  and  that  is  one 
that  basically  says  that  if  you  have  to  save  up  to  $160  billion, 
which  is  the  level  that  we  have  said  that  we  think  is  reasonable, 
that  you  should  do  basically  a  mix  of  traditional  provider  reduc- 
tions and  what  is  called  the  "lookback,"  which  is  basically  kind  of 
a  little  mini  sequester  to  guarantee  a  move  to  private  plans,  and 
with  that  combination  we  think  you  can  reasonably  get  to  $160  bil- 
lion in  savings. 

The  second  option,  which  says  that  we  believe  if  you  go  above 
$160  billion,  it  is  extremely  difficult  to  get  these  kinds  of  numbers 
out  of  the  traditional  Medicare  Program.  And  if  you  are  going  to 
do  that,  we  think  you  should  use  a  transition  period,  and  we  sug- 
gest a  voluntary  move  to  an  FEHBP-like  system  for  the  first  4 
years,  but  after  the  year  2000,  just  go  to  a  pure  defined  contribu- 
tion plan.  It  would  work  like  the  FEHBP  until  Blue  Cross,  CIGNA, 
Aetna,  or  whoever  they  are — and  HCFA — ^that  they  are  all  going  to 
get  the  same  capitated  rate  and  they  are  going  to  have  to  compete 
within  that  capitated  rate. 

Now,  we  obviously  think  with  the  limited  money  you  are  going 
to  leave  in  the  system,  we  are  concerned  that  that  capitated  rate 
will  not  be  enough.  But  if  you  are  going  to  try  to  save  the  money 
in  the  baseline,  and  a  lot  of  this  is  a  budget  issue  and  a  scoring 
issue,  the  only  way  to  get  reasonable  savings  we  believe  in  the  long 
term  and  to  get  a  reasonable  structure  is  just  to  go  to  a  pure  de- 
fined contribution  plan  after  the  year  2000.  And  I  just  noticed  that 
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is  what  the  Jackson  Hole  group  apparently  came  out  with  this 
week.  too.  Not  that  we  always  agree  with  them,  but  that  that  is 
what  their  new  proposal  is. 

So  our  view  basically  is  if  you  are  going  to  take  numbers  out  that 
are  this  big.  and  obviously  that  is  what  the  budget  resolution  re- 
quires, that  you  have  to  be  bold,  you  have  to  think  big,  and  you 
have  to  do  what  I  think  a  lot  of  health  policy  analysts  thing  in  the 
long  term  is  the  right  thing  to  do,  which  is  go  to  a  pure  defined 
contribution  capitated  rate. 

Again,  just  to  summarize.  Mr.  Chairman,  we  are  concerned  that 
S270  billion,  as  you  all  probably  know,  is  a  large  number.  We  think 
getting  there  in  the  traditional  ways  to  reform  and  take  funding 
out  of  Medicare  is  extremely  tough,  if  not  impossible.  So  if  you  are 
going  to  get  to  a  number  that  big.  we  will  work  with  you  and  we 
would  like  to  help  you,  but  we  think  you  have  to  think  ver>'  big  and 
be  ver>'  bold  and  do  some  things  that  may  be  controversial.  As  a 
result,  we  suggest  that  a  move  to  pure  defined  contribution  after 
5  years. 

Thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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Thomas  A.  Scully,  President  and  CEO 
Federation  of  American  Health  Systems 
Testimony  on  Saving  Medicare  and  Budget  Reconciliation 
Before  the  Subcommittee  on  Health 
Committee  on  Ways  and  Means 
July  19, 1995 

Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  inviting  me 
to  testify  today. 

As  President  of  the  Association  of  the  nation's  1,700  investor-owned  and 
managed  hospitals,  I  have  seen  that  the  health  care  delivery  system  is  changing  — 
fast  and  often  for  the  better.  But,  having  overseen  the  Medicare  budget  for  four 
years  as  Associate  Director  of  OMB  and  as  Deputy  Assistant  to  the  President  for 
Policy,  I  also  know  that  this  public  program  is  in  dire  need  of  reform,  and  that  it  can 
be  reformed  in  ways  that  can  generate  significant  budget  savings  for  the  federal 
government  while  continuing  to  provide  access  to  high  quality  health  care.  The  big 
issues  are: 

1.  How  much  Medicare  spending  can  you  trim  without  throwing 
the  system  into  chaos;  and 

2.  How  quickly  can  you  phase  in  meaningful  market  reforms  that 
will  preserve  the  program  while  reassuring  the  seniors  who  rely 
so  heavily  on  its  benefits? 

Medicare  reform  is  at  a  crossroads  in  Congress.  If  Congress  enacts  massive 
spending  reductions  in  the  nation's  largest  and  most  politically  sensitive  health  care 
insurance  program  without  the  benefit  of  fundamental  restructuring,  there  will  be 
no  chance  to  bring  Medicare  into  the  next  century  as  a  high  quality,  cost  effective 
health  care  system.  If  real  restructuring  doesn't  accompany  diese  totally 
unprecedented  spending  reductions.  Congress  won't  be  "saving  Medicare"  —  it  will 
be  shaking  it  to  its  very  foimdation. 

Without  Restructuring,  Th^  Enormpus  Bydggt  Rgd^^tipn?  Will      A  Pi$a9tgr 

Medicare  desperately  needs  restructuring.  With  a  new,  privatized  pajonent 
system  replacing  Medicare's  outdated  structure.  Congress  could  achieve  much  of  the 
deficit  reduction  savings  it  is  after  and  improve  a  program  that  serves  36  million 
seniors  and  severely  disabled  Americans. 

Reducing  spending  by  $270  billion  over  seven  years,  as  outlined  in  the  Budget 
Resolution  passed  by  the  House  and  Senate,  is  simply  too  much  too  fast  under  the 
existing  program  structure.  It  is  important  for  Congress  to  be  cost  conscious  with 
the  Medicare  program,  but  traditional  budget  reductions  of  this  magnitude  would 
have  a  disastrous  economic  impact  on  hospitals,  beneficiaries,  and  commimities 
across  the  country. 

Read  almost  any  paper  in  the  country  and  you  will  find  that  hospitals  in 
many  communities  are  already  responding  to  market  pressures  by  closing, 
contracting  their  levels  of  service,  or  laying  off  workers.  Much  of  the  intensifying 
market  pressure  may  be  good  for  the  system,  forcing  a  more  cost  effective  delivery  of 
services.  But  making  traditional  Medicare  payment  reductions  of  the  magnitude 
proposed  in  the  budget  will  be  like  pouring  fuel  on  the  fire  of  the  hospital  system's 
contraction.  It  will  ignite  an  explosive  reduction  of  services  emd  the  nimiber  of 
hospital  employees  delivering  tiiose  services  that  will  leave  seniors,  hospitals,  and 
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communities  feeling  burned  by  the  abrupt  changes  in  services  they  will  experience. 

Don't  underestimate  the  challenge  before  you.  Let's  put  this  into  context. 
The  savings  targets  in  the  Budget  Resolution  are  at  least  five  times  the  reductions  in 
the  1990  Budget  Agreement  and  four  times  the  size  of  those  in  the  1993  Budget 
package.  And  those  two  previous  provisions  were  enacted  at  a  time  when  health 
inflation  was  higher,  budget  baselines  were  fatter,  and  each  dollar  reduced  had  less 
of  an  impact  on  each  hospital.  So  attaining  these  budget  levels  will  be  very  difficult, 
if  not  impossible  to  achieve  through  the  traditional  method  of  simply  trimming 
reimbursement  under  the  traditional  Medicare  fee-for-service  system. 

Stretching  The  Timetable  Or  Modifying  The  Targets  Would  Make  Traditional 
Medicare  Reductions  Far  More  Achievable 

Fortunately,  the  plan  laid  out  in  the  Budget  Resolution  is  not  the  only  way  to 
go.  There  are  other  options.  Hospitals  advocate  adopting  a  slightly  longer  timetable 
for  achieving  Medicare  savings  that  would  help  protect  beneficiaries  from  abrupt 
changes  in  health  care  services  while  giving  providers  time  to  adjust  to  changes. 
We  also  call  for  an  equitable  distribution  of  reductions  between  providers  and 
beneficiaries.  Alternately,  lowering  spending  reduction  targets  to  about  $160  billion 
over  seven  years  (as  originally  proposed  by  the  Senate  Entitlement  Task  Force)  is  a 
reasonable  option  that  also  would  produce  significant  budget  savings  while 
preserving  and  even  improving  the  quality  of  health  care  now  enjoyed  by  seniors. 
At  this  more  attainable  level,  local  communities  would  be  spared  some  of  the 
economic  pain  of  the  huge  layoffs  hospitals  will  be  forced  to  make  if  the  Budget 
Resolution  target  is  enacted.  Hospital  costs  are  50%  to  60%  personnel  -  with  the 
Budget  Resolution's  spending  reductions,  there  is  little  place  else  to  go  to  cut  costs. 


If  Congress  Must  Hit  These  Budget  Targets-  It  Must  Think  Big  and  Act  Boldly 

If  Congress  truly  insists  on  delivering  more  than  $160  Billion  in  Medicare 
reductions  (which  we  sti"ongly  oppose),  it  must  THINK  BIG  and  ACT  BOLDLY. 
Savings  of  the  magnitude  in  the  Budget  Resolution  cannot  be  achieved  by  chipping 
away  at  the  old  Medicare  program.  It  must  be  restructured  from  the  ground  up. 

Medicare  is  an  antiquated  insurance  program  created  in  1965.  I  like  to 
compare  Medicare  to  a  1965  Chevy  ~  it  might  have  been  a  helluva  vehicle  30  years 
ago,  but  its  time  has  passed.  Congress's  traditional  fiscal  savings  approach  is  to 
simply  put  less  fuel  (dollars)  in  the  tank.  But  when  you  have  an  old  gas  guzzler  that 
still  only  gets  four  miles  to  the  gallon,  that  stiategy  won't  take  you  too  far.  The 
answer  is  to  design  a  better  vehicle—using  1996  designs. 

The  Federal  Employees'  Health  Program  Is  The  Right  Model  For  An  Improved 
Medicare  System 

Ironically,  Congress  has  an  excellent  blueprint  for  Medicare  restructuring  and 
rebuilding  literally  under  its  nose.  The  Federal  Employees  Health  Benefits  Plan 
(FEHBP)  is  a  good  example  of  what  the  Medicare  program  should  and  could  be. 
FEHBP  offers  beneficiaries  freedom  of  choice  and  flexibility,  along  with  financial 
incentives  for  both  beneficiaries  and  providers  to  wisely  use  their  medical  coverage. 

Like  the  FEHBP,  a  restructured  Medicare  program  could  offer  multiple 
private  plans  (both  managed  care  and  fee  for  service)  as  well  as  the  traditional 
government  sponsored  Medicare  fee-for-service  plan. 

An  FEHBP-like  approach  will  give  seniors  more  coverage  options  —  and  at 
the  same  time  give  Congress  more  options  for  containing  cost  growth.  Congress  can 
establish  a  defined  contiibution  ~  certificate  or  voucher  ~  that  gives  seniors  the 
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ability  to  shop  for  their  best  health  care  deal.  This  option  creates  the  opportunity  to 
harness  the  power  of  the  intense  competition  in  the  health  care  industry  to  lower 
costs,  as  an  alternative  to  price  regulation.  In  recent  years,  the  health  care  system 
has  proven  that  competition  works  as  it  has  slowed  the  growth  in  private  sector 
health  care  costs. 

Only  A  Move  To  A  Defined  Contribution  System  Can  Produce  Big  Savings  For 
Congress  And  Provide  A  Higher  Quality  Of  Benefits  For  Seniors 

The  single  biggest  benefit  of  moving  to  an  FEHBP  approach  somewhat 
quickly,  is  that  it  offers  the  only  realistic  option  for  getting  significant  long  term 
budget  savings  from  Medicare.  OiUy  by  eventually  moving  all  seniors  to  privately 
managed  systems  operating  under  a  defined  federal  contribution  can  the  federal 
govenunent  truly  restrain  cost  growth  and  drive  efficiency  into  the  system. 

The  government  should  operate  Medicare  like  it  operates  its  employees' 
health  care  (and  as  all  private  employers  like  GM  or  3M  also  do)  ~  by  purchasing 
coverage  for  seniors,  not  by  purchasing  individual  health  services.  The  Federation 
has  advocated  a  smooth  transition  to  this  system.  From,  1996  to  2000,  all  seniors 
could  opt  to  stay  in  the  traditional  Medicare  program  or  volimtarily  choose  a 
private  plan.  After  2000,  all  seniors  would  choose  plans  in  a  system  like  FEHBP, 
where  all  plans,  including  traditional  Medicare,  received  a  defined  contribution!. 

Hospitals  Want  The  Market  To  Reduce  Spending  In  The  System  Efficiently  --  Not 
Through  Federal  Price  Regulation 

Medicare  is  a  wonderful  system  for  seniors,  but  it  is  a  payment  dinosaur.  All 
hospitals,  and  other  providers,  receive  roughly  the  same  payment  —  regardless  of 
actual  price  or  quality.  The  incentives  and  pressures  to  operate  efficiently  are  far  less 
than  under  private  payment  schemes.  It's  no  one's  fault,  but  you  get  what  you  ask 
for  (and  pay  for)  ~  good  quality  with  lots  of  wasted  dollars. 

If  the  federal  government  purchased  all  Medicare  coverage  by  giving  seniors 
a  choice  from  among  a  number  of  private  plans  and  traditional  Medicare,  and  held 
the  annual  inflation  rate  of  its  "defined  contribution"  to  some  reasonable  rate,  it 
would  attain  the  budget  savings  needed  and  reform  the  system.  And  it  would  be 
done  without  gutting  the  existing  delivery  system  by  randomly  slashing  Medicare 
payments  to  health  care  providers.   It  would  let  the  market  squeeze  the  money  out 
of  the  system  ~  not  the  usual  "ratcheting  down"  on  a  federally  set  pricing  system 
that  makes  little  distinction  between  efficient  and  inefficient  providers.  Health  care 
providers  would  compete  for  Medicare  patients  on  the  basis  of  price  and  quality  —  as 
they  increasingly  do  in  the  under  65  year  old  market. 

As  hospitals,  if  funding  is  to  be  removed  from  the  system,  we'd  prefer  to 
adjust  and  streamline  in  response  to  a  local  market  that  creates  rational  incentives, 
not  cuts  in  the  current  Medicare  price  setting  system  that  already  has  created 
thousands  of  perverse  incentives  that  produce  only  inefficiency. 

Congress  Must  Remove  Barriers  to  Restructuring  the  Medicare  Program 

Providers  have  responded  to  pressures  from  private  and  public  payers  to 
reduce  the  cost  of  health  care.  This  has  resulted  in  unprecedented  consolidation 
and  contraction  in  the  hospital  industry.  As  cited  in  the  Prospective  Payment 
Assessment  Commission's  report  earlier  this  year,  many  hospitals  have  closed, 
merged,  or  entered  into  joint  ventures  to  reduce  capacity  and  increase  efficiency. 


I  A  more  detailed  document,  outlining  the  specifics  of  the  Federation's  preferred  approach,  is 
attached. 
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Providers  are  developing  health  care  delivery  networks  and  integrated 
delivery  systems,  despite  significant  legal  and  regulatory  barriers.  Such  activities 
should  proceed  at  an  even  more  accelerated  rate  under  a  truly  restructured  Medicare 
program,  but  only  if  Congress  addresses  these  issues. 

Currently,  these  barriers  include: 

•  Physician  self-referral  laws  prohibiting  physicians  from  referring  to 
entities  when  a  financial  relationship  exists.  The  law  needs  to  be 
revised  so  that  hospitals  and  physicians  can  work  as  partners  to  deliver 
the  full  array  of  health  care  services  to  Medicare  beneficiaries; 

•  The  anti-kickback  law  prohibiting  payment  for  referrals.  This  law 
needs  to  be  clarified  to  provide  clear  notice  as  to  what  financial 
arrangements  constitute  a  violation  of  the  statute.  Presently,  the 
language  of  the  statute  is  so  vague  as  to  have  a  considerable  chilling 
effect  on  those  seeking  to  develop  health  delivery  networks; 

•  Any  willing  provider  legislation  impeding  development  of  health  care 
delivery  networks; 

•  Antitrust  laws  that  require  clearer  standards  and  guidances  as  to  how 
they  will  be  applied.  We  believe  that  such  laws  are  necessary  to 
maintain  competition  and  provide  consumers  choice  among  providers 
and  health  plans,  but  must  be  rationally  enforced. 

•  Burdensome  regulations.  The  existing  Medicare  program  should  be 
revised  to  eliminate  unnecessary  regulations,  help  streamline  the 
program,  and  enable  providers  to  deliver  health  care  services  more 
efficiently.  We  have  developed  a  list  of  such  regulations  after 
consulting  with  our  member  hospitals  and  will  provide  them  to  you. 

Medicare  -  And  Money-  Can  Be  Saved.  But  Only  Through  Major  Restructuring 

Medicare  can  be  restructured  and  money  can  be  saved—  if  it  is  done  right. 
Now  is  the  time  to  build  on  the  successes  already  achieved  in  the  public  and  private 
sectors.  The  market  in  health  care  has  proven  it  can  be  effective  when  it  comes  to 
belt  tightening  and  reducing  costs.  If  Congress  is  to  produce  massive  and 
unprecedented  reductions  in  the  Medicare  spending  growth  rate,  Medicare  must  be 
remodeled  in  a  manner  that  takes  advantage  of  changes  that  work. 

Thank  you  for  the  opportimity  to  testify  today. 
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Appgndix 

Testimony  of  Thomas  A.  Sadly 
President  and  CEO 
Federation  of  American  Health  Systems 

Medicare  Restructuring: 
Slowing  Growth  By  Providing  Private  Plans  Choice  and 
Bringing  Competition  to  the  Medicare  System 

The  Federation  of  American  Health  Systems  supports  a  total  restructuring  of  the 
Medicare  delivery  system.  The  Federation  believes  a  new,  privatized  payment 
system  must  be  structured  in  a  model  that  provides  choice  of  multiple  private  plan 
options  to  beneficiaries  much  like  the  existing  Federal  Employees  Health  Benefits 
Program  (FEHBP).  This  restructured  program  shall: 

•  Change  the  government's  role  from  that  of  a  purchaser  of  services  to 
that  of  a  purchaser  of  coverage; 

•  Offer  a  choice  of  multiple  private  plans,  as  well  as  traditional  fee-for- 
service  Medicare  coverage  to  each  senior; 

•  Pay  a  defined  contribution  on  behalf  of  all  seniors  to  purchase  health 
care;  and 

•  Utilize  the  power  of  private  markets  and  competition,  not  government 
price  regulation,  to  slow  cost  growth  in  the  program. 

Current  Policy: 

Medicare  enroUees  now  have  the  option  of  choosing  managed  care  by  enrolling  in 
Medicare  "risk  contracts,"  but  fewer  than  9%  do  so — as  opposed  to  participation  in 
some  form  of  "managed  care"  by  almost  80%  of  those  under  65  years  old.   Over  90% 
of  seniors  use  Medicare  as  a  publicly  managed,  single  payor  fee-for-service  insurer. 
The  provider  sends  in  the  bill  and  it  is  paid  at  a  federally  set  rate.  This  type  of 
coverage  has  become  a  dinosaur  among  private  health  plans. 

Why  are  so  few  in  private  plans? 

•  Because  few  seniors  imderstand  managed  care  and  because  the  non-HMO 
private  options  are  very  limited.  For  most  seniors,  only  traditional  "closed 
network"  HMOs  are  available  and  none  of  the  most  popular  forms  of 
managed  care — preferred  provider  organizations  and  point-of-service 
plans — are  available. 

•  In  some  parts  of  the  country.  Medicare  managed  care  is  profitable,  in  others  it 
is  not.  The  HCFA  payment  mechanism,  the  AAPCC  (Average  Annual  Per 
Capita  Cost)  needs  to  be  restructured  and  revised  to  more  accurately  reflect 
regional  costs. 

•  Efficient  Medicare  managed  care  providers  can't  charge  seniors  less— nor  can 
they  return  the  savings  in  lower  premiimis  to  beneficiaries.  As  a  result,  all 
risk  contractors  in  an  area  are  paid  exactly  the  same  amount;  therefore,  they 
must  try  to  attract  seniors  by  expanding  benefits  (e.g.,  prescription  drug 
benefits)  or  by  reducing  cost  sharing. 

•  Market  leverage  is  limited,  because  most  seruors  have  Medigap  plans  that 
cover  drugs,  copays  and  deductibles — and  it  is  difficult  to  convince  them  of 
the  better  value  when  they  see  no  personal  financial  benefit. 
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•  Seniors  are  understandably  afraid  of  change  and  of  having  access  to  their 
physician  limited.   But,  Medicare  "risk  contracts"  need  not  be  only  managed 
care  plans.  Private  carriers  can  also  carry  risk  and  provide  traditional  fee-for- 
service  indemnity  coverage  for  a  defined  amount.  In  rural  areas,  most 
private  plans  would  not  include  a  managed  care  component. 

Proposed  Poliqr: 

•  Replace  the  existing  AAPCC  with  an  improved  per  individual  defined 
contribution  system  (certificate /voucher)  that  will  encourage  the  growth  of 
■managed  care  and  other  private  delivery  alternatives  nationwide. 

•  Adjust  the  payment  mechanism  to  account  for  gender,  age,  geographic 
location,  and  certain  high  cost  chronic  conditions.  HCFA  has  the  capability  to 
do  this  now  ~  if  legislatively  directed  to  do  so. 

•  Allow  all  seniors  the  option  to  choose  a  private  plan  (as  in  FEHBP)  that  will 
meet  basic  federal  standards. 

•  Provide  an  "open  season"  once  a  year  for  seniors  to  switch  plans  —  just  as  in 
FEHBP. 

•  Pay  these  plans  up  to  100%  of  a  new  Average  Armual  Per  Capita  Cost 
(AAPCC)  ~  subject  to  the  rebate  provision  below. 

•  Allow  all  seniors  to  keep  their  existing  employer-based  coverage,  when  they 
turn  65,  if  they  choose  and  if  their  plcin  qualifies.  By  default,  enroll  seniors 
who  do  not  choose  to  remain  in  their  current  plan  or  to  join  another  private 
plan  in  the  regular  Medicare  program.  All  seniors  can  choose  to  stay  in  the 
regular  Medicare  program.^ 

•  HCFA  would  certify  any  plan  that  offered  at  least  the  steindard  Medicare 
benefits  package  and  that  meets  defined  quality  standards.  Each  plan  would 
have  to  publish  a  standard  rate  for  each  region  (as  they  do  in  FEHBP) 
available  to  all  seniors  during  a  HCFA-administered  aimual  open  season  and 
take  all  seruors  in  its  defined  area  of  operation. 

•  Provider-based  health  plans  should  be  assured  access  to  this  new  market. 
Rebate  Provision 

•  Health  plans  would  be  expected  to  compete  for  beneficiaries  by  offering  plans 
for  less  than  the  AAPCC  and  by  offering  different  benefit  packages.  Seniors 
would  share  in  the  savings  below  the  AAPCC.  Initially,  the  seniors  would 
receive  75%  of  the  savings  in  a  rebate,  the  U.S.  Treasury  25%  of  the  savings,  to 
encourage  the  move  to  more  cost  effective  health  plans.  Seniors  could  roll 
the  rebates  into  an  MSA  (tax  deferred)  account  that  would  be  used  for  health 
or  long  term  care  expenses  only. 

For  example 

The  average  67  year  old  in  Dayton,  Ohio,  under  the  existing  (and  flawed) 
AAPCC  methodology,  would  be  eligible  for  about  $5,100  per  year  in  1995,  if 
he/she  enrolls  with  a  Medicare  "risk"  HMO  plan.  The  HMO  now  receives 
95%  of  that  amount  to  provide  full  Medicare  benefits  and  any  additional 


1  After  2000  the  traditional  Medicare  program  may  receive  tlie  same  per  capita  pajonent  as  other  private 
carriers  (see  Option  B) 
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benefits  it  can. 

Assume  the  new  AAPCC  would  produce  the  same  average  payment  amoimt. 
Under  this  proposal,  if  Blue  Cross  of  Ohio  offered  a  POS  Medicare  plan  for 
$4,400  (a  strong  likelihood),  a  senior  would  receive  a  $525  rebate,  and  the 
Treasury  would  also  receive  a  $175  per  member  savings.  In  addition,  future 
growth  of  the  program  is  limited  because  the  growth  of  the  per  capita 
payment  (AAPCC)  could  be  restrained  to  well  below  the  10%  annual  growth 
rate  of  the  current  program. 

Direct  financial  savings  to  middle  income  seniors  are  the  most  effective 
incentive  for  them  to  choose  more  cost-effective  plans. 

Existing  Medicare  risk  contracts  and  private  sector  PPO  and  POS  plans  already 
show  that  substantial  cost  savings  can  be  achieved  —  but  the  system  doesn't 
allow  it.  All  savings  must  be  paid  back  to  the  senior  through  additional 
benefits  -  that  often  don't  create  enough  of  an  incentive  for  seiuors  to  switch 
from  the  traditional  program. 

OPTIONS  FOR  PRODUCING  GUARANTEED  BUDGET 
SAVINGS 

A.     Voluntary  Move  to  Private  Plans  with  "Look  Back." 

(Preferred  if  you  need  to  generate  up  to  $160  Billion  for  Medicare  over 
seven  years) 

1)  Use  traditional  provider  cuts  and  beneficiary  cost  sharing  in 
existing  Medicare  program  —  Hospitals,  Physicians,  labs, 
beneficiary  copayments  deductibles  or  premium  policy,  etc.  to 
generate  $100  Billion  in  traditional  baseline  savings. 

2)  Index  the  Medicare  Per  Person  Payment  to  Ensure  Reasonable 
Cost  Growth. 

Medicare  costs  can  be  controlled  and  will  be  by  the  private  health  plans  that 
are  chosen  by  seniors.  Private  carriers  and  managed  care  plans  can  readily 
provide  quality  care  for  less  than  the  AAPCC. 

If  seniors  choose  these  private  plans,  this  system  will  by  definition  generate 
significant  savings.  Savings  will  vary,  depending  on  CBO's  assiunptions  on 
how  many  beneficiaries  will  opt  for  private  plans. 

If  seniors  move  into  these  plans  in  significant  numbers  as  more  and  better 
private  choices  are  available  in  the  market,  it  will  produce  major  spending 
reductions  (baseline  savings)  simply  because  the  annual  AAPCC  growth  factor 
will  be  less  than  the  existing  Medicare  baseline  (about  10%). 

Because  the  fee-for-service  option  through  HCFA  would  remain  as  an  option, 
the  bulk  of  seruors  could  choose  to  remain  enrolled,  so  CBO  is  not  expected  to 
project  large  savings.  Therefore,  to  guarantee  scoreable  savings  for  the 
remaining  budget  targets: 

3)  Create  a  new  process  or  "Look  back"  to  guarantee  the  savings  will  be 
produced,  from  the  voluntary  move  of  seniors  to  private  plans.  The 
approach  would  guarantee  $60  Billion  in  over  7  years  imder  reasonable 
mid-range  assumptions. 

Each  year  HCFA  would  examine  the  entire  projected  Medicare  baseline  (as  it 
does  now  with  physician  payments)  to  see  if  the  reconciliation  spending 
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targets  from  OBRA  '95  have  been  met. 

If  the  privatization/managed  care  options  have  held  growth  within  the 
targets,  then  no  additional  cuts  from  the  "look  back"would  be  needed. 

But,  if  the  spending  targets  were  not  being  met,  a  formula  (like  a  sequester) 
would  automatically  make  cuts  in  the  program  to  produce  the  targeted 
spending  levels. 

The  cuts  should  be  allocated  across-the-board  as  follows: 

•  Provider  payments  -  50%  of  shortfall 

•  Beneficiary  contributions  or  payments  -  50%  of  shortfall 

Result: 

•  About  2/3  of  targeted  budget  savings  are  delivered  up  front  -- 
in  the  traditional  spending  reductions. 

•  About  1/3  of  targeted  savings  are  left  to  be  generated  by 
savings  created  by  the  move  to  private  plans  and  managed  care 
-  with  additional  provider  payment  cuts  and  beneficiary 
adjustments  built  in  to  guarantee  real  savings  if  reforms  don't 
deliver  adequate  savings. 

B.     Move  to  "Pure  Defined  Contribution  Plan" 

If  Congress  is  to  actually  attempt  to  deliver  $270  Billion  in  Medicare 
baseline  reductions  over  7  years  it  must  take  MUCH  BOLDER  ACTION. 
There  is  no  way  to  save  $270  Billion  under  Option  A,  or  any  other  approach 
involving  reform  of  the  traditional  fee-for-service  Medicare  program  that  will 
not  savage  health  providers.  These  enormous  cuts  in  reimbursement  will 
close  hospitals  and  shake  the  foundation  of  the  health  care  delivery  system. 
While  we  oppose  these  budget  targets,  to  get  to  these  numbers.  Congress  must 
be  bolder: 

1.  Adopt  the  system  outlined  in  Option  A  for  years  1996-2000. 
Seniors  would  have  the  option  of  choosing  from  numerous 
private  health  plans  or  staying  in  the  unchanged  traditional 
Medicare  fee-for-service  plan. 

2.  After  the  year  2000,  move  to  a  Pure  Defined  Contribution 
approach: 

•  Seniors  would  still  choose  from  multiple  private  plans  as 
well  as  traditional  Medicare. 

•  Sut  all  plans,  including  HCFA's  traditional  Medicare, 
would  receive  the  new  AAPCC.  HCFA  would  have  to 
compete  with  other  private  plans  for  beneficiaries,  under 
the  same  per  capita  payment. 

Result: 

•  For  the  first  4  years  (1996-2000)  savings  come  from  a  mix  of 
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voluntary  move  to  private  plans  and  savings  from  traditional 
fee-for-service  Medicare. 

•      After  2000,  all  savings  come  from  paying  all  plans  ~  private 
carriers  and  HCFA  ~  the  same  per  capita  annual  payment. 
Establishing  a  defined  inflation  adjustment  to  the  per  capita 
payment  after  year  2000,  will  achieve  the  baseline  savings 
necessary  to  meet  the  Budget  Targets. 

The  Government  Should  Be  Buying  Health  Coverage  For  Seniors. 
Not  Paying  For  Health  Services 

This  approach  privatizes  and  reforms  the  system,  saves  money  and 
will  provide  seniors  and  communities  with  better  health  care 
services. 
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Chairman  Thomas.  Thank  you  both  for  your  testimony. 

The  gentleman  from  Louisiana. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman. 

I  thank  both  of  you  for  your  testimony  and  thank  you  for  being 
constructive  in  offering  to  help  us  with  these  very  challenging  deci- 
sions. 

I  guess  the  thrust  of  the  reasoned  criticisms  of  the  number  that 
we  have  and  any  approach  that  might  be  taken  to  get  to  that  num- 
ber is  one  thing  that  Mr.  Scully  alluded  to,  and  that  is,  even  if  you 
go  to  a  defined  contribution,  even  if  you  go  to  a  capitated  approach, 
there  is  a  danger  that  the  capitated  amount  will  not  meet  the  re- 
quirements of  a  basic  health  care  plan  for  seniors.  I  think  that  is 
at  the  crux  of  what  we  have  to  look  at  and  decide,  as  we  go  through 
this. 

I  guess  there  is  no  way  we  can  know  what  the  market  will  do. 
But  you  two  are  in  the  market,  certainly  your  member  institutions 
are  in  the  market  and  are  a  large  part  of  what  makes  the  market 
work.  I  guess  the  other  large  part  is  the  consumer.  So  we  have  got 
to  look  at  it  from  both  the  standpoint  of  the  provider  community 
and  the  consumer  and  how  we  can  get  market  forces  at  work  in 
both  of  those  large  groups  to  come  up  with  the  savings. 

I  am  just  wondering,  from  your  viewpoint  and  being  a  player  in 
the  marketplace,  even  though  it  scares  you  and  even  though  you 
have  doubts,  do  you  think  it  is  possible?  Can  you  envision  a  mar- 
ketplace that  will  be  so  dynamic,  so  robust,  so  innovative  that  it 
will  be  able  to  come  up  with  a  reasonable  level  of  health  care  for 
seniors  at  the  number  that  we  are  looking  at  for  capitation  in  the 
year  2002? 

Mr.  Davidson.  I  think  one  of  the  problems,  Mr.  McCrery,  is  the 
transitional  question.  First  of  all,  it  is  very  hard  to  forecast.  I  mean 
you  could  put  six  economists  here  and  ask  them  that  and  have  the 
best  in  the  world  and  they  could  not  forecast  that  with  a  certainty, 
and  I  think  that  is  probably  the  way  we  feel  about  this. 

We  think  the  marketplace  can  respond,  and  the  question  is  can 
we  respond  and  treat  seniors  while  maintaining  cost  growth  at  the 
same  level  as  in  the  private  sector.  In  Medicare,  we  have  got  a  dif- 
ferent set  of  demographics.  That  is  one  critical  issue,  with  the  larg- 
est growth  cohort  in  seniors  85  years  of  age  and  older,  and  so  there 
I  is  a  tremendous  level  of  consumption  of  services  which  makes  it 
I  very  hard  to  forecast. 

But  the  critical  part  is  the  transition;  first,  how  we  move  forward 
in  the  interim,  when — without  sufficient  numbers  of  seniors  en- 
I    rolled  in  coordinated  care  programs  and  HMOs — we  are  not  ulti- 
!'  mately  getting  the  market  to  respond.  The  vast  majority  of  places 
i    in  rural  America  do  not  have  access  to  these  coordinated  plans. 
I    Second,  how  to  actually  build  the  capability  to  make  these  plans 
j   available  and  then  to  get  the  seniors  to  move  into  something  new 
[I  when  they  are  very  pleased  with  what  they  have  now.  Of  course, 
!  economic  incentives  could  move  them  there  quickly. 
'     That  is  part  of  the  reason  that  we  are  suggesting  that  there 
should  be  an  independent  national  commission.  You  are  all  up 
against  an  enormous  time  crunch  in  making  decisions  that  are  so 
,  hard  to  forecast.  If  we  could  take  some  money  out  on  the  front  end 
I  to  get  you  part  of  the  way  there,  an  independent  national  body 
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could  begin  to  construct  the  mechanisms  to  get  you  where  you  need 
to  be  for  the  rest  of  the  dollar  amounts  during  the  remainder  of  the 
7  years.  There  may  be  some  greater  rationality  in  trying  that  ap- 
proach and  being  a  bit  cautious  in  trying  to  get  to  that  goal. 

Mr.  Scully.  If  I  could  just  answer  that,  too.  I  cannot  tell  you 
that  if  you  took  an  AAPCC-like  mechanism  and  had  everyone  in, 
including  HCFA,  in  the  year  2002  and  you  gave  a  capitated  rate 
increase,  at  that  point  it  would  probably  require  about  5.5  percent 
a  year,  I  think,  that  the  market  is  going  to  fall  hard  and  hospitals 
are  going  to  fall  by  the  hundreds. 

The  fact  is  there  is  a  consolidation  going  on  in  health  care  and 
you  are  going  to  have  hospitals  closing  anyway.  As  I  said  in  my  tes- 
timony, I  think  if  you  squeeze  too  much  money  out  of  the  system, 
you  are  going  to  speed  some  of  that  up  even  more  quickly  as  is  hap- 
pening anyway.  There  are  not  too  many  cities  around  the  country 
where  hospitals  are  not  laying  people  off  or  closing.  That  may  be 
good.  I  mean  the  market  is  doing  that.  You  can  make  an  argument 
that  is  squeezing  more  efficiency  into  the  system. 

My  bigger  concern,  to  be  honest  with  you,  is  in  the  short  term 
how  you  get  there.  I  think  we  can  adapt.  We  are  not  happy  about 
$270  billion.  But  I  think  if  you  told  us  that  in  7  years  we  were  all 
going  to  be  in  a  capitated  FEHBP-like  system  with  a  certain 
amount  of  money  in  the  system,  we  could  probably  get  there.  It  is 
going  to  be  painful  and  it  is  going  to  be  difficult,  and  I  am  not  sure 
it  is  going  to  be  more  difficult  than  you  all  vision.  But  you  might 
get  there. 

My  concern  in  the  short  term  is  the  way  that  people  seem  to  be 
getting  there — to  $270  billion — is  this  number.  I  think,  as  you 
know,  a  lot  of  these  Medicare  reductions  in  a  prior  life.  I  helped 
create  some  of  those. 

My  concern  is  that  when  you  do  creative  stuff  like  having  the 
lookback,  which  we  support  and  think  is  a  good  idea,  that  to  cap- 
ture what  is  "privatization  managed  care  savings,"  that  only  gets 
you  part  of  the  way  there.  You  are  still  left  between  now  and  2002, 
even  with  the  lookback,  with  probably  $200  billion-plus  of  tradi- 
tional reductions  in  Medicare. 

And  when  you  look  at  how  to  get  there  and  you  go  through  the 
laundry  list  of  things — part  A  is  obviously  the  center  of  the  con- 
troversy of  where  you  find  the  savings  this  year — when  you  go 
through  and  look  at  things  that  sound  innocuous,  like  bad  debt, 
Medicare  DSH,  all  these  things  that  are  cosmic  concepts  that  most 
people  do  not  understand,  fortunately  for  them,  they  all  have  a  big 
impact  on  the  hospitals,  and  taking  a  big  hit  out  of  traditional  pro- 
vider cuts  to  get  there  is  a  very  tough  way  to  go  for  the  next  6  or 
7  years.  That  is  why  we  have  said  just  go  to  defined  contribution. 
We  would  rather  deal  with  a  capitated  system  to  take  money  out 
of  it. 

This  year  we  are  already  at  the  hospital  marketbasket,  which  is 
our  fundamental  way  of  getting  paid,  it  is  up  today  to  just  1.5  per- 
cent, and  that  is  dropping.  So  we  are  very  concerned  that  in  the 
next  7  years  we  are  going  to  have  negative  real  updates  for  hos- 
pital payments. 

I  guess  our  real  world  concern  is,  Are  there  ways  to  get  to  $270 
billion?  Yes,  but  they  are  going  to  be  politically  tough  and  they  are 
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going  to  be  controversial,  which  is  why  we  suggested  the  defined 
contribution.  If  you  do  it  the  old  way,  we  are  going  to  be  ham- 
mered, and  there  is  an  awful  lot  of  money  that  is  going  to  go  out 
of  the  system  and  it  is  not  going  to  be  pretty. 

I  guess  our  concern  is,  Can  you  get  there  in  2002?  Yes,  but  there 
is  an  awful  lot  of  ways  to  do  it  and  some  are  a  lot  better  than  oth- 
ers. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman.  We  are  certainly  not 
suggesting  to  do  it  the  old  way.  We  are  looking  for  suggestions  as 
to  how  to  do  it  a  new  way.  Although  we  may  not  be  able  to  go  to 
a  capitated  basis  right  away,  which  I  think  I  hear  you  saying  

Mr.  Scully.  After  2000  we  have  suggested. 

Mr.  McCrery.  Well,  we  would  like  to  work  toward  that,  but 
there  are  different  ways  to  get  there  and  we  want  to  work  with  you 
to  find  the  way  that  is  most  doable. 

Thank  you. 

Mr.  Ensign  [presiding].  The  gentleman  from  Wisconsin. 

Mr.  Kleczka.  Mr.  Davidson,  if  I  heard  right,  I  believe  Mr.  Scully 
indicated  that  a  $160  billion  cut  for  Medicare  would  be  more  doable 
than  the  suggested  figure  of  $270  billion.  What  is  your  view  on 
what  is  doable  and  will  it  provide  some  real  hardships  for  the  hos- 
pitals around  the  country? 

Mr.  Davidson.  As  we  said,  we  supported  the  notion  of  the  Gregg 
proposal  in  the  Senate  which  took  you  to  $160  billion.  $60  billion 
of  that  in  savings  would  be  through  restructuring  of  the  program. 
That  is  where  the  major  savings  would  be.  With  a  lookback  mecha- 
nism, that  if  in  fact  we  did  not  achieve  it,  then  we  would  make  cuts 
"the  old-fashioned  way."  But  that  would  be  dealing  with 
marketbasket,  making  adjustments  there  to  reduce  growth  for  hos- 
pitals. 

We  had  some  recommended  physician  changes  in  there,  as  well, 
as  well  as  some  participation  by  beneficiaries  in  terms  of  own 
health  coinsurance,  lab  coinsurance,  income-relating  part  B  pre- 
miums, but  kind  of  a  balanced  package  to  come  up  with  $160  bil- 
lion. 

Mr.  Kleczka.  I  am  assuming  that  you  saw  the  AMA  proposal 
that  we  talked  about  this  morning. 
Mr.  Davidson.  Yes. 

Mr.  Kleczka.  Do  you  have  a  sim-ilar  one  which  would  take  $100 
billion  out  of  the  physician  reimbursement  and  maybe  give  you  an 
additional  

Mr.  Davidson.  No,  we  do  not.  As  a  matter  of  fact,  we  do  not.  We 
call  for  

Mr.  Kleczka.  You  believe  in  shared  sacrifice? 
Mr.  Davidson.  Shared  sacrifice  and  hospitals  take  much  bigger 
hits. 

Mr.  Kleczka.  Are  you  saying  their's  is  not  a  shared  sacrifice  pro- 
gram? 

Mr.  Davidson.  I  would  not  comment  on  theirs. 

Mr.  Kleczka.  Then  do  not.  Now,  let  us  use  the  AMA  as  a  model, 
and  if  we  are  looking  at  about  a  $162  billion  cut  over  7  years  and 
you  folks  are  programmed  to  take  about  a  $100  billion  cut,  what 
type  of  a  cut  or  reduction  in  reimbursement  would  hospitals  around 
the  country  face  with  a  $270  billion  Medicare  Program  cut? 
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Mr.  Davidson.  Well,  we  had  an  independent  study  done,  and  it 
is  in  our  written  testimony,  by  Lewin-VHI  on  the  basis  of  a  $250 
billion  reduction  in  growth,  and  if  we  did  it  "the  old-fashioned 
way,"  our  reductions  would  have  been  about  $94  billion.  What  that 
really  means  is  that  in  the  year  2000,  the  typical  hospital  would 
be  paid  approximately  $1,300  less  per  case  in  Medicare  than  the 
actual  cost  of  producing  the  care. 

We  have  one  out  of  four  hospitals  in  America  where  75  percent 
of  their  patient  revenues  come  from  treating  senior  citizens  and 
medically  indigent  people,  as  well  as  in  carrying  bad  debts  of  5  to 
6  percent.  If  that  scenario  played  out,  those  institutions  could  not 
survive  very  long,  and  that  is  why  we  say  we  have  got  to  find  a 
better  way  to  reach  the  number  than  the  traditional  ways  with 
these  kinds  of  reductions.  These  reductions  turn  into  real  cuts. 

Mr.  Kleczka.  But  that  is  using  the  old  method  of  hospital  reim- 
bursement. By  using  the  new  method  and  assuming  a  $270  billion 
cut,  what  would  that  do  to  hospitals,  if  we  go  from  now  through 
the  next  7  years  to  a  pure  market  approach,  what  would  be  the  ef- 
fect on  hospitals  doing  that,  using  the  $270  billion? 

Mr.  Davidson.  The  number  obviously  would  be  higher.  I  do  not 
know  the  number  really  computes  to. 

Mr.  Kleczka.  So  the  $94  billion  is  based  on  a  $160  billion-  

Mr.  Davidson.  No,  it  was  based  on  $250  billion,  and  our  portion 
would  have  been  $94  billion.  So  if  you  took  the  $270  billion  and 
used  the  old-fashioned  way,  you  could  escalate  the  $94  billion  to 
$100  billion  and  it  still  does  not  look  any  better,  obviously. 

Mr.  Kleczka.  By  using  the  new-fashioned  way,  would  not  the 
$94  billion,  based  on  a  $260  billion  cut,  be  less  than  the  $94  bil- 
lion? 

Mr.  Davidson.  Not  enough. 

Mr.  Kleczka.  It  is  still  the  same  number. 

Mr.  Davidson.  It  does  not  matter,  if  we  are  talking  about  the 
$95  billion  or  $100  billion,  it  is  all  in  the  same  ballpark. 

Mr.  Scully.  The  reason  we  prefer  capitation,  and  we  have  done 
this  with  the  AHA,  is  that  we  have  done  a  lot  more  detailed  look 
at  hospitals.  We  have  done  some  of  our  own  hospitals,  and  we  have 
found  that  our  average  hospital,  say,  with  450  beds,  which  is  just 
a  midsize  hospital,  probably  in  the  fourth  years  under  the  current 
budget  stream  would  lose  about  $7  billion  in  revenues.  Most  of  our 
hospitals  have  over  50  percent  Medicare  pa3nnents,  so  it  has  a  big 
impact. 

The  reason  we  prefer  an  FEHBP  capitated  approach  is  that  we 
believe  that,  given  a  reduced  amount  of  money  

Mr.  Kleczka.  Well,  let  us  go  back  to  that  Federal  program,  be- 
cause everyone  is  touting  it  as  the  save-all  for  the  program,  how- 
ever, know  full  well  that,  in  fact,  you  do  know  that  the  capitation 
or  the  contribution  is  based  on  a  percentage  and  not  a  fixed-dollar 
amount. 

Now,  if  we  could  guarantee  the  Medicare  folks  that  we  are  not 
going  to  have  inflation  over  4  percent  for  the  next  7  years,  maybe 
a  fixed-dollar  amount  would  work.  But  if  you  want  to  emulate  the 
Federal  health  care  program,  let  us  also  emulate  one  of  the  things 
that  makes  it  work,  and  that  is  the  fixed  percentage.  Mr.  Scully, 
do  you  support  that  or  not? 
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Mr.  Scully.  Well,  our  concern  is  that  a  fixed  percentage  may  be 
too  low,  if  you  take  too  much  out  of  the  system.  But  I  also  ttdnk 
as  a  scoring  

Mr.  Kleczka.  It  will  be  too  low? 

Mr.  Scully.  I  think  the  fixed  dollar  is  going  to  be  ultimately  too 
low. 

Mr.  Kleczka.  Is  there  any  evidence  in  your  associations  that  we 
could  be  running  a  15-percent  increase  in  health  care  costs  this 
year?  I  am  told  by  some  folks  in  Milwaukee  that  this  year  we  are 
running  15  percent  health  care  increases,  health  are  inflation. 

Mr.  Davidson.  In  terms  of  the  insurance  premium  rate  in- 
creases? 

Mr.  Kleczka.  Right,  which  would  occur  next  year,  naturally. 
Mr.  Scully.  I  think  most  of  our  hospitals  are  seen  fairly  flat,  a 
2-  or  3-percent  increase  this  year. 
Mr.  Davidson.  We  do  not  hear  any  numbers  like  that. 
Mr.  Kleczka.  Well,  I  hope  they  are  wrong. 

Mr.  Ensign.  The  gentleman's  time  is  expired.  We  are  going  to 
have  to  go  vote,  so  I  want  to  make  sure  we  give  everybody  a 
chance. 

The  gentleman  from  Nebraska. 

Mr.  Christensen.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  the  witnesses  for  the  testimony  today  and  for 
their  time  and  your  help,  especially  Mr.  Scully.  I  know  you  said 
you  are  willing  to  work  with  us  and  you  are  wiling  to  help  us  get 
to  where  we  need  to  get.  As  you  well  know,  the  Medicare  trustees 
have  already  laid  out  the  problem  in  terms  of  it  is  in  serious  need 
of  repair. 

When  we  began  looking  at  how  we  could  improve  the  system 
back  in  April,  Mr.  Davidson's  organization  took  out  ads  against  a 
number  of  Congressmen,  as  well  as  a  number  of  people  who  were 
involved  in  this  whole  situation.  I  do  not  know  if  you  remember, 
but  these  were  the  words  just  2  months  ago,  "drastic  Medicare  re- 
ductions, hurt  senior  citizens,  irresponsible,  it  is  going  to  hurt  peo- 
ple that  need  bum  units,  trauma  care,  intensive  care,"  and  it  just 
goes  on  and  on  and  on,  fear  mongering  and  scare  tactics. 

I  realize  that  your  agenda  at  that  time  was  to  try  to  scare 
enough  people  to  get  involved  in  the  grassroots  effort  to  try  to  bring 
that  number  down.  Unfortunately,  I  think  that  it  caused  a  lot  of 
dissension  in  the  ranks,  and  I  do  not  think  it  helped  the  whole  dis- 
cussion at  all. 

Are  you  willing  now,  Mr.  Davidson,  to  help  us  with  this  problem? 
We  want  your  help.  We  want  to  work  with  you.  We  would  like  to 
have  you  give  us  some  ideas.  I  know  you  have  some.  I  read  your 
whole  testimony.  One  of  the  ideas  that  you  have  suggested  is  an 
independent  citizens'  commission  on  Medicare. 

I  think  each  one  of  us  here,  if  not  most  of  the  most  new  fresh- 
men, have  independent  commissions  already.  We  set  them  up  back 
in  our  districts.  On  my  commission  of  22  private  citizens  in  Omaha 
are  2  heads  of  hospitals  who  are  in  your  organization.  I  am  seeking 
their  input.  I  am  listening  to  them.  One  individual  heads  up 
Clarkson  Hospital  and  the  other  heads  up  St.  Joe's.  I  think  a  lot 
of  us  have  done  it.  I  know  Mr.  Ensign  has,  as  well,  and  I  think  Mr. 
McCrery  also  had  a  focus  group  just  this  past  week  in  Louisiana. 
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So  I  think  we  have  already  done  the  independent  citizens'  commis- 
sion that  you  are  talking  about. 

You  also  talked  about  an  idea  that  we  need  to  have  a  bipartisan 
type  of  commission  with  the  life  expectancy  beyond  the  current  cri- 
sis. I  think  we  have  that  in  the  new  Congress.  I  am  32,  Mr.  Ensign 
is  38,  Mr.  McCrery  is  30 — [Laughter.] 

You  know,  we  have  quite  a  broad  perspective  even  from  the 
standpoint  of  the  Democrat  side.  Mr.  Kennedy  is  27  or  28.  I  think, 
as  elected  officials  of  the  American  people,  we  kind  of  represent  a 
whole  spectrum  in  terms  of  age,  as  well.  So  I  am  not  sure  that  the 
independent  commission  idea  is  the  way  to  go,  because  I  see  a  lot 
of  commissions  and  a  lot  of  studies  waste  a  lot  of  time  and  delay 
and  delay  and  delay.  Frankly,  we  have  got  to  come  up  with  some 
new  solutions. 

I  know  that  my  time  is  running  short  and  I  know  Mr.  Ensign 
wants  to  inquire.  I  just  implore  you  to  help  us,  to  work  with  us  and 
to  not  take  part  in  some  of  the  activities  that  happened  a  few 
months  ago.  I  appreciate  your  help  on  this  issue. 

Mr.  Davidson.  We  look  forward  to  working  with  you,  sir. 

Mr.  Christensen.  Thank  you. 

Mr.  Ensign.  Before  we  take  a  break  to  go  vote,  let  me  just  ask 
a  couple  of  questions.  By  the  way,  for  the  record,  I  am  37.  [Laugh- 
ter.] 

Mr.  Davidson,  you  talked  about  simplification  of  the  whole  ad- 
ministration between  HCFA  and  what  they  require  out  of  hos- 
pitals, doctors,  the  whole  thing.  I  have  had  a  lot  of  townhall  meet- 
ings and  my  Medicare  task  force  on  this  whole  discussion.  I  would 
just  like  to  hear  some  suggestions  actually  from  either  one  of  you 
on  general  concepts  on  simplification. 

IVLr.  Davidson.  We  have  a  whole  plan,  Mr.  Chairman,  that  out- 
lines a  series  of  recommendations  which  we  think  you  would  be 
very  responsive  to. 

Mr.  Ensign.  The  other  thing  that  I  hear  in  the  townhall  meet- 
ings with  this  simplification  process  is  for  seniors  to  be  able  to  un- 
derstand the  bills  that  they  get.  A  lot  of  times,  they  would  like  to 
check  on  something  that  was  done  to  them,  they  do  not  think  some- 
thing was  done  that  maybe  was  done,  and  they  have  trouble  even 
understanding  the  bills  they  get  either  from  the  hospitals,  insur- 
ance companies,  or  whoever  it  is.  So  do  your  reforms  address  that 
as  well? 

Mr.  Davidson.  That  is  one  of  our  most  serious  problems.  If  we 
would  try  to  invent  a  confusing  system,  the  hospital  billing  system 
is  what  we  would  have  invented.  It  kind  of  happened  that  way  and 
it  is  a  product  of  so  much  diversity  in  the  system,  coupled  with  the 
governmental  involvement,  and  be  certain  that  it  is  very  difficult 
for  us  to  do  this  for  a  living,  to  understand  some  of  these  things. 
So  we  have  got  a  long  way  to  go  on  that  front. 

It  clearly  could  be  changed  dramatically,  if  you  moved  to  a  Fed- 
eral Employees  Health  Benefits  Plan  arrangement  or  some  other 
kind  of  options  in  terms  of  the  private  insurance  market.  I  think 
there  are  big  opportunities  there. 

Mr.  Ensign.  Do  you  have  any  numbers  on  the  impact  that  could 
have  on  hospitals  or  on  providers  across  the  country? 
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Mr.  Davidson.  Certainly.  It  could  save  millions  of  dollars  by 
streamlining  the  process,  getting  greater  uniformity  in  data  collec- 
tion and  all  of  the  rest.  We  could  make  up  almost  any  number  and 
probably  work  a  way  to  achieve  it. 

Mr.  Scully.  It  is  probably  not  a  scorable  number,  unfortunately. 
But  I  think  one  of  the  things  that  is  important,  we  also  have  a 
package  that  we  have  worked  out  with  the  AHA,  as  well.  Our  view 
is  you  are  moving  from  a  system  in  which  the  government  is  trying 
to  manage  the  health  care  benefits  of  37  million  seniors  on  a  micro- 
management  basis,  and  you  have  all  these  self-referral  laws  and 
lots  of  things  that  have  been  appropriately  in  many  cases  put  in 
the  last  10  years. 

But  if  you  move  to  a  system  where  the  government  is  trying  to 
pay  for  individual  service  and  track  it  and  make  sure  it  does  not 
get  scammed  on  things  to  a  system  in  which  you  are  basically  buy- 
ing coverage  like  a  private  employer  would  be,  the  way  to  get  sav- 
ings in  the  system  and  encourage  streamlining  and  the  move  to 
greater  efficiency  is  to  move  to  this  kind  of  capitated  payment  sys- 
tem. 

One  of  the  problems  you  have  is  a  lot  of  the  existing  laws  that 
are  set  up  in  Medicare  are  for  safeguards  for  fee-for-service  sys- 
tems. One  of  the  things  that  concerns  us  is,  as  you  move  to  a 
capitated  privatized  system,  you  are  encouraging  us  to  go  and  put 
together  physician-hospital  networks,  to  put  together  managed  care 
networks.  There  are  a  lot  of  things  in  the  Medicare  law  now  that 
set  up  enormous  barriers  to  that. 

If  you  are  fundamentally  rescoping  the  program  and  moving 
away  from  a  fee-for-service  system  to  basically  a  capitated  inte- 
grated service  network  system,  you  have  got  to  turn  the  whole  sys- 
tem around,  because  right  now  the  incentives  are  all  basically  to 
make  sure  that  people  do  self-referrals,  that  people  do  not  set  up 
coordinated  care  networks.  And  as  you  move  toward  that  kind  of 
system,  you  have  got  to  really  make  sure  that  you  look  at  the  de- 
tails in  how  you  rescope  it.  That  is  a  big  concern  of  ours. 

Mr.  Ensign.  One  of  the  reasons  that  I  raise  the  question  is  try- 
ing to  convince  people  that  this  is  one  of  the  cost-saving  areas. 
When  you  say  that  you  are  going  to  be  saving  money  and  providing 
better  care,  this  is  one  of  the  ways  I  think  is  obvious,  that  this 
costs  everybody.  This  is  inefficiency  and  this  costs  the  taxpayers. 
This  costs  the  providers,  as  well.  Everybody  loses.  This  is  the  lose- 
lose-lose  situation,  instead  of  a  win-win-win  situation.  So  I  would 
appreciate  your  getting  me  that  part. 

Mr.  Scully,  just  one  last  quick  question.  Address  Federal  price 
controls,  as  you  mention  that  in  your  testimony.  That  is  something 
the  seniors  bring  out  an  awful  lot  to  me  in  townhall  meetings.  I 
know  how  I  address  that,  but  explain  to  the  panel  here  why  you 
think  that  Federal  price  controls  would  not  work. 

Mr.  Scully.  We  have  had  this  discussion  for  many  years  with 
people  on  the  other  side  of  the  panel.  Medicare  is  a  single-payer, 
rate-set  fee-for-service  price  system,  that  is  what  it  is.  And  while 
it  provides  great  service  to  the  seniors,  we  think  it  is  a  model  of 
inefficiency.  It  just  creates  a  lot  of  perverse  incentives. 

If  you  are  a  hospital,  and  the  reason  we  are  so  aggressively  for 
reform  is  we  are  not  exactly  great  lovers  of  managed  care  insur- 
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ance  companies,  but  at  least  they  provide  rational  market  incen- 
tives. And  if  you  are  sitting  there  as  a  hospital  administrator  and 
you  get  50  or  60  percent  of  your  money  from  Medicare  and  Medic- 
aid and  40  or  50  percent  from  private  sector  plans,  the  incentives 
are  totally  different.  Because  of  the  way  Medicare  works  and  you 
have  got  15  different  pots  of  reimbursement,  you  end  up  doing  a 
lot  of  crazy  things. 

One  example  would  be  let  us  say  you  have  a  64-year-old  who 
breaks  their  hip  and  a  66-year-old  that  breaks  their  hip.  The  64- 
year-old,  if  they  are  in  a  private  health  plan,  he  may  not  like  Pru- 
dential or  CIGNA  or  whoever  it  is,  but  you  sit  down  and  you  work 
out  what  is  the  most  rational  way  in  different  settings  of  care — in- 
patient, outpatient,  skilled  nursing  facility,  home  health,  what- 
ever— ^to  find  the  cheapest,  most  efficient  way  to  get  them  healthy. 

In  Medicare,  you  get  all  these  crazy  incentives  for  pots.  We  get 
paid  under  DRG's  3-day  rule.  You  follow  where  the  money  goes  in 
Medicare  and  the  hospital  side,  and  we  do  a  lot  of  nutty  things, 
and  we  know  and  we  have  just  gotten  to  the  point  of  frustration. 
We  have  basically  decided  that  we  would  rather  deal — as  much  as 
we  do  not  love  insurance  companies — we  would  rather  deal  with 
somebody  who  has  rational  economic  incentives  than  deal  with  a 
very  fragmented  crazy  reimbursement  fee-for-service  system  with 
price  setting. 

Again,  you  asked  if  we  could  meet  the  capitated  rates  in  2002. 
We  are  not  happy  about  that  being  put  in  the  system,  but  our  view 
is  that  the  more  efficient  and  more  cost-effective  providers  will  win, 
and  we  are  willing  to  go  out  and  compete  to  do  that.  Right  now, 
everybody  gets  paid  the  same  amount,  whether  you  are  efficient  or 
inefficient.  They  basically  have  one  Federal  set  of  prices  and  that 
is  it.  So  two  hospitals  in  the  same  town  get  paid  the  same  thing, 
regardless  of  how  good  they  are. 

Mr.  Ensign.  I  want  to  thank  you  both.  We  have  about  3  minutes 
left  before  we  have  a  vote.  I  want  to  than  you  very  much  for  your 
testimony.  I  would  just  make  this  prediction  on  the  record  that  7 
years  from  now  hospitals  will  still  be  open. 

Thank  you. 

[Recess.] 

Chairman  Thomas  [presiding].  The  Subcommittee  will  reconvene. 

Reading  from  my  left  to  my  right,  Mr.  Bringewatt,  Mr.  Jasper, 
Mr.  Strand,  and  Mr.  Burman.  I  want  to  thank  you  all  for  coming. 
Your  written  testimony  will  be  made  a  part  of  the  record,  without 
objection,  and  we  look  forward  to  hearing  from  you  in  the  oral  por- 
tion in  any  way  you  may  see  fit  to  inform  the  Subcommittee. 

As  we  move  forward,  Mr.  Bringewatt,  you  might  well  start,  and 
then  we  will  move  to  Mr.  Jasper,  Mr.  Strand,  and  Mr.  Burman. 

Thank  you. 

STATEMENT  OF  RICHARD  J.  BRINGEWATT,  PRESIDENT  AND 
CHIEF  EXECUTIVE  OFFICER,  NATIONAL  CHRONIC  CARE 
CONSORTIUM,  BLOOMINGTON,  MINNESOTA 

Mr.  Bringewatt.  Mr.  Chairman  and  Members  of  the  Subcommit- 
tee, I  appreciate  the  opportunity  to  testify  on  behalf  of  the  National 
Chronic  Care  Consortium,  and  to  offer  recommendations  on  re- 
structuring the  Medicare  Program. 
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The  National  Chronic  Care  Consortium  is  a  national  organization 
representing  24  of  the  Nation's  leading  health  networks.  Our  mis- 
sion is  to  establish  new  methods  of  integrating  care  for  people  with 
serious  and  disabling  chronic  conditions,  such  as  heart  disease,  Alz- 
heimer's, and  strokes. 

The  major  premise  of  my  testimony  is  that  meaningful  control 
over  health  care  spending  only  can  be  achieved  by  fundamentally 
restructuring  provider  operations.  We  must  shift  our  current  legis- 
lative orientation  from  one  which  micromanages  care  settings  and 
staff,  piece  by  piece,  to  one  which  provides  incentives  for  groups  of 
providers  who  serve  a  common  high-risk  population,  in  order  to 
work  together  in  doing  whatever  is  most  cost  effective  across  set- 
tings and  over  time.  Establishing  separate  copays  and  deductibles, 
reducing  payment  rates  or  increasing  care  restrictions  by  hospital, 
nursing  home,  or  home  care  providers  may  produce  short-term  cost 
savings  for  the  affected  program,  but  may  not  produce  long-term 
cost  savings,  since  these  practices  ignore  the  cuts  in  one  part  of  the 
system  and  how  they  affect  the  total  care  costs. 

Long-term  cost  savings  will  require  several  actions.  First,  we 
must  shift  our  focus  from  an  acute  care  orientation  to  a  chronic 
care  orientation.  Chronic  disease  represents  the  highest  cost,  fast- 
est growing  segment  in  health  care  accounting  for  80  percent  of  all 
deaths  and  90  percent  of  all  morbidity.  Since  the  lion's  share  of 
health  care  resources  are  consumed  by  chronic  diseases  and  dis- 
abilities, it  does  not  make  sense  to  maintain  a  system  designed  to 
respond  primarily  to  acute  care  conditions. 

Second,  Congress  must  eliminate  Medicare  policies  that  reinforce 
high-cost  care.  Most  Medicare  policy  is  organized  around  health 
care  settings,  such  as  hospitals,  nursing  homes,  and  home  health 
providers.  These  policies  foster  duplication  of  activity  across  set- 
tings, prevent  providers  from  collaborating  on  care  for  the  same  pa- 
tient, and  prevent  us  from  understanding  the  cost  of  treating  the 
most  costly  problem  in  health  care  today. 

For  example,  over  the  course  of  a  single  episode  of  care,  a  hip 
fracture  patient  needing  surgery  and  postrehabilitation  may  re- 
quire as  many  as  8  different  assessments  and  8  different  care  plans 
developed  by  multiple-care  managers,  each  with  their  own  ap- 
proach to  care. 

Why  can  we  not  have  a  single  assessment  for  an  episode  of  care? 
Because  Medicare  requires  separate  workups  for  each  care  setting 
and  specialists  working  in  each  setting.  Why  can  we  not  have  a  sin- 
gle-care plan  or  patient  record  which  follows  the  patient  across  set- 
tings? Because  Medicare  requires  each  place  and  profession  to  col- 
lect different  data  using  different  measures  and  documentation  in 
different  ways.  Why  can't  I  tell  you  what  it  would  cost  on  average 
to  treat  a  patient  with  a  hip  fracture,  Alzheimer's  disease,  arthritis, 
or  other  major  chronic  diseases  or  disabilities  throughout  their  evo- 
lution of  such  conditions?  Because  Medicare  policies  do  not  enable 
us  to  aggregate  utilization,  cost,  and  quality  data  in  a  way  that 
produces  cost  information  that  crosses  time,  place,  and  profession. 

What  we  can  say  is  that  where  organizations  have  integrated 
health  services  under  pool  fixed-dollar  financing,  there  have  been 
demonstrated  cost  savings.  For  example,  staff  model  HMOs  versus 
other  HMOs,  and  several  demonstrations  including  PACE  and 
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Evercare  have  demonstrated  cost  savings  of  between  10  and  30  per- 
cent. 

Third,  Medicare  and  Medicaid  poUcies  are  intricately  related  and 
must  be  standardized.  Both  Medicare  and  Medicaid  finance  care  for 
people  with  chronic  conditions.  Virtually  all  health  care  providers 
must  respond  to  Medicare  and  Medicaid  policies.  Where  these  poli- 
cies are  inconsistent  with  one  another,  the  providers  must  establish 
duplicate  records  and  procedures.  This  has  serious  cost  implica- 
tions for  both  programs.  Moreover,  different  care  approaches  under 
each  program  also  has  significant  cost  implications. 

For  example,  failure  to  finance  and  manage  medical  care  for  peo- 
ple in  nursing  homes  has  a  direct  cost  implication  for  controlling 
hospital  expenditures  under  Medicare.  Failure  to  manage  chronic 
diseases  and  disabilities  by  physicians  and  hospitals  has  direct  im- 
plications for  controlling  long-term  care  costs  and  associated  Medic- 
aid expenditures. 

What  is  the  answer?  Congress  must  establish  a  new  consolidated 
provider  category  for  Medicare  and  Medicaid.  Providers  functioning 
under  this  category  would  specialize  in  care  of  people  with  chronic 
conditions;  provide  whatever  combination  of  care  is  most  cost  effec- 
tive; use  integrated  methods  of  administration,  financing,  and  de- 
livery; function  under  a  single  set  of  rules  and  regulations;  and  re- 
ceive fixed-dollar  or  capitated  payments  at  or  below  prevailing 
rates. 

Mr.  Chairman,  a  transportation  engineer  can  make  a  train  run 
faster  by  designing  a  new  wheel,  but  the  company  paying  the 
freight  may  find  greater  savings  with  a  different  mode  of  transpor- 
tation. It  is  time  for  Medicare  to  stop  reengineering  payment  rates 
for  hospitals,  nursing  homes,  and  clinics  and  reassess  its  future 
cargo.  The  future  cargo  for  Medicare  and  Medicaid  is  chronic  care. 
Congress  may  find  that  a  whole  new  approach  to  care  is  more  cost 
effective  than  our  current  fragmented  system. 

I  would  be  happy  to  answer  any  questions,  and  I  look  forward 
to  opportunities  of  working  with  you  and  seeking  ways  to  contain 
cost  through  better  care. 

Thank  you. 

[The  prepared  statement  follows:] 
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8100  26th  Avenue  South  Phone  (612) 

Suite  120  Fax  (612)  858-8982 

Bloomington,  MM  55425 

NATIONAL  CHRONIC  CAKE  CONSORTIUM 
STATEMENT  ON  MEDICARE  MANAGED  CARE  PROGRAMS 
HOUSE  WAYS  &  MEANS  SUBCOMMTITEE  ON  HEALTH 


L  INTRODUCTION 

Mr.  Chainnan  and  Members  of  the  Subcommittee  on  Health,  I'm  Richard  Bringewatt,  President  and 
CEO  of  the  National  Chronic  Care  Consortium  (NCCC).  NCCC  is  a  national  organization 
rq)resenting  24  of  the  nation's  leading  health  care  networks  with  services  provided  in  16  states  and 
every  region  of  the  country.  The  mission  of  NCCC  is  to  fundamentally  tnmsform  the  way  health  care 
services  are  administered,  financed  and  delivered.  Our  members  are  woildng  toward  the  achievement 
of  these  goals  through  the  establishment  of  delivery  models  that  integrate  the  full  range  of  services 
required  by  the  chronically-ill  from  primary  and  acute  care  through  long-term  care. 

NCCC  s^reciates  the  opportunity  to  offer  our  recommendations  on  restructuring  the  Medicare 
program.  Clearly,  Medicare  cost  containment  is  central  to  achieving  Congress'  balanced  budget 
objective.  We  strongly  support  Congressional  efforts  to  restructure  Medicare  through  the  application 
of  integrated  delivery  system  and  managed  care  principles  for  several  reasons.  First,  Medicare  is  one 
of  the  fastest  growing  entitlement  programs  in  the  Federal  budget.  Congress  cannot  meet  its  balanced 
budget  objectives  without  reducing  the  growth  rate  of  Medicare  expenditures  in  future  years. 

Second,  since  our  current  health  care  system  was  formed  several  decades  ago,  the  nature  of  illness  in 
our  country  has  shifted  from  a  prqwnderance  of  acute  care  illnesses  to  a  prqwnderance  of  chronic 
conditions.  Chrome  disease  like  heart  disease,  Alzheimer's  and  strokes  now  accounts  for  80%  of  all 
deaths  and  90%  of  morbidity  and  the  rate  of  increase  in  chronic  disease  continues  to  suipass  the  growth 
of  acute  care  illnesses.  If  we  are  to  effectively  contain  health  care  costs  we  must  shift  our  health  care 
structures  from  an  acute  care  orientation  which  responds  to  crisis  events  and  focuses  on  isolated 
segments  of  the  health  care  system  such  as  hospitals  and  nursing  homes  to  a  disability  prevention 
orientation  which  employs  a  muMdisciplinary,  systems  ^roach  to  care.  We  need  to  change  our 
j^roach  from  organizing  financing  and  care  around  providers  to  organizing  financing  and  care  around 
the  problems  of  people  that  cross  provider  settings  and  extend  over  a  long  period  of  time. 

Third,  we  must  streamline  our  regulatory  systems  to  allow  providers,  purchasers  and  payors  to  make 
health  care  treatment  decisions  based  on  the  most  cost-effective  approach  to  caring  for  specific  chronic 
illnesses,  regardless  of  what  combination  of  care  achieves  those  results.  The  private  sector  already  has 
received  this  wake  up  call  and  has  b^n  to  modify  administrative  and  delivery  systems  to 
accommodate  this  new  paradigm  in  health  care.  Most  of  our  nation's  major  health  care  systems  and 
many  free-standing  providers  have  begun  to  affiliate  with  other  providers  in  establishing  integrated 
delivery  systems.  Increasingly,  the  focus  is  not  just  on  consolidation  of  assets  and  strengthening  of 
market  position,  but  extends  to  fundamentally  changing  the  nature  of  bow  we  do  business.  Sufficient 
evidence  from  private  sector  initiatives  and  public  demonstrations  exits  regarding  the  cost-savings 
potential  of  integrated  care  to  warrant  streamlining  regulations  to  expedite  the  movement  from 
segregated  care  to  integrated  care. 

Public  programs  such  as  Medicare  and  Medicaid,  however,  remain  entrenched  in  old  rules  which  lock 
providers  and  payors  into  a  system  which  fosters  duplication  and  fragmentation  across  the  spectrum  of 
health  care  services  and  actually  encourages  providers  to  maximize  billing  opportunities  for  their 
individual  segments  of  care  instead  of  working  collectively  with  other  providers  to  meet  common 
clinical,  cost  and  quality  g(»ls.  Until  we  simplify  and  standardize  rules  and  regulations  governing  the 
administration,  financing  and  delivery  of  Medicare  and  Medicaid  services,  we  will  be  helpless  even  to 
document  and  understand,  much  less  contain,  health  care  system  costs.  Further,  we  must  recognize  the 
interdqjendence  between  the  Medicare  and  Medicaid  programs  to  prevent  cost-shifting  between  these 
two  programs,  improve  continuity  of  care  for  the  dually  eligible  and  contain  the  growth  of  the  two 
largest  health  care  entitlement  programs.  Most  providers  and  an  increasingly  greater  number  of  care 
recq>ients  are  affected  by  both  programs  with  inconsistencies  between  these  programs  adding  to  the  cost 
and  confusion  of  serving  people  with  chronic  conditions. 

Mr.  Chainnan,  the  NCCC  has  developed  a  legislative  proposal  for  restructuring  the  Medicare  and 
Medicaid  programs  which  we  believe  can  effectively  address  these  problems.  Our  proposal  focuses  on 
both  programs  based  on  the  interdqjendence  between  the  two.  The  Chronic  Care  Act  of  1995  would 
establish  a  single,  consolidated  provider  category  called  a  chronic  care  networic  (CCN)  for  delivering 
Medicare  and  Medicaid  services  to  the  chronically-ill.  All  Medicare  and  Medicaid  SCTvices  provided  by 
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a  CCN  would  be  subject  to  a  single  set  of  administiative  lequiremmts,  payment  policies,  iqwiting 
requirements  and  methods  for  evaluating  performance.  To  receive  certification  as  a  CCN,  provider 
networks  would  be  required  to  demonstrate  their  ability  to  integrate  the  full  range  of  primary,  acute 
and  long-term  care  services  as  well  as  the  administrative  and  clinical  systems  necessary  to  siqiport 
these  services.  The  focus  of  this  Act  is  on  containing  costs  through  better  care. 

CCNs  services  would  be  paid  for  under  a  pooled  firiancing  mechanism  to  reduce  duplication  of  services 
and  increase  provider  flexibility  in  resource  allocation,  fixed  dollar  or  c!q>itated  financing  to  limit 
aggregate  costs,  and  shared-risk  methods  to  create  incentives  for  collaboration  toward  conmion  clinical 
outcomes  and  cost  targets.  Initially,  the  Secr^ary  would  establish  payment  rates  for  different 
cat^ories  of  chronic  illness  such  as  End-Stage  Renal  Disease  and  acute  q)isodes  of  chronic  conditions 
like  stroke  and  hip  ftactures.  These  rates  would  be  set  at  or  below  95  %  of  the  average  community 
costs  in  caring  for  a  defined  population  under  the  fee-for-service  sector.  While  NCCC  is  very  much 
aware  of  the  disadvantages  of  using  the  fee-for-sendce  sector  as  the  basis  for  establishing  payment 
rates,  there  simply  is  no  viable  alternative  at  this  time  for  establishing  fixed  payment  levels  for  chronic 
conditions.  To  date,  no  public  or  private  programs  have  systematically  collected  data  on  individual 
chronic  conditions  across  time,  place  and  profession.  In  fact,  one  of  the  goals  of  the  Chronic  Care  Act 
is  to  establish  an  integrated  information  system  which  will  enable  us  to  accurately  document  the  cost  of 
chronic  care  over  time  within  defined  populations. 

We  also  understand  the  concerns  raised  by  HCFA  and  Congress  regarding  Medicare  HMO  risk 
contracts  which  have  had  questionable  success  in  producing  savings  due  to  the  bias  of  Medicare  HMOs 
toward  the  well-elderly,  the  cost-shifting  that  can  result  betweoi  Medicare  HMOs  and  fee-for-service 
programs  and  payment  link  to  the  fee-for-service  sector.  Each  of  these  factors  has  contributed,  in 
some  cases,  to  "overpayment"  of  providers,  even  under  the  95%  mle.  We  believe  CCNs  would  be 
isolated  from  these  dfects,  however,  since  these  networks  would  only  serve  those  persons  already 
diagnosed  with  a  chronic  condition  and  payments  would  be  established  by  the  Secr^ary  on  the  basis 
known  costs  directly  associated  with  specific  care  needs. 

In  the  interim,  our  Act  includes  several  strategies  that  we  believe  will  effectively  contain  costs.  Cost- 
savings  will  be  produced  by  improved  care  and  outcomes;  elimination  of  duplication  and  fragmentation 
among  services;  streamlining  of  regulations  and  standardization  of  oversight  criteria  and  functions; 
spending  caps  and  related  incentives  for  further  cost  reductions.  In  cases  where  providers  can  deliver 
services  for  less  than  the  negotiated  rate,  they  will  be  permitted  to  keep  half  of  these  savings.  The 
other  half  will  be  returned  to  the  Federal  government  for  deficit  reduction  and  reinvestment  in 
restructuring  of  the  health  care  system. 

Mr.  Chairman,  we  carmot  promise  that  the  Chronic  Care  Act  alone  will  produce  major  short-term  cost 
savings  for  achieving  the  Congressional  targets  of  $270  billion  dollars  in  Medicare  savings  and  $182 
billion  in  Medicaid  savings  needed  to  achieve  a  balanced  budg^  by  2002.  Long-term  cost  savings 
requires  a  primary  focus  on  producing  better  car  through  reengineering  of  our  oitire  apptoach  to  how 
we  administer,  finance  and  deliver  care  to  people  with  chronic  conditions.  It  will  require  a  phased-in 
approach  to  allow  sufficient  time  for  remodeling  our  health  care  infrastructure.  Further,  the  type  of 
health  care  initiatives  being  considered  by  the  Federal  government  will  require  an  initial  investment  in 
restructuring  the  administration,  financing  and  delivery  of  Medicare  and  Medicaid  services.  NCCC  is 
convinced,  however,  that  if  an  appropriate  investment  in  Medicare  restructuring  is  undertaken  today, 
some  short-term  savings  can  be  attained.  More  importantly,  significant  long-term  savings  can  be 
achieved  mth  better  care  results.  Ignoring  the  details  of  system  transformation  through  simple  but 
major  reductions  in  allocations  may  fail  to  achieve  both  quality  and  cost-contairmient  d>jectives. 

n.      STRATEGIC  ASSUMPTIONS  REGARDING  HEALTH  CARE  SYSTEMS 
TRANSFORMATION 

Effective  reform  of  Medicare,  Medicaid  and  other  health  care  programs  will  require  a  fundamental 
transformation  of  the  way  care  is  administered,  delivered  and  financed.  Solutions  must  focus  on 
underlying  causes  of  health  care  inflation  such  as  the  fragmentation  and  duplication  characterizing  our 
administrative,  financing  and  delivery  systems  in  serving  people  with  chronic  conditions.  Solutions 
must  include  strong  incentives  for  consumers,  providers,  payors  and  regulators  to  approach  the  health 
care  system  in  a  cost-conscious  manner. 

Advances  in  medical  care  and  technology  are  moving  our  society  from  a  predominance  of  short-term, 
cure-oriented  conditions  to  a  predominance  of  conditions  that  require  ongoing,  multidimensional,  high- 
cost  care.  Hospitals,  nursing  homes,  physicians  and  community-based  long-term  care  providers  are 
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becocrizig  incmsing  tntsriqxzideQt  in  serving  a  common  cfaromcally-inqairBd  pojnilation.  CumuJative 
coso  and  qoaliry  of  life  for  persons  widi  sesxias  and  persisteot  chrooic  ccaiditions  are  both  significantiy 
^HrpiyVr«tf  upon  the  foD  amy  of  primaiy,  scats,  transitional  and  long-term  care  providers  woiiing 
together  to  prevent,  delay  or  mTm-miye  disability  progresskm  and  its  associated  costs. 

To  date,  die  health  care  systan  has  aot  adequately  responded  to  these  changing  donands.  We  continue 
to  use  heroic  means  to  ward  off  death,  while  we  largely  ignore  the  braiefiis  of  disability  prevaition  and 
primary  care.  We  continue  to  finance  and  manage  care  tirrough  isolated  care  segmoits  which  increases 
adminisrrative  costs  without  improving  the  coordination  of  care.  While  major  attention  has  beai  givai 
to  controlling  short-term  costs  and  maTiTni-yi-ng  profit  margins  within  existing  provider  structures,  little 
attention  has  been  given  to  the  accumulation  of  costs  across  time  and  setting.  To  effectively  address 
the  needs  of  the  chronically-£Q  and  reduce  overall  systans  costs,  we  must  modify  our  approach  to  the 
delivery,  administratioQ  and  financing  of  long-term  care  based  on  the  strategic  assumptions  outlined 
bekjw. 

A-      STRATEGIC  ASSUMFTIOS:  Our  approcdi  to  service  deUvery  must  sh^Jrom  at 
acute  aire  oriejuaxion  tc  a  chronic  cart  orieivtation, 

Oxromc  disease  represents  the  highest-cost,  fastest-growing  segment  of  the  health  care  system.  To 
contain  health  care  costs,  we  must  recognize  the  need  to  shift  our  fundamaital  orientation  to  health 
care  delivery  from  an  acute  care  model  to  a  chronic  care  model.  The  acute  care  model  is  designed  to 
respond  to  crisis  events  and  qjisodes  of  illness  lather  than  the  prevention  of  disability  progression.  An 
acute  care  approach  focuses  on  isolated  care  planning  and  referral  rather  than  management  of  patient 
care  across  the  multiple  disciplines  providing  primary,  acute  and  long-term  care  services. 
Administiatrve,  financing  and  delivery  rules  are  based  on  die  phase  of  illness  being  treated  (acute  vs 
rriabilitaiioo  vs  long-tnm  care),  the  treatmCTt  setting  (ho^jiial  vs  nursing  home  vs  home  care),  and 
die  health  care  professional  delivering  services  (doctor  vs  nurse  vs  rehabilitation  therapist). 

Effective  integration  of  chronic  care  services  requires  a  "trinocular"  view  of  health  care  delivwy  where 
the  perspectives  of  acute,  long-term  care  and  managed  care  providers  are  takra  into  account.  Acute 
care  pnrfessioos  view  chronic  care  in  terms  of  Ulness  and  cure.  They  are  very  'high-tech'  in  service 
onentation  and  organize  care  in  short-term .  episodic  approaches.  Long-term  care  professionals  view 
duonic  care  problems  in  terms  of  function  and  are  'hi^-totich'  in  service  orientation.  They  organize 
caie  over  an  extended  poiod  of  time.  Managed  care  professionals  think  of  chronic  care  problems  in 
terms  of  opomizing  health  outcomes  and  reducing  costs.  They  approach  health  care  solutions  in  terms 
of  primary,  secondary  and  tertiary  prevoition.  Effective  cost-containment  will  require  the 
incorporation  of  aH  three  perspectives  into  an  integrated  system  of  caie. 

The  current  system  must  be  restructured  to  allow  providers  the  flexibility  and  financial  incratives  to 
more  effectively  respond  to  the  needs  of  die  chronically-ill;  manage  care  across  time,  place  and 
profession;  and  to  use  whatever  combination  of  care  is  most  cost-effective.  Providers  must  have  the 
ability  to  make  patient  care  decisions  based  on  clinical  judgem«its  about  the  most  effective  treatments 
and  settings,  not  based  on  which  programs  and  services  are  reimbursed  by  a  particular  payor. 

jyTEKVEFTION:  Sy^  buegmticn. 

We  must  move  from  a  micro  approach  to  managing  isolated  health  care  qjisodes  to  a  macro  or  systrans 
approach  to  managing  particular  patient  conditions.  Systan  integration  strategies  must  wnanate  from  a 
clear  vision  and  definition  of  a  new  service  delivery  reality.  This  new  vision  must  be  grounded  in  the 
following  integrated  health  oetwoii  concepts; 

•  fun  continuum  of  caie,  integrated  across  discipline  and  setting; 

•  multidimensional  care  planning  and  implemwitation; 

•  anphasis  on  preventing,  delaying  or  min-iTniTiTig  the  progression  of  dis^nlity; 

•  capitated,  shared-risk  financing  across  providers; 

•  longitudinal  focus,  not  episodic  focus,  with  ranphasis  on  cumulative  cost  and  results. 

B,      STRATEGIC  ASSUMPTION:  We  must  standartSxe  our  approach  to  the  administration 
and  managemem  of  health  care  services. 

Health  care  administrative  policies  and  procedures  are  based  on  the  acute  care  model  with  its  qjisodic 
orientation.  Separate  policy  authorities  exist  for  major  segm«its  of  chronic  care  financing  and  s^xnate 
administrative  aatliorities  exist  for  each  Federal  program.  Regulations  governing  eligibility  criteria. 
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coverage  rales,  payment  policies  and  evaluation  methods  differ  across  program  categoric  soduis 
Medicare  and  Medicaid.  Requireanaits  regarding  pan»it  assessmoits,  care  planning,  data  collection 
and  record  keqiing  are  sepaisxely  defined  by  cUmcs,  hoqntals,  nursing  homes  and  community-based 
service  satings  resulting  in  high  costs  and  care  fragm^itation.  S^arate  program  administration  locks 
in  a  major  duplication  of  effort  at  the  local  level  and  makes  it  virtually  impossible  to  measure,  let  alone 
manage,  the  nmmcinded  cost  escalation. 

For  example.  Medicare  provides  primary  and  acute  care-related  services  to  the  elderiy  and  disabled 
r^ardless  of  income.  It  is  federally  directed,  administered  through  fiscal  intamediaries,  and 
reimburses  acute  care  on  a  prospective  basis  and  sldlkd  care  on  a  cost  basis.    Medicaid  provides  acute 
-and  long-t^m  care  covaage  to  the  low-tncome,  is  federally  defined,  and  administraed  by  tibe  state. 
BeDsfrts  vary  from  state  to  state  as  do  income  and  ass^  eligibility  criteria  and  reimbursOTient  formulas. 
Difference  in  program  authority  and  administrative  requir»nents  for  the  dually  eligible  who  require 
acute  and  long-twrn  care  services  create  tranoidous  fragmentation  in  savice  delivery  and  needlessly 
increases  systan  costs. 

An  example  of  the  fragmented  delivery  created  by  diffeioit  program  directions  is  most  evidoit  in  a 
dually  eligible  patioit.  Since  Medicaid  is  ori^ited  toward  long-t^m  care,  payment  for  acute  and 
primary  care  services  is  limited.  For  example,  in  many  cases,  a  physician  can  only  be  paid  for  visiting 
a  nursing  iKime  patiCTt  every  30  days  unless  a  new  prc*)lem  arises.  Selected  acute  care  services  which, 
theoretically,  could  be  provided  in  a  nursing  home  or  at  home  are  not  provided  in  these  lower-cost 
settings  due  to  rdmbursmCTt  and  cltDical  restrictions.  Ther^ore,  patients  exp^ioicing  recurring 
medical  problems  frecpeatly  must  be  hoq)italized  to  recdve  payment  for  medical  care  since  thsy 
become  eligible  for  Medicare  acute  care  baiefits  once  transferred  to  the  bo^)ital.  However,  the 
incCTtive  under  Medicare's  PPS  Systran  is  to  discharge  patiaits  to  lower  care  settings  as  quickly  as 
possible  to  maximize  DRG  paymoits.  Frequaitiy  pati«its  move  back  to  a  nursing  home  setting  at  a 
higher  care  level,  often  resisting  in  cost-shifting,  cumulative  cost  increase  and  dissatisfied  consumen. 

Conflicting  incentives  in  the  Medicare  and  Medicaid  paymoit  systems  leads  to  a  continuous  cycle  of 
transfers  among  health  care  settinp  to  meet  patiraits'  medical  and  long-t^m  care  needs.  In  addition, 
since  each  syston  has  sepai2ts  clinical  requiranraits,  costs  are  multiplied  needlessly  by  dt^lication.  For 
example,  an  ekteiy  patient  receiving  swvices  und»  Medicare,  Medicaid,  Social  S«vice  Blods.  Grant 
and  Oldffl-  American  Act  programs,  could  have  four  differau  case  managers  and  four  different  care 
plans  —  none  of  which  routinely  are  coordinated  with  one  another.  Such  conflicts  must  be  ei\m\ram\ 
if  health  care  cost  inflation  is  to  be  brought  under  control. 

INTERVENTION:  Consistent  Pubtie  PoUey. 

To  date,  policymakers  have  focused  on  almost  exclusively  on  financing  rrfonn  as  the  solution  to 
containing  health  care  costs.  Even  if  we  move  to  a  health  care  syston  which  operates  within  a  global 
budg«  and  fully  capitates  all  primary,  acute  and  long-temn  care  sCTvices,  however,  we  won't  be  able  to 
maximize  cost-savings  c^^portunitie.  Health  care  cost  containmrait  also  is  dq)endent  on  a  restructuring 
of  health  care  administraiive  and  delivery  systans.  Policies  governing  acute  and  long-term  care 
programs  must  be  made  more  consistoit  through  strat^ies  such  as  saandardiTfld  goals,  objectives, 
service  ddinitions,  staiwkrds  and  rqjorting  requiranents  for  programs  saving  the  chronically-ill. 

The  administration  of  health  care  financing  must  be  standardized  across  providas  and  payors. 
Administration  should  be  shifted  from  cost  accounting  systans  focused  on  diffaent  payors  and 
providers  to  a  system  which  int^rates  financing  administration  for  the  network  of  providers  providing 
services  to  common  patiaits.  All  network  providas  should  be  required  to  colka  a  standard  seSL  of 
core  data  oa  client  characteristics,  health  status,  service  use,  costs  and  quality  outcomes.  While 
diffaait  providas  and  payors  require  information  that  is  unique  to  tbar  own  setting,  it  is  critical  that 
integrated  delivery  systans  defire  information  the  same  betweai  providas  where  information  is 
common  to  all.  For  example,  assessment  protocols  for  measuring  functional  and  cognitive  status 
should  be  the  same  wh^her  collected  by  a  nurse  or  social  woika  in  a  nursing  home  or  home  care 
setting. 

Administrative  policies  also  should  be  modified  to  allow  provider  networks  to  use  a  single  budg« 
cycle;  compatible  booldceqnng,  accounting  and  rqx^rting  stractures;  and  compatible  claims  processing 
and  other  fiscal  management  methods  across  settings.  Ic  additicm,  financial  managonait  systems  must 
b^in  linking  cost  data  with  outcomes  data  across  providers  and  payors  for  purposes  of  assessing  the 
cost-effectiveness  of  various  treatment  protocols  and  establishing  outcome  measures  for  evaluating 
performance. 
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C.      STRATEGIC  ASSUMPTION:  We  must  move  from  a  fee-for-serviee  pt^ent  system  to 
risk-based,  fixed-doUar  financing  which  pools  financing  across  programs  and  health 
care  settings. 

Our  cuiTCTt  health  care  financing  systCTi  is  r^lete  with  disincentives  to  cost-effective  service  delivery. 
Whether  a  public  or  private  agency,  payors  are  writing  increasingly  stringent  contract  or  grant 
qjecifications  for  service  delivery  and  monitoring  care  for  specific  services  on  a  case-by-case  basis. 
Control  is  organized  around  issues  of  service  amount,  frequency,  and  duration  for  specific  care 
segments,  rather  than  based  on  outcomes.  It  is  difficult  for  program  integration  to  occur  in  the  abs^ice 
of  outcomes-based  managemrat  and  global  budget  targets  that  allow  for  provider  flexibility  and 
innovation. 

Most  cost-containment  strategies,  including  those  involving  cqntated,  managed  care  financing,  focus  on 
shoit-tom  cost  savings  within  existing  provider  stnictures  with  sqxuate  contracts  and  risk- 
arrangemoits.  There  is  little  or  no  incentive  for  providers  to  collaborate  in  cost-savings  across  the 
continuum  of  care.  Even  managed  care  organizations  engage  in  a  certain  amount  of  cost-shifting 
within  the  system.  For  example,  many  HMOs  limit  their  financial  risk  by  passing  it  on  to  the 
providers  with  whom  they  contract  on  a  fee-for-service  basis.  The  result  is  risk  management  on  an 
episodic  basis  by  negotiating  the  lowest-priced  contract  for  each  provider  or  service.  The  result  is  a 
high  cost  administrative  structure  and  ineffective  delivery  model  for  chronic  care.  Cumulative  costs 
increase  and  quality  diminishes. 

INTERVENTION:  Replace  Aficroman4^ment  of  Behavior  with  Outcome  Orientation 

Policies  governing  provider  practices  must  be  less  prescriptive  of  process  and  procedures  used  by 
individual  providers  and  stc^,  and  more  focused  on  outcomes  of  care  and  the  cumulative  effects  on  the 
client.  Structures  for  finance  and  administration  must  shift  from  containing  costs  within  narrow  health 
segments  to  giving  providers  incentives  to  collectively  contain  costs,  prevoit  disability  progression  and 
emphasize  customer  satisfaction  across  time,  place  and  profession.  Provider-based  systems  should  be 
established  where  provider  networks  are  paid  under  shared-risk  arrangemCTts  for  achieving  cumulative 
cost  and  outcome  targets. 

m.     RESTRUCTURING  HEALTH  CARE  THROUGH  INTEGRATED  DELIVERY 
SYSTEMS 

A.  Private  Sector  Entry  into  Integrated  Delivery  Systems  and  Managed  Care 

NCCC  believes  that  one  of  the  most  important  outcomes  of  the  health  care  reform  debate  of  1993-1994 
was  to  increase  awaraiess  among  consumers,  providers  and  policymakers  about  the  cost-savings 
potential  of  integrated  delivery  systons.  While  the  private  health  care  industry  had  been  moving 
toward  integrated  delivery  systems  and  managed  care  approaches  prior  to  1993,  the  prospect  of  health 
care  reform  legislation  mandating  health  care  delivery  around  "accountable  health  plans"  and  risk-based 
financing  dramatically  escalated  the  movement  toward  the  integration  of  primary  and  acute  care 
services.  NCCC  is  convinced  that,  with  or  without  legislative  mandates,  the  private  sector  will 
continue  the  movrauMit  toward  health  systrans  integration.  But  it  needs  the  support  of  Federal 
leadershq)  to  maTiTni7i>  its  potCTtial. 

Today,  many  of  our  leading  health  care  providers  are  merging  dieir  resources  under  new  health  care 
alliaiK^es  covering  the  q)ectnjm  of  primary,  acute  and  long-term  care  services.  Integration  efforts  have 
focused  on  the  merger  of  hoq)itals,  physicians  and  managed  care  plans  operate.  To  fully  realize  the 
potential  of  integrated  delivery  systems  to  improve  care  and  reduce  costs,  long-term  care  providers 
must  become  an  integral  part  of  the  system.  Efforts  of  the  private  sector  need  the  stimulus  of  federal  ■ 
policy  that  is  supportive  of  these  emerging  trends. 

B.  Integrated  Delivery  Systems  as  an  AJtemative  Savings  Device 

NCCC  believes  that  the  integrated  delivery  system  model  rqnesents  a  far  more  rationale  q>proach  to 
cost-containment  than  simply  ratcheting  down  provider  payments.  Experiments  with  price  controls 
beginning  in  the  Nixon  Admini^ration  have  shown  that  this  ^)proach  simply  does  not  work.  Results 
are  short-term  at  best  since  price  controls  address  the  product  of  inefficient  health  care  delivery,  not 
the  underiying  causes. 

The  cost-savings  potential  of  integrated  ddivery  systems  and  managed  care  plans  has  evidoiced 
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substamialfy  lower  taiUzation  noes  in  areas  such  as  bo^ital  admissions  and  loigths  of  stay.  In 
addition,  health  care  systrais,  providers  and  insurers  have  become  much  more  sophisticated  and 
"bottom-line"  oriented.  Many  private  systems  practice  aggressive  case  managonent,  capitated 
financing  and  information  managanmt  and  are  increasingly  characterized  by  an  outcome  orioitation. 
As  we  move  to  new  structures  of  operation  under  a  single  paymoit  with  which  to  manage  a  patient's 
total  health  care  needs,  there  is  a  strong  incentive  to  avoid  high-cost,  evoit-based  care  and  significantly 
reduce  the  cumulative  cost  of  primary,  acute  and  long-term  care. 

Despite  this  progress,  however,  NCCC  believes  that  it  is  impoitant  to  note  a  missing  link  in  the 
proliferation  of  int^rated  delivery  systems.  While  the  medical  sector  is  moving  fonvard  quickly  to 
establish  cost-savings  joint  voitures,  the  long-term  care  industry  has  not  be«i  integral  to  the  movement. 
Congress  could  play  an  important  role  in  oqKmding  opportunities  for  LTC  provider  particq»tion  by 
eliminating  current  barriers  to  using  managed  care  princq)les  in  the  deliveiy  of  LTC  services  and 
bridging  the  gaps  among  primary,  acute  and  long-term  care. 

The  integration  of  primary,  acute  and  long-term  care  services  is  critical  to  maximizing  cost-savings  and 
efficiencies  across  the  health  care  system.  Pooling  financing  that  rewards  outcomes  over  process  can 
free  the  long-tenn  care  industry  from  excessive  use  of  institutional  services.  Long-term  care  services 
and  settings  such  as  home  care,  adult  day  care  and  skilled  nursing  care  offer  lower-cost  alternatives  to 
traditional  acute  care.  Chronically-ill  patients  who  rq>resent  the  highest-cost  and  fastest-growing  health 
care  s^moot  must  have  access  to  the  full  range  of  b^th  care  services  with  assurance  of  care 
continuity  from  pnjnary  through  long-term  care  and  commitment  to  minimizing  disability  progression  if 
the  system  is  to  achieve  qptimal  savings. 

C.  JntegnOed  Delivery  Systems  vs  Managed  Care  Plans 

NCCC  believes  that  it  is  important  to  distinguish  between  managed  care  anangements  and  fully 
integrated  health  care  delivery  systems.  While  managed  care  contains  an  important  ingredient  that  can 
facilitate  integration,  the  concepts  of  managed  care  and  integration  are  not  necessarily  the  same. 
Managed  care  typically  refers  to  an  arrangement  in  which  an  HMO  or  other  entity  is  given  a  prqxdd, 
c^itated  payment  for  each  enrollee  in  exchange  for  providing  a  defined  s^  of  services.  Such  risk 
contracts  provide  HMOs  the  incentive  to  effectively  manage  the  cost  and  quality  of  care  for  all 
enrollees.  Managed  care  techniques  can  include  pre-authorization  for  the  use  of  services,  the 
assignment  of  a  primary  care  physician  to  coordinate  care,  qiecialized  case  management  for  high  risk 
cases,  an  emphasis  on  prevration,  and  the  use  of  a  more  flexible  heasRt  package  than  is  normally 
permitted  in  fee-for-service  arrangements.  Hiese  techniques,  however,  do  not  automatically  translate 
into  an  integrated  health  system. 

Fully  integrated  service  n^orics  manage  care  across  all  settings  in  the  service  of  a  common  care  plan 
which  seeks  to  optimize  patioit  outcomes  through  collective  action.  Administrative,  financial  and 
information  systems  must  be  integrated  to  support  a  common  aiq)roacb  to  care.  For  int^ration  to 
occur  under  managed  care  plans,  all  providers  serving  the  same  patients  must  share  in  the  financial 
risks  and  rewards  associated  with  providing  care,  with  all  providers  woridng  toward  common  cost  and 
quality  goals  across  the  n^oik.  In  contrast,  under  managed  care  plans,  all  too  often  individual 
providers  work  under  separate,  often  non-risk  contracts,  and  woric  within  their  own  settings  to 
maximize  billing  opportunities.  Incentives  among  providers  within  a  given  network  must  be  aligned 
for  a  network  to  be  integrated. 

Providers  alone,  however,  cannot  be  blamed  for  their  failure  to  onploy  an  integrated  systems  ^roach 
to  health  care  delivery.  Current  laws  and  regulation  often  prevent  th^  from  doing  so.  Congress 
could  play  an  important  role  in  eliminating  a  micro-management  approach  to  health  care  delivery  and 
promoting  a  systems  approach  by  streamlining  existing  regulations  and  standardizing  regulations 
governing  the  administration,  financing  and  delivery  of  health  care  services.  NCCC  believes  that  the 
establishment  of  a  consolidated  provider  category,  such  as  the  Chronic  Care  Netwoik  model  described 
below,  offers  a  viable  strategy  for  moving  toward  an  integrated  delivery  system  approach. 

D.  Cost-Savings  Potential  of  Integrated  Delivery  Systems  and  Managed  Care 

No  one  knows  the  actual  costs  of  caring  for  any  chronic  condition  because  we  don't  collect  information 
about  the  cost  of  care  for  complex  chronic  conditions  across  time,  place,  profession  and  funding 
source.  For  example,  we  know  that  there  is  a  direct  relationsbq)  between  stokes  and  hip  fractures  and 
the  use  of  long-term  care  services.  We  know  that  hypeitension,  diabetes  and  osteoporosis  are  all 
precursors  to  chronic  conditions.  We  know  that  the  chronically-ill  use  a  significant  amount  of  drugs 
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and  ny«'Hcal  eqaipmem..  Bra  we  cjnnoc  ckxaimem  the  actual  coses  of  tJaese  cooditiaiis  across  seaiags 
and  ovCT  time.  Only  b\-  coordinating  infocmatkm  o\-a-  time  refarding  oosi.  quality-  aad  ouicomes  for 
the  same  prv>fTK  and  populaiiotis  across  die  coodxEiam  of  care  's-ill  it  be  posstbk  to  accumely  assess 
tbe  tn*e  cost  sa>irLg3  pwtential  of  integrated  delr.-ery  mociaLs. 

The  coHective  expeoeoce  of  NCCC  members,  hc^-sver,  suggests  tiiai  int^rated  detivCTy  system  and 
managed  care  spprtj&cibes  hia%-e  die  potential  xo  dfectrvely  address  tinee  primary  and  compatfbie  goals 
of  a  bealtii  s^-stems  transformatioii.  These  goals  include  redudng  aggregate  health  care  costs, 
decreasing  Kfairh  care  inflation  rates  atkd  improNing  qoaliry  of  care.  Klany  of  the  NCCC  memba^ 
ha>"e  been  providing  J-ledkare  and  Medicaid  managed  care  sesTN-ices  since  the  early  to  mid-SOs  under 
integraKd  mana^  care  iiKxi^  stfcch  as  the  Social  HNfO  and  PACE  demonscraxioni  and  the  hospice 
program.  Other  pro\-kiers  have  had  the  opportuimy  to  obsiS%-e  the  cost  savings  potential  of  mariged 
care  timxigh  programs  stich  as  the  End- Stage  Resial  Disease  and  Evercare  Programs,  Belo¥.  are 
higtiliglm  of  boch  the  limitations  and  cost-sa>ings  potential  of  some  of  these  programs. 

^y^i  ff^fO;  Tte  Social  HMO  (SHMO)  model  offe?  Medicare  baieftciaries  an  eaihanced  package  of 
Medicare  acute  care  ser-ices  and  Hmrrpd  co>'erage  of  long-term  care  ser%ices.  Ser%ices  are  financed  on 
a  f-ypiratftri  haci<  nung  Medicare.  Medicaki  and  prr»'aie  premiums.  SHMO  is  primarily  an  insurance 
modd  titai  manages  risk  across  a  repres«it2tr.'e  population  of  wdl  and  disabled  eiderl>'.  SHMOs  haN-e 
been  ^ectr.e  in  reducing  actne  care  costs  dirough  fewer  hospitalizations  and  shorter  lengtiis  of  stay. 
Since  SHMOs  bear  limited  risk  for  kmg-term  care  SCT%-ioes.  however,  tbey  do  tkk  have  the  incOTti\-e  to 
manage  risk  across  the  full  array  of  chrome  care  SK%ices  ooce  an  indr.-kd!ual  becomes  nursing  home 
eiigiWe.  Tngr^a/^  these  organizations  have  placed  greater  emphasis  on  issues  relsr^d  to  the  progression 
of  disability  during  the  eariier  phases  of  a  chrome  condition,  such  as  reitabilitation.  V.'hile  the  SHKfO 
represents  an  ingwrtant  financing  demonstration  on  integrated  care,  and  an  imponant  foundation  for 
ftntfaff  reform,  the  e^-alaarioo  of  this  demonstration  to  date  indicates  relatr-'ely  little  impact  on  the 
integratioD  of  acute       long-tam  care  under  rhi^  model. 

PACE:  The  Program  of  All-IrK:lusr.-e  Care  for  the  Elderly  (PACB  pro\id&s  the  full  range  of  primary, 
loite  arid  long-team  care  senioes  raquirwl  b>-  tte  nursing  home  cemhable  population  dirough  an  adult 
day  care  model  whicfa  discourages  insdmtioQalization.  Sen-ices  are  financed  through  Ktedicare. 
Medicaid  and  prr.-ate  resources  and  abora  90%  of  PACE  residents  are  dually  eligible  for  Medicare  and 
Medicaid.  Prosiders  recei%-e  a  cgjitaied  pa>Trkeiit  from  Medicare  and  or  Medicaid  to  provide  the  full 
range  of  services.  PACE  represems  a  risk  management  model  focusing  cm  the  opposite  end  of  the  care 
spectrum  from  SHMOs.  Snxe  PACE  enrolls  only  the  frail,  nursing  bcxne  certifiabk  population,  the 
program  has  a  more  fuHy  integrated  orientation  to^-ard  patient  care  than  the  SHMO  model.  PACE 
prc^rams  ha'.'e  been  forced  to  focus  more  extensively  oo  restructuring  of  ser.-ice  deii\'ery  siikce  tiiey  are 
firancially  at  risk  for  any  ser.-iccs  rkeeded  that  exceed  the  ccmbined  moodily  capitation  psaN-ment  for  a 
very  high  cost  serr-ke  grot^.  Unlike  the  SHMOs.  however.  PACE  programs  have  not  focused  on 
pnoHtry  preventioti  strategies  since  enrO'Qees  are  se\-ereiy  disa,bkd  when  diey  emer  die  program. 
AttoDgh  no  formal  evaluatioD  of  PACE  programs  have  been  conducted  to  date,  die  PACE  Program 
mScaiK  that  sites  have  been  rffectrve  in  providing  sCTvices  at  an  av«age  savings  of  15  %  below  what 
it  wooid  has-e  cost  to  care  for  the  same  population  in  a  nursing  home  setting. 

Ead-Stay  Rpftfl  Pjaf^se  Program  fESRD):  About  80%  of  ESRD  program  costs  are  financed 
through  the  Medicare  program.  Annual  costs  for  1995  are  projected  at  SIO  billion  for  dialysis  pattaits 
akme.  or  about  S4«,000  per  patiem  for  the  fsrrmarfyi  200.000  beneficiaries.  Medicare  costs  for 
dialysis  paiiem  can  be  decreased  as  much  as  20%  from  the  fee-for-serv-ice  sj'scem  when  padients  are 
cared  for  ^-iiitin  an  integrated  financing  and  delr.'eTy  system  such  as  proposed  in  the  Chronic  Care  Act. 
Projected  savings  of  J2  biDkm  wouki  come  from  reduction  in  per  patient  cost  increases.  rediucticHis  in 
hospitalizations  achieved  throu^  early  r^^rai,  aggressrve  care  ntartagemeot  aikd  adhexetce  to  practioe 
guidetiaes,  and  a  redoctioD  in  ooipatieat  sndHary  ctsts. 

Hospice  care  is  a  ^xcial  way  of  caring  for  terminalh'  ill  pmtimtx  and  is  available  nrvier  Part 
A  of  Medicare.  Services  primarily  are  delivered  in  a  patient's  home,  includirLg  rsasonabk  and 
necessary  mectol  and  suppcwt  senices  furnished  by  an  incndisciplinary  team.  Four  studies  conducted 
to  date  have  projected  cost  savings  for  the  hospice  program  when  compared  to  the  Medicare  fee-for- 
aervice  r,-stsm.  These  savings  ranged  from  3  %  to  32  % ,  dqwiding  on  ieagth  of  stay  among  other 

Eyercare;  EvHcare  is  a  managed  care  program  for  nursing  home  residents  which  coordiitate*  all  »aaf^ 
care  senices  for  residents.  The  cost  savings  results  of  this  program  have  been  impressive,  locai  costs 
have  been  reduced  by  30  %  compared  to  fee  for  service  anangemaits .  Savings  have  been  achieved  by 
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reducing  hospital  admissions  by  approximately  one-third,  decreasing  average  lengths  of  stay  in  a 
hospital  by  almost  50%  and  increasing  preventive,  skilled  and  subacute  care  services  for  nursing  home 
residents. 

Public  sector  ^roaches  to  health  care  cost  containment  have  focused  dispropoitionatly  on 
restructuring  the  way  care  is  financed  without  simultaneously  addressing  the  structural  problems  in 
health  care  delivery  and  administration.  Further,  demonstrations  such  as  the  Social  HMO  and  PACE 
have  focused  on  a  segment  of  the  total  problem.  Such  limitations  prevent  us  from  being  able  to 
accurately  access  the  cumulative  cost-savings  possible  through  continuous  interventions  at  various 
stages  of  chronic  disease.  A  second  drawback  to  the  demonstration  model  is  that,  demonstrations  are 
implemented  in  a  artificial  environment,  freezing  in  place  certain  research  designs  and  prohibiting 
modifications  as  learning  occurs.  Frequently,. they  operate  under  waivers  that  uncouple  operations 
ftom  the  realities  of  mainstream  providers.  The  changing  dynamics  in  health  care  require  a 
reengineering  ^roach  to  change  implemented  in  mainstream  environments  through  a  phased-in 
approach  under  flexible  but  carefully  monitored  arrangements  rather  than  a  research  and  demonstration 
strategy.  The  Chronic  Care  Act  represents  such  as  opportunity. 

IV.     COST  CONTAINMENT  THROUGH  SYSTEMS  TRANSFORMATION 

NCCC  has  developed  a  legislative  proposal  which  would  restructure  the  financing,  delivery  and 
administration  of  Medicare  and  Medicaid  benefits,  streamline  duplicative  and  conflicting  regulations, 
and  increase  provider  flexibility  in  the  way  care  is  delivered.  The  central  vehicle  for  achieving  these 
goals  would  be  the  establishment  of  chronic  care  networks,  a  consolidated  provider  category  under  the 
Medicare  and  Medicaid  programs. 

Chronic  Care  Networks  (CCNs)  repteseat  alliances  among  the  major  providers  of  chronic  care 
sendees,  including  primary  and  acute  care,  transitional  care,  and  residential  and  community-based 
long-term  care  providers  who  function  under  integrated  administrative,  financing  and  delivery 
arrangements.    CCNs  would  have  the  discretion  to  serve  a  predefined  program  serving  the  chronically- 
ill  or  a  set  of  program  categories.  For  example,  some  may  choose  to  specialize  in  ESRD  or  acute 
qpisodes  of  chronic  illness  such  as  strokes  and  hip  fractures.  Others  may  treat  many  types  of  chronic 
conditions  such  as  all  primary,  acute  and  long-term  care  problems  for  persons  dually  eligible  for 
Medicare  and  Medicaid  or  aU  persons  certified  as  nursing  home  eligible.  All  Medicare  and  Medicaid 
services  provided  by  a  designated  CCN  would  be  subject  to  a  single  set  of  regulatory  requirements, 
performance  standards,  payment  methods  and  administrative  procedures  for  monitoring  and  reporting. 
CCNs  would  be  certified  by  a  national  nonprofit  organization  with  special  skills  in  assessing  network 
integration  oqjabilities  in  serving  the  chronically-ill. 

To  become  certified  as  a  CCN,  provider  networks  would  need  to  meet  the  following  requirements: 

*  Integrated  Continuum  of  preventive,  primary,  acute,  transitional  and  long-term  care 
services  with  providers  following  a  common  set  of  care  protocols  and  quality  measures; 

*  Integrated  Care  Managonent  coordinated  by  an  interdiscq)liiiary  team  of  health  care 
professionals  with  the  authority  to  manage  utilization,  cost  and  care  across  the  spectrum 
of  CCN  services; 

*  Provider  Nrtwork  Contracting  under  pooled  financing  to  reduce  duplication  of  services 
and  increase  provider  flexibility,  fixed-dollar  or  cqntated  paymmts  to  limit  aggregate 
costs  and  shared  risk  financing  to  create  incentives  for  collaboration  toward  common 
clinical,  quality  and  cost  targets; 

*  Int^rated  Infonnation  Systems  that  allow  providers  to  track  utilization,  cost,  quality 
and  outcomes  data  across  time,  place  and  profession; 

*  Int^rated  Quality  Assurance  Systons  for  monitoring  syston  performance  and  for 
changing  practice  patterns  in  response  to  networic  performance  trends. 

*  Disability  prev«rtion  guidelines  consisting  of  standardized  methods  for  managing  care 
across  time  and  siting  to  preveat,  delay  or  minimize  the  effects  of  disability 
progression. 

CCNs  also  would  be  reqniied  to  employ  self-he^  infoimation,  assistance  and  iq)p]ied  technology  and 
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chronic  care  oqwrtise.  Consumers  receiving  services  from  CCNs  would  have  the  right  to  particqjate 
in  care  decisions  and  choose  providers  outside  of  the  CCN  by  paying  additional  charges  for  out-of-plan 
utilization. 

Services  would  be  financed  through  the  Medicare  and  Medicaid  programs  based  on  the  payment 
method  established  for  each  chronic  illness  category  eligible  for  reimbursement  such  as  ESRD, 
hospice,  etc.  Different  rate  structures  and  paym«it  methods  would  be  established  for  each  program 
category  and  for  conditions  within  each  program  category.  Some  programs  would  offer  a  capitated 
payment  while  others  would  offer  a  fixed  dollar  or  per  case  payment  based  on  e3q)ected  service 
utilization  or  duration  of  q}isode.  The  Secr^ary  of  HHS  would  have  the  authority  to  establish  a  single 
payment  for  all  Medicare  and  Medicaid  benefits  provided  by  a  CCN  for  a  defined  sendee  groiq)  or 
pc^xilation  with  all  payment  equal  to  or  less  than  95  %  of  the  fee-for-service  costs  in  a  defined 
community.  CCNs  initially  would  receive  payments  through  a  Medicare  HMO,  Competitive  Medical 
Plan  or  c^r  m^od  until  the  entities  establish  the  risk-financing  ciq)abilities  to  administer  payments. 
At  that  time,  HCFA  or  state  administering  agencies  could  make  direct  payment  to  the  CCN. 

The  Chronic  Care  Act  would  produce  savings  in  several  ways:  (1)  improved  care  and  outcomes;  (2)  by 
eliminating  duplication  and  fragmentation  among  services;  (3)  by  streamlining  regulatory  requirements; 
(4)  through  q)^Kiing  c^s;  and  (S)  through  the  developmmt  of  technological  strategies  which  could 
reduce  labor,  tran^rtation  and  other  costs.  In  addition,  no  CCN  would  be  paid  at  a  rate  that  exceeds 
95  %  of  costs  uTKler  a  fee-for-service  arrangement  in  a  given  community.  The  costs  will  never  be  more 
and  there  will  be  incaitives  for  further  cost  reductions.  Any  savings  over  traditional  costs  would  be 
divided  equally  between  the  provider  n«woik  and  the  Federal  govemmait.  Federal  savings  would  be 
divided  equally  between  deficit  reduction  and  reinvestment  in  restructuring  the  health  care  system.  In 
cases  where  Medicare  and  Medicaid  funds  are  pooled,  HCFA  would  detennise  bow  to  allocate  these 
savings  between  the  Medicare  and  Medicaid  programs. 

To  assure  quality  under  CCNs,  the  Secretary  would  designate  a  national  certification  and  review 
organization  to  develop  and  implement  a  continuous  quality  assurance  program  for  persons  with  serious 
chronic  conditions  with  the  support  of  emerging  information  systems  technology.  Certification  m^hods 
would  be  established  in  accordance  with  CCN  cri^sria  identified  in  this  Act.  The  Secretary  also  would 
establish  a  quality  assurance  program  for  persons  with  serious  chronic  coiKiitions  to  idratify: 

•  risk  fectors  and  intervrations  associated  with  progression  of  chronic  conditions; 

•  interrelationships  among  medical,  functional,  cognitive,  social  and  oivironmental 
c(mditions; 

•  the  clinical  and  financial  efficacy  of  differrat  treatment  protocols  for  qjccific  chronic 
conditions; 

•  indicators  of  cheat  satisfaction; 

•  a  core  data  set  (e.g.,  utilization,  costs,  quality,  outCOTies,  etc.)  and  m^hods  for  moving 
towards  outcome-based  accountability; 

•  other  factors  affecting  clinical  outcomes  and  costs. 

The  Act  also  calls  for  the  establishment  of  a  public-private  partnership  among  Federal  and  state 
govermnents,  foundations,  corporations  and  provicters  to  help  finance  health  systems  reragineering. 
Initiatives  would  be  developed  in  the  following  areas: 

•  consolidated  public  administration:  streamline  and  integrate  public  administration  for 
financing,  monitoring  aixl  evaluating  chronic  care  services 

•  new  payment  methodologies:  provide  financial  incentives  for  integrating  care  across 
providers  and  settings  to  improve  quality  and  reduce  costs 

•  integrated  care  managemoit:  establish  protocols  for  maiy^ging  the  multidimensional 
dimensions  of  care  across  ^isodes  of  illn^  as  well  as  duration  of  coiulition 

•  integrated  information  systems:  establish  an  integrated  information  management 
cabling  all  purchasers,  payors  and  provide  serving  a  single  client  to  track  service 
utilization,  costs  and  outcomes  over  life  of  disabled  individuals 

•  heahh  professions  education:  establish  interdisciplinary  education  and  training 
programs  focused  on  chronic  illness 
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•  applied  research:  identify  new  technologies  and  delivery  methods  that  increase  quality 
and  client  satisfaction  and  reduce  aggregate  health  care  costs 

Technical  assistance  would  be  required  to  implement  the  new  health  care  infrastnicture.  The  resource 
centers  on  chronic  care  integration  would  be  established  to  assist  purchasers,  providers  and  payors  in 
the  following  areas: 

•  assist  the  Secretary  and  states  in  identifying  and  eliminating  Federal  and  state  regulatoiy 
barriers; 

•  assist  organizations  in  implementation  of  chronic  care  netwoiks; 

•  establish  h^th  care  education  programs,  including  primary  care  in  geriatrics; 

•  develop  new  technologies  for  serving  chronically  impaired; 

•  conduct  basic  research  on  preventing  the  three  highest  cost  chronic  conditions. 

V.  CONCLUSION 

In  closing,  I  would  like  to  underscore  the  need  to  alter  several  strategic  assumptions  regarding  the 
restracturing  of  our  health  care  delivery  system.  First,  we  must  shift  oax  focus  from  an  acute  care 
orientation  which  micro-manages  individual  components  of  the  h^th  care  system  to  a  chronic  care 
orientation  which  manages  the  needs  of  specific  populations  across  time,  place  and  profession.  Second, 
we  must  streamline  legislative  and  regulatory  requirements  governing  health  care  administration, 
financing  and  service  delivery  and  adopt  standardized  policies  and  procedures.  Such  actions  will  give 
providers  the  flexibility  to  make  treatment  decisions  based  on  patioit  care  needs  and  the  most  cost- 
effective  combination  of  services  and  allow  payors  to  collect  uniform  information  on  cost,  quality  and 
outcomes  for  specific  health  care  conditions.  Int^rated  information  systrans  will  be  critical  to  the 
development  of  standard  outcome  measures  and  payment  methods  which  reward  quality  care. 

Third,  we  must  establish  new  paymoit  systems  characterized  by  pooled,  fixed-dollar,  shared  risk 
financing  which  aligns  provider  incentives  to  work  collaboratively  toward  common  clinical  outcome 
and  cost  targets.  Fourth,  we  must  recognize  the  interdependmce  between  Medicare  and  Medicaid  and 
the  need  for  more  consistent  policies  to  ensure  continuity  of  care,  prevoit  cost-shifting  and  reduce 
overall  system  costs.  Fifth,  successful  cost  contaiiunent  strategies  must  not  be  limited  to  financing 
reform  alone,  but  must  embrace  a  fundamental  restructuring  of  our  administrative  and  delivery 
systems. 

The  Chronic  Care  Act  is  intended  to  achieve  each  of  these  goals  through  the  establishment  of  a 
consolidated  provider  category  which  would  be  subject  to  a  single  set  of  payment  policies,  rqwrting 
requiremrats  and  evaluation  procedures.  Chronic  care  networks  would  fimction  as  fully  integrated 
delivery  system  for  Medicare,  Medicaid  and  dually  eligible  beneficiaries.  We  are  not  suggesting  that 
the  Chronic  Care  Act  is  a  paiuicea.  It  is  not  a  "ftdl-blown"  proposal  which  addresses  all  of  the 
problems  in  our  health  care  delivery  system  from  insurance  to  ftaud  and  abuse 
reforms.  And  as  currently  designed,  the  approach  is  limited  to  the  Medicare  and  Medicaid 
populations.  However,  the  Act  is  consistent  with  the  goals  of  the  104th  Congress  in  the  areas  of  deficit 
reduction,  regulatory  reform  and  Medicare  and  Medicaid  restructuring.  It  rq)resents  one  approach  for 
applying  princq>les  of  integrated  delivery  and  managed  care  to  the  Medicare  program.  Furthermore, 
we  believe  that  our  i^roach  can  easily  be  translated  to  private  sector  programs  and  that  private 
insurers  and  employers  will  use  this  model  in  the  fiiture. 

On  behalf  of  the  National  Chronic  Care  Consortium,  I  appreciate  the  opportunity  to  weigh  in  at  this 
critical  junction  when  the  Ways  &  Means  Health  Subcommittee  is  considering  alternative  for 
restructuring  the  Medicare  program.  The  NCCC  stands  ready  to  assist  you  in  any  way  we  can  as  you 
move  forward  with  the  development  of  a  legislative  proposal. 
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Chairman  Thomas.  Thank  you  very  much,  Mr.  Bringewatt. 
Mr.  Jasper. 

STATEMEiNT  OF  W.  MARK  JASPER,  CHAIRMAN,  AMERICAN 
ASSOCIATION  OF  PREFERRED  PROVIDER  ORGANIZATIONS 

Mr.  Jasper.  I  would  like  to  thank  you  for  inviting  AAPO,  the 
American  Association  of  Preferred  Provider  Organizations,  to  par- 
ticipate in  this  important  hearing.  The  AAPO  is  the  national  trade 
association  for  preferred  provider  organizations  or  PPOs  for  short. 

Since  the  eighties,  PPOs  have  been  available  to  the  under-65 
population.  PPOs  were  a  marketplace  response  to  the  health  plan 
sponsors  who  are  seeking  to  reduce  the  rate  of  medical  cost  infla- 
tion without  reducing  benefits,  and  while  retaining  free  choice  of 
physicians. 

In  the  private  sector  now,  there  are  79  million  people  in  PPO 
plans,  802  PPO  plans.  That  compares  wdth  55  million  in  564  HMO 
plans.  Clearly,  there  has  been  a  rapid  gro\nh  of  PPOs,  and  this  re- 
flects their  acceptance  by  patients,  by  providers,  as  well  as  the  pur- 
chasers of  health  care. 

Indeed,  a  recent  major  employer  health  benefits  study  reported 
that  PPO  plan  typed  had  the  lowest  medical  cost  increase  in  1994 
over  1993,  the  lowest  including  HMOs.  So  PPOs  had  the  lowest  in- 
crease in  that  study  nationwide. 

As  we  look  at  Medicare  today,  we  see  that  there  are  less  than 
10  percent  of  the  beneficiaries  in  HMO  plans,  and  the  remaining 
90  percent  does  not  have  access  to  a  PPO  type  plan,  which  is  so 
prevalent  in  the  private  sector.  We  believe  the  absence  of  PPOs  as 
a  choice  and  option  for  Medicare  in  part  explains  why  the  Medicare 
cost  increases  have  exceeded  the  private  sector's  cost  increases  in 
recent  years. 

It  is  our  strong  recormnendation  that  Congress  legislatively  en- 
able PPOs  to  become  direct  contractors  with  HCFA,  so  that  PPOs 
may  be  offered  as  a  choice  to  beneficiaries  to  achieve  the  dual  goals 
of  slowing  the  rate  of  cost  increase  and  maintaining  beneficiary  sat- 
isfaction. 

If  you  are  not  familiar  with  PPOs,  they  are  corporate  entities 
that  contract  with  networks  of  health  care  providers  and  in  turn 
contract  with  the  purchasers  or  plan  sponsors  of  health  benefits 
who  then  offer  those  networks  as  an  option.  PPO  entities  have  a 
variety  of  ownership  forms,  but  it  is  important  to  note  that  most 
PPO  entities  are  not  insurance  companies.  Some  are  o\\Tied  by  in- 
surance companies. 

PPOs  use  cost  control  methods  that  are  not  now  employed  by 
HCFA.  By  agreement  with  contracting  physicians,  PPOs  manage 
the  necessity,  appropriateness,  and  level  of  health  care  services. 
This  utilization  management  results  in  tangible  sa\angs  and  cost 
efficiencies  in  the  health  care  system.  PPOs  also  utilize  different 
rate  methods  with  providers  than  HCFA  does. 

For  part  A  hospital  services,  PPOs  pay  t\iDically  on  a  daily  basis 
rather  than  a  per  admission  basis.  As  length  of  stays  are  shorten- 
ing, this  can  often  result  in  less  cost  than  the  current  Medicare 
method.  For  part  B  diagnostic  services,  PPOs  often  pay  a  fixed  rate 
well  below  the  discounted  rate  that  Medicare  currently  pays  for 
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such  diagnostic  services  in  part  B.  PPOs  are  available  now  as  a 
means  to  introduce  to  Medicare  beneficiaries  managed  care. 

AAPPO  has  the  following  recommendations  for  the  congressional 
legislation  that  we  believe  would  build  upon  successful  innovations 
in  the  marketplace.  First,  enable  direct  contracts  between  HCFA 
and  PPOs.  This  is  similar  to  what  is  currently  done  between  PPOs 
and  self-funded  employer  health  plans.  Second,  modify  current  Fed- 
eral law  and  regulations  to  permit  PPOs  to  assume  full  or  partial 
risk  arrangements.  Third,  require  accountability  of  all  managed 
care  plan  types  to  protect  the  interests  of  beneficiaries. 

The  AAPPO's  board  and  staff  stand  ready  to  assist  with  the  im- 
plementation of  these  recommendations.  With  your  permission,  Mr. 
Chairman,  we  would  like  to  submit  the  official  PPO  definition  of 
our  organization  to  be  appended  to  our  testimony  for  the  record. 

Thank  you. 

Chairman  Thomas.  Without  objection. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  on 

PREFERRED  PROVIDER  ORGANIZATIONS'  PART  IN  SAVING  MEDICARE 
before  the 
SUBCOMMITTEE  ON  HEALTH 
of  the 

COMMITTEE  ON  WAYS  AND  MEANS 
by 

W.  Mark  Jasper 
for  the 

AMERICAN  ASSOCIATION  OF  PREFERRED  PROVIDER  ORGANIZATIONS 
July  19,  1995 

Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee.  I  am  Mark  Jasper, 
Chairman  of  the  American  Association  of  Preferred  Provider  Organizations  (AAPPO).  I  am 
also  CEO  of  PROHEALTH,  Inc.,  a  PPO  management  firm  in  San  Marino,  California.  On 
behalf  of  AAPPO,  I  am  very  pleased  to  take  part  in  this  important  hearing,  and  to  share  with 
you  our  ideas  for  strengthening  and  improving  the  Medicare  program. 

AAPPO  is  the  national  trade  association  representing  a  large  segment  of  the  PPO  industry  and 
its  partners  in  managed  care,  such  as  employers,  insurers,  and  providers.  Since  its  founding 
in  1983,  the  rapid  growth  of  the  association's  membership  has  paralleled  the  dramatic 
expansion  of  network-based  managed  care.  The  more  than  1,000  members  include 
comprehensive  medical/surgical  networks,  as  well  as  specialty  networks  offering  benefits  for 
mental  health,  dental  and  opthalmic  services,  workers'  compensation,  and  the  like.  Through 
its  members,  AAPPO  represents  a  significant  portion  of  both  the  delivery  systems  and 
recipients  of  health  care  in  the  United  States.  Data  just  in  from  AAPPO' s  about-to-be 
published  1 995  Directory  of  Operational  PPOs  documents  802  active  PPO  networks  in  the 
United  States,  extending  coverage  to  approximately  79  million  eligible  employees. 

AAPPO  believes  strongly  that  Medicare  needs  to  come  into  step  with  the  private  sector  in 
delivering  and  paying  for  health  care  ser\'ices.  The  public  program's  need  to  contain  cost 
while  maintaining  accessibility  and  quality  is  the  very  same  need  that  motivated  the  employers 
who  are  the  primary  private-sector  purchasers  to  develop  new  health  care  strategies.  Among 
the  successes  has  been  developing  a  means  of  managing  fee-for-ser\'ice  medicine:  the  PPO. 

The  private  health  care  market  today  is  immensely  competitive.  It  is  no  coincidence  that 
runaway  cost  trends  -  the  annual  double-digit  increases  that  marked  the  last  decade  -  have 
moderated.  This  is  the  way  the  marketplace  is  supposed  to  work.  Robust  competition 
encourages  product  improvement  and  brings  down  costs,  benefiting  investors  and  consumers 
alike.  In  this  case,  both  the  federal  government  and  Medicare  beneficiaries  have  much  to 
gain. 

We  agree  with  many  members  of  Congress  that  Medicare  beneficiaries  should  have  the  same 
choices  available  to  their  privately-insured  fellow  citizens.  The  success  that  PPOs  have 
achieved  in  delivering  choice  and  quality  while  substantially  reducing  costs  offers  a  model 
that  Congress  can  turn  to  in  meeting  the  twin  challenges  of  reducing  the  growth  in  Medicare 
expenditure  while  expanding  choice  to  older  Americans. 

The  PPO:  Another  Managed  Care  Option 

A  PPO  is  an  entity  through  which  employer  health  benefits  plans  and  health  insurance  carriers 
(collectively,  payers)  contract  to  purchase  health  care  services  for  covered  beneficiaries  from  a 
selected  group  of  "preferred"  participating  providers,  including  hospitals,  physicians,  and 
diagnostic  facilities.  Benefit  plans  offer  a  PPO  network  to  eligible  participants  as  an  effective 
means  of  furnishing  access  to  an  array  of  quaUfied  providers.  The  PPO  is  a  separate, 
identifiable  legal  entity  that  can  have  various  types  of  owners,  including  entrepreneurs, 
insurers,  and  providers.  PPOs  contract  directly  with  their  payer  customers  ~  as  we  would 
envision  them  contracting  directly  with  HCFA  in  the  Medicare  context. 

A  PPO's  preferred  providers  generally  are  selected  on  the  basis  of  their  cost  efficiency, 
community  reputation,  and  scope  of  services.  Payers  offer  financial  incentives  to  the  covered 
beneficiaries  to  encourage  them  to  obtain  needed  health  care  services  from  the  preferred 
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providers.  In  return,  the  participating  providers  agree  to  conform  to  certain  utilization 
J  management  and  quality  management  requirements  established  by  the  PPO  and  to  accept 
contractually  set  reimbursement  levels  for  their  services. 

Unlike  HMGs,  PPOs  do  not  require  their  members  to  use  only  PPO  providers.  Individuals 
with  PPO  coverage  are  permitted  to  use  non-PPO  providers  if  they  are  willing  to  pay  higher 
levels  of  coinsurance  or  deductibles.  As  a  result,  Uie  PPO  offers  more  consumer  choice  of 
provider. 

In  1994,  PPOs  were  offered  by  40  percent  of  employers  with  10  or  more  employees, 
according  to  a  survey  of  employer-sponsored  health  plans  by  the  firm  Foster  Higgins.  The 
avenge  per-employee  cost  for  PPO  coverage  for  large  employers  actually  dropped  fi-om  1993 
to  1994,  and  four-fifths  of  plan  sponsors  characterized  their  PPO  as  effective  in  controlling 
costs. 

Benefits  of  a  Medicare  PPO  Option  ^ 
Since  the  early  1980s,  the  federal  government  has  sought  ways  to  reduce  spending  for 
Medicare-covered  health  services.  Notwithstanding  efforts  focused  on  price-setting,  costs 
have  continued  to  rise  because  of  utilization  increases.  It  has  become  abundantly  clear  that 
cost  containment  cannot  be  achieved  merely  by  cutting  back  on  payment  rates  without 
addressing  utilization  as  well.  For  more  than  90%  of  current  beneficiaries.  Medicare  is 
merely  an  unmanaged  fee-for-service  entitlement  program.  By  contrast,  the  private  sector  has 
controlled  its  fee-for-service  expenditure  through  reliance  on  PPOs  to  manage  both  rates  and 
utilization. 

Even  where  the  government  has  attempted  to  address  utilization  through  a  capitated  payment, 
it  has  met  with  limited  success  in  controlling  Medicare  expenditures.  The  Department  of 
Health  and  Himian  Services  moved  into  managed  care  in  tiie  1980s,  contracting  on  a  risk 
basis  with  HMOs  for  the  provision  of  comprehensive  health  services  to  Medicare 
beneficiaries.  However,  enrollment  in  HMOs  by  Medicare  beneficiaries  has  been  quite 
limited  over  the  years,  and  HMOs  have  not  achieved  significant  penetration  of  the  Medicare 
market. 

The  private  insurance  market  in  the  early  1980s  also  had  just  two  options  ~  indemnity  plans 
based  on  fee-for-service  and  the  HMO  with  its  lock-in  requirement  of  enrollment.  The 
market  demanded  more,  and  PPOs  were  the  response.  As  described  above,  payers  with  a 
PPO  option  use  financial  incentives  to  encourage  the  consumer's  use  of  the  managed  care 
features  of  the  PPO.  I  have  found  in  my  own  PPO  management  experience  -  and  my 
AAPPO  colleagues  will  bear  me  out  ~  that  60-70%  of  health  care  services  obtained  by  PPO- 
eligible  persons  are  provided  by  network  providers.  Because  of  the  flexibility  inherent  in  a 
PPO,  these  arrangements  are  popular  with  consumers  and  providers  alike. 

PPOs  are  successful  in  reducing  unnecessary  utilization  while  allowing  consumers  to  choose 
their  own  health  care  providers  fi-om  a  select  panel  of  quality,  low-cost  providers.  By  adding 
a  PPO  option  to  Medicare,  increased  savings  and  controlled  utilization  can  be  achieved  while 
offering  an  attractive  managed  care  alternative  to  beneficiaries.  Indeed,  those  who  have  been 
reluctant  to  venture  into  managed  care  because  of  the  "lock-in"  nature  of  provider  panels 
should  find  PPOs  particularly  appealing. 

PPOs  have  contractual  agreements  that  physicians,  hospitals,  and  other  providers  accept 
voluntarily,  pledging  to  help  develop  and  to  participate  in  utilization  review  and  quality 
assurance  programs.  A  collaborative,  non-adversarial  relationship  is  fostered  between  the  PPO 
and  its  physicians,  based  on  a  mutual  commitment  to  cost-effective,  high-quality  health  care 
and  reinforced  by  the  dramatic  success  their  partnerships  have  enjoyed. 

As  PPOs  have  proliferated  across  the  nation,  they  have  developed  tremendous  aggregate 
capacity  for  the  enrollment  of  new  beneficiaries.  More  so  than  other  managed  care  models, 
PPOs  tend  to  be  characterized  by  a  broad  array  of  providers,  both  physicians  and  hospitals. 
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PPOs  offer  Medicare  savings  in  several  areas: 

•  Utilization  review:  Prospective  and  concurrent  reviews  reduce  unnecessary 
admissions  and  surgeries. 

•  Part  A:    PPOs  may  negotiate  hospital  rates  at  levels  lower  than  DRG 
payments.  DRGs  were  based  on  length-of-stay  assumptions  that  have  been 
reduced  in  practice.  Medicare  has  not  participated  in  the  savings  generated  by 
this  reduction.  Most  PPOs  pay  a  per  diem  rate  and  manage  length-of-stay  with 
their  physicians.  A  cost-per-admission  based  on  a  PPO  per  diem  may  easily  be 
less  than  the  corresponding  DRG  level. 

•  Part  B:  PPOs  make  extensive  use  of  freestanding  facilities  with  lower 
overhead  costs  than  hospitals  for  outpatient  diagnostic  and  treatment  services. 
Payment  typically  is  at  negotiated  fixed  rates,  less  than  the  cost-based  discotmt 
rates  currently  payable  under  Medicare. 

PPOs  and  Risk 

Most  PPOs  are  not  licensed  as  insurers  and  do  not  bear  insurance  risk.  They  typically  are 
compensated  on  the  basis  of  a  per-member-per-month  administrative  fee.  Capitated 
arrangements,  characteristic  of  HMOs,  are  not  common  among  PPOs.  While  some  PPOs  are 
exploring  the  process  of  becoming  legally  qualified  as  risk-bearing  entities,  and  some  indeed 
have  done  so,  others  are  not  prepared  to  recast  themselves,  in  effect,  as  insurance  carriers  or 
HMOs. 

AAPPO  proposes  that  both  standard  and  risk-bearing  PPOs  be  recognized  by  Medicare.  In 
the  standard  arrangement,  a  PPO  would  qualify  as  an  ehgible  Medicare  contractor  through 
meeting  federal  standards  related  to  the  functions  it  performs  (e.g.,  provider  credentialing  and 
contracting,  utilization  and  quality  management,  review  and  complaint  procedures).  A 
quaUfied  PPO  would  receive  a  per-beneficiary-per-month  fee  in  return  for  making  available  its 
network,  its  negotiated  rates,  and  its  utilization  and  quality  management  services.  HCFA 
would  thus  stand  in  the  same  relation  to  the  PPO  as  self-insured  employers  do  now.  Such 
employers  enjoy  a  cost/benefit  trade-off  in  the  neighborhood  of  10  to  one,  savings  achieved 
through  PPO  management  compared  to  the  monthly  administrative  fee  paid. 

In  a  variation  on  the  standard  arrangement,  the  PPO's  administrative  fees  could  be  augmented 
or  reduced  based  upon  its  success  or  failure  to  meet  performance  targets  negotiated  between 
the  PPO  and  HCFA. 

Finally,  as  noted,  some  PPOs  are  interested  in  pursuing  risk  contracts  with  HCFA.  AAPPO 's 
proposed  risk  option  would  establish  by  law  a  means  whereby  PPOs  could  become  federally 
qualified,  irrespective  of  their  status  under  state  licensure,  by  demonstrating  compliance  with 
federal  standards  similar  to  those  now  established  for  HMOs. 

Conclusion 

AAPPO  has  been  pleased  to  receive  favorable  comments  from  members  of  this  Subcommittee 
about  adding  a  PPO  option  to  Medicare.  PPOs  have  been  a  boon  to  the  private  sector,  and 
will  prove  a  boon  to  Medicare  as  well.  AAPPO  understands  that  PPO  participation  would  be 
in  the  context  of  a  menu  of  choices  for  Medicare  beneficiaries  —  a  prospect  that  we  applaud, 
having  every  confidence  that  PPOs  can  hold  their  own  in  healthy  competition.  We  ask  you, 
though,  to  keep  in  mind  the  importance  of  real  as  opposed  to  apparent  variety.  There  always 
exists  a  temptation  to  minimize  complication  by  putting  everyone  through  the  same  regulatory 
sheer.    PPOs  want  to  compete  as  PPOs,  not  as  some  quasi-HMO  hybrid  cut  to  fit  the 
confines  of  the  existing  risk-contracting  statute. 

I  thank  you  for  this  opportunity  to  represent  AAPPO  before  you  today,  and  look  forward  to 
working  with  you  as  the  budget  reconciliation  bill  takes  shape.  AAPPO  will  be  happy  at  any 
time  to  discuss  our  option  proposal  with  you  in  greater  detail. 
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THEPPO:  PREFERRED  MANAGED  CARE 

The  Preferred  Provider  Organization  (PPO)  is  the  fastest-growing  form  of  managed  care 
organization,  offering  more  choice  than  any  other  managed  care  model.  A  PPO  promotes 
appropriate  high-quality  health  care  services  and  controls  the  growth  of  health  care  costs. - 
Benefit  plans  offer  a  PPO  network  to  eligible  participants  as  an  effective  means  of  providing 
access  to  an  array  of  qualified  providers.  The  PPO  integrates  the  financing  and  delivery  of 
health  care  and  adds  value  to  all  key  parties  through  services  such  as: 

To  patients:  carefully  selected  credentialed  providers,  lower  out-of-pocket 

costs,  grievance  procedures 

To  payers:  cost  control,  quality  review,  broad  geographic  service  areas 

To  providers:         source  of  new  patients 

In  order  to  fulfill  these  commitments,  a  PPO  has  the  following  functional  characteristics: 

A  PPO  tracks  the  numbers  and  geographic  locations  of  its  patients  and  providers  in  order  to 
monitor  adequate  patient  access  to  a  full  range  of  contracted  and  fully  credentialed 
providers  as  required  by  the  product  (e.g., general  medical/surgical,  specialty  services, 
workers'  compensation,  etc.)  being  offered.  A  stable  network  is  maintained  through 
management  of  provider  turnover  and  a  formal  program  to  discourage  in^propriate  out-of- 
network  referrals.  The  PPO  encourages  its  eligible  patient  population,  through  education  and 
benefit  plan  design  (i.e., cost-sharing  incentives),  to  use  network  providers,  and  facilitates  the 
provider's  ability  to  identify  eligible  patients. 

A  PPO  has  a  formal  written  program  for  credentialing  and  recredentialing  providers  that 
includes  specific  criteria,  an  application  process,  primary  source  verification  of  key 
credentials,  and  a  decision  process  with  physician  input.  The  program  applies,  with 
appropriate  tailoring,  to  all  provider  types  represented  in  the  network,  Recredentialing 
includes  evaluation  of  quality  and  utilization  data,  patient  satisfaction  measures,  and 
grievances. 

Reasonable  payment  methodologies  allow  a  PPO  to  achieve  measurable  savings  for  its 
patients  and  its  payer  partners.  A  PPO  offers  competitive  and  equitable  compensation  to 
provider  members,  controls  payment-level  adjustments  by  contract  and  formal  monitoring,  and 
uses  the  reimbursement  mechanism  to  create  incentives  for  efficient  provider  practices. 
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Where  permitted  by  law,  PPOs  may  assume  financial  risk  and  enter  into  risk-sharing 
arrangements  with  providers. 

Formal  programs  for  utilization  management  and  quality  assessment  are  essential  to  an 
effective  PPO.  Both  programs  share  the  aim  of  optimal  utilization  of  health  care  services  to 
avoid  both  over-  and  under-utilization.  A  utilization  management  program  manages  care 
prospectively,  concurrently,  and  retrospectively.  The  needs  of  individual  patients  are 
addressed  on  a  a  case-by-case  basis.  The  quality  assessment  program  examines  opportunities 
for  improvement  in  all  care  settings  and  by  all  provider  types.  It  uses  mechanisms  such  as 
practice  guidelines,  preventive  health  measures,  outcomes  studies,  access  measurement,  and 
patient  satisfaction  assessment.  Under  both  the  utilization  and  qualit>'  programs,  providers 
have  access  to  performance-specific  feedback  and  a  formal  written  appeals  process. 

A  PPO  is  financially  viable.  This  entails  diversified  revenue  sources,  such  as  payer  fees  for 
network  access,  utilization  review/quality  assessment,  and  other  services  (e.g., bill  audits, 
retrospective  review).    Such  fees  are  paid  on  an  administrative-fee  and/or  percentage-of- 
savings  basis.  A  PPO  also  may  receive  revenues  from  services  to  providers.  Risk 
arrangements  with  payers  involve  a  variety  of  payment  methodologies.  A  PPO  observes 
standard  business  and  financial  practices,  e.g.,  budgeting,  accounting,  auditing,  and  insurance. 

A  PPO  establishes  contractual  relationships  with  die  payers  and  providers  of  health  care 
and  the  appropriate  intermediaries,  binding  these  panies  to  the  respective  duties  and 
responsibilities  necessary  to  satisfy  the  PPO  purpose,  role,  and  functions  described  in  this 
definition. 


The  legal  definition  of  PPOs  varies  based  on  state  law.  Most  PPOs  are  not  licensed  as 
insurers. 
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Chairman  Thomas.  Thank  you  very  much,  Mr.  Jasper,  for  your 
testimony. 
Mr.  Jasper.  Thank  you. 
Chairman  Thomas.  Mr.  Strand. 

STATEMENT  OF  DAVID  STRAND,  PRESIDENT,  HEALTH  PLANS 
GROUP,  ALLINA  HEALTH  SYSTEM,  MINNEAPOLIS,  MIN- 
NESOTA; ON  BEHALF  OF  MEDICARE  FAIRNESS  COALITION 

Mr.  Strand.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee. 

My  name  is  David  Strand,  and  I  am  president  of  the  Health 
Plans  Group  of  Allina  Health  System,  which  is  a  Minneapolis 
based  integrated  system  of  hospitals,  clinics,  nursing  homes,  and 
managed  care  plans.  We  own  and  operate  an  HMO  called  Medica, 
which  is  a  nonprofit  health  maintenance  organization  serving  over 
700,000  members  in  Minnesota  and  western  Wisconsin.  We  also 
serve  approximately  80,000  Medicare  beneficiaries  through  a  vari- 
ety of  arrangements  with  the  Federal  Government.  We  have  been 
contracting  with  HCFA  for  this  purpose  for  the  last  15  years. 

We  are  here  today  to  talk  to  you  about  some  of  the  experiences 
we  have  had  as  an  organization,  as  well  as  other  similar  HMOs 
who  make  up  the  organization  we  call  the  Medicare  Fairness  Coali- 
tion. This  coalition  is  a  multi-State  group  of  managed  care  organi- 
zations who  support  reform  of  the  Medicare  Program,  supporting 
the  need  to  control  spending  in  Medicare  and  to  increase  the 
choices  of  Medicare  beneficiaries.  We  include  health  plans  offering 
services  in  Washington,  Minnesota,  Oregon,  and  Idaho.  While  we 
are  a  new  organization  that  is  fairly  newly  formed,  we  serve  at 
present  approximately  250,000  Medicare  beneficiaries. 

The  message  I  would  like  to  leave  with  you  today  is  very  simple 
and  straightforward.  The  success  of  any  of  the  reform  proposals 
you  are  considering  depends  in  part  upon  addressing  dramatic  re- 
gional variation  in  Medicare  capitated  payments  that  presently 
exist  across  the  country  today.  Regional  variations  that  cannot  be 
explained  by  differences  in  costs  that  penalize  rural  areas  and  es- 
pecially rural  States,  that  penalize  efficient  markets,  and  that  cre- 
ates significant  inequities  for  the  elderly  based  solely  on  the  acci- 
dent of  where  they  happen  to  retire.  The  geographic  disparity  that 
exists  today  is  very  significant. 

In  1995,  the  Medicare  payment  rates  to  HMOs  varied  geographi- 
cally from  a  low  of  $176  per  month  in  the  lowest  county  to  a  high 
of  $647  per  month  in  the  highest  county,  a  difference  of  367  per- 
cent. Included  with  my  written  testimony  and  on  the  charts  that 
I  have  here  today  are  some  illustrations  of  these  regional  dispari- 
ties that  you  will  see  are  rather  significant  and  which  I  would  be 
pleased  to  answer  questions  about  on  a  specific  basis  during  the 
question  and  answer  session. 

When  you  go  about  designing  ways  to  control  spending  growth, 
across-the-board  cuts  will  intensify  the  disparity  that  exists  today 
and  will  increase  the  unfairness.  So  we  believe  that  any  market- 
based  solution  that  you  address  should  fix  this  underlying  problem 
with  regional  disparity  in  order  for  the  reform  to  be  successful. 

It  would  be  natural  for  you  to  ask  whether  or  not  this  variation 
can  be  explained  on  the  basis  of  cost-of-living  differences.  The  an- 
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swer  to  that  question  is  no,  that  is  not  an  explanation.  In  order  to 
determine  what  a  real  difference  in  cost  from  region  to  region  and 
what  differences  can  only  be  explained  by  utilization  of  services,  we 
have  analyzed  DRG  rates  as  a  basis  for  comparison. 

HCFA  allows  the  DRG  rate  to  vary  from  region  to  region  based 
on  a  hospital  price  index  that  computes  legitimate  differences  in 
measurable  labor  and  price  inputs.  Currently,  the  variation  based 
on  cost  of  living  is  plus  or  minus  7  percent.  HMO  reimbursement, 
on  the  other  hand,  as  I  mentioned  before,  varies  by  over  350  per- 
cent, far  in  excess  of  the  14-percent  difference  in  variation  in  the 
DRG  range.  Clearly,  regional  variations  in  cost  account  for  the  siz- 
able variation  in  reimbursement  under  HCFA's  current  methodol- 
ogy. 

Now,  this  is  not  just  a  problem  for  health  maintenance  organiza- 
tions receiving  reimbursement  from  the  Federal  Government.  Rath- 
er, it  is  a  significant  problem  for  the  elderly  who  happen  to  live  in 
counties  served  by  these  health  maintenance  organizations.  The  ge- 
ographic disparity  has  the  greatest  negative  impact  on  Medicare 
beneficiaries  who  live  in  these  types  of  counties. 

If  I  could  leave  a  specific  example  with  you,  let  us  take  the  case 
of  two  Medicare  beneficiaries,  one  who  chooses  a  managed  care 
plan  in  Seattle  and  one  who  chooses  a  managed  care  plan  in  Los 
Angeles,  Ms.  X,  who  lives  in  Seattle,  and  Ms.  Y  living  in  Los  Ange- 
les. Remember  that  both  have  paid  the  same  amount  into  the  Med- 
icare system  over  the  course  of  their  working  lives,  2.9  percent  of 
payroll. 

Despite  the  similarity  in  their  contributions,  they  will  receive 
vastly  different  benefits  in  their  HMO  options  due  to  the  accident 
of  where  they  happen  to  retire.  Ms.  Y's  HMO  in  Los  Angeles  Coun- 
ty is  paid  a  rate  of  $558  per  member  per  month.  Ms.  X's  HMO  in 
Kings  County  receives  $377  per  month. 

The  inequitable  payment  rate  means  that  a  Seattle  senior  may 
pay  between  $600  and  $1,800  more  per  year  to  choose  managed 
care,  while  the  Los  Angeles  senior  will  receive  all  the  Medicare 
benefits  plus  supplemental  benefits  that  the  HMO  can  afford  to 
provide,  without  any  additional  contribution  of  premium.  In  other 
words,  in  areas  with  high  payments  from  Medicare,  beneficiaries 
get  more  and  pay  less  out  of  pocket  than  those  in  lower  pajnnent 
areas. 

The  health  plans  like  ours  who  have  done  business  in  efficient 
markets  have  struggled  with  this  problem  for  years.  We  have  had 
to  reduce  our  benefits,  raise  our  premiums,  while  trying  to  provide 
high-quality  care  to  the  elderly.  In  short,  the  present  system  penal- 
izes rural  areas,  it  penalizes  efficient  markets,  but,  most  impor- 
tantly, it  penalizes  the  Medicare  beneficiaries. 

We  urge  Congress  to  address  this  problem  as  part  of  your  efforts 
to  reform  the  Medicare  system  as  part  of  your  effort  to  preserve 
choice  within  a  managed  care  system. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachment  follow:] 
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SAVING  MEDICARE  AND  BUDGET  RECQNaLIATIQN  ISSUES 

"FAIRNESS  IS  ESSENTIAL  TO  MEDICARE  REFORM" 

Statement  of  David  Strand,  Fzesident 
Health  Flans  Group,  Allina  Health  System 
Minneapolis,  Minnesota 

on  behalf  of  the  Medicare  Fairness  Coalition 

Before 

The  Committee  on  Ways  and  Means 
Subcommittee  on  Health 
U.S.  House  of  Representatives 
Washington,  D.C 

July  19, 1995 


Mr.  Chairman  and  members  of  the  Subcommittee  on  Health,  my  name  is  David 
Strand.  I  am  President  of  the  Health  Plans  Group  of  Allina  Health  System.  Allina  is 
composed  of  hospitals,  nursing  homes,  clinics  and  managed  care  health  plans. 
Allina's  HMO,  which  is  called  Medica,  is  a  non-profit  health  plan  in  Minnesota. 
Medica  currently  serves  over  700,000  HMO  members,  including  80,000  Medicare 
beneficiaries  enrolled  in  TEFRA  risk,  cost  or  HCPP  arrangements.  Medica  has  been 
contracting  with  HCFA  to  serve  Medicare  beneficiaries  for  nearly  15  years. 

I  appreciate  the  opportimity  to  appear  before  you  today  to  share  with  you  some  of 
the  experiences  of  my  company  and  other  HMOs  who  make  up  the  organization  we 
call  the  Medicare  Fairness  Coalition. 


Who  Are  We? 

The  Medicare  Fairness  Coalition  is  a  multi-state  group  of  managed  care 
organizations  who  support  modernization  of  the  Medicare  program.  We  recognize 
the  need  to  control  spending  in  Medicare  and  to  increase  the  choices  of  Medicare 
beneficiaries. 

We  include  health  plans  offering  services  in  Washington,  Minnesota,  Oregon,  and 
Idaho.  We  are  a  fledgling  organization,  but  we  have  attracted  the  interest  of 
hospitals  systems,  rural  healUi  organizations,  state  hospital  organizations,  and  other 
health  plans  across  the  country  who  share  our  concerns.   At  present,  our  health 
plans  serve  approximately  a  quarter  of  a  million  Medicare  «irollees. 


Why  We  Have  Formed  The  Medicare  Fairness  Coalition 
Our  message  to  members  of  Congress  can  be  simply  stated: 

By  now  you  have  heard  many  different  proposals  for  fixing  the  Medicare  system,  for 
saving  the  Trust  Fimd  and  o^ering  more  choices  for  beneficiaries.  We  are  here  to 
suggest  based  on  real  experience  all  over  this  coimtry  that  the  success  of  any  of  these 
reform  proposals  depends  upon  addressing  the  dramatic  regional  variation  in 
Medicare  capitated  paym^ts. 


153 


We  cannot  control  growth  in  the  Medicare  program  and  offer  beneficiaries  greater 
choices  among  competing  health  plans  without  addressing  the  wide  geographic 
inequities  in  Medicare  HMO  payments. 

The  good  news  is  Aat  if  we  do  work  toward  eliminating  unfair  disparities,  we  can 
achieve  the  savings  goals  in  the  Budget  Agreement  and  open  up  markets  all  over 
the  nation  to  a  wider  variety  of  health  plans.  The  result  will  be  greater  equity  for  all 
Medicare  beneficiaries  regardless  of  where  they  live 

Our  goal  today  is  to  explain  the  causes  of  geographic  disparity  in  Medicare  payment 
and  the  consequences  of  that  inequity  for  beneficiaries.   In  brief,  every  American 
pays  2.9%  in  payroll  taxes  to  be  assured  access  to  hospital  care  when  they  retire. 
Many  beneficiaries  also  choose  to  pay  a  premium  in  addition  to  receive  physician 
services. 

But,  in  1995,  the  Medicare  payment  rates  to  HMOs  varied  geographically  from  a  low 
of  $176.00  per  month  in  the  lowest  county  to  a  high  of  $647  per  month  in  the 
highest-  a  difference  of  367%! 

In  nearly  half  of  all  counties  in  America,  health  plans  rarely  offer  a  comprehensive 
benefit  package  because  the  payment  rate  is  too  low  to  break  even. 

The  result-  some  beneficiaries  in  high  payment  areas  get  more  benefits,  more 
choices,  and  pay  less  out-of-pocket  than  similarly  situated  elderly  who  happen  to 
live  in  low  payment  areas.   When  Congress  designs  ways  to  control  spending 
growth,  across-the-board  cuts  will  intensify  the  disparity  and  the  unfairness  will 
increase.  This  will  deter  a  variety  of  heald\  plans  from  offering  choices  to 
beneficiaries  and  will  effectively  dose  many  markets  to  managed  care  options. 

Background  of  Medicare  Managed  Care 

In  1%5,  Congress  guaranteed  health  insurance  coverage  for  retirees  and  the  disabled. 
Medicare  was  modeled  on  the  prevailing  fee-for-service  insurance  programs, 
reflecting  the  way  health  care  was  delivered  at  tlie  time.  Medicare  paid  hospitals 
and  providers  for  each  service-hospitals  under  Part  A  and  physicians  under  Part  B. 

In  the  mid-1970s,  HMOs  began  to  thrive  in  some  communities  as  an  alternative  to 
fee-for-service.  HMOs  offer  a  comprehensive  set  of  benefits  through  an  organized 
network  for  providers  for  a  single  prepaid  premium.   In  1982,  Congress  gave  seniors 
the  opporttmity  to  choose  either  traditional  fee-for-service  Medicare  or  a  new  HMO 
package.  Under  the  HMO  option,  called  TEFRA  risk  contracts.  Medicare  HMO 
members  could  receive  comprehensive  integrated  health  coverage  with  little 
paperwork,  more  benefits,  no  deductible  and  low  copayments. 

A  payment  formula  was  developed  that  was  tied  to  ti\e  fee-for-service  spending. 
Starting  with  historical  fee-for-service  costs,  HCFA  calculates  an  average  rate 
annually  called  the  USPCC  (United  Sutes  Per  Capita  Cost),  and  then  calculates 
separate  rates  for  each  county  in  the  nation. 

Through  a  series  of  subsequent  steps,  HCFA  derives  what  is  known  as  the  AAPCC 
(Average  Adjusted  Per  Capiu  Cost).  The  AAPCC  reflects  various  demographic 
adjusters,  and  indudes  Part  A  which  reflects  hospital  spending  and  Part  B  for 
physician  and  outpatient  services  in  tiie  fee-for-service  side.  Part  A  and  Part  B 
dollars  are  combined  and  health  plans  are  paid  95%  of  that  rate. 
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Congress  Did  Not  Intend  To  Create  Wide  Regional  Variation 
—Efficient  and  Inefficient  Markets 

What  no  one  anticipated  was  the  dramatic  change  in  how  medidne  was  practiced  in 
a  growing  number  of  markets.   Recently,  HMO  growth  has  flourished  in  the  private 
sector.  Iliere  was  a  10-12%  growth  in  1994,  with  a  total  of  more  than  50  million 
members  nationwide. 

An  important  effect  of  HMO  growth  in  some  markets  has  been  a  slowing  of  medical 
cost  increases  in  these  markets.  To  compete,  fee-for-service  plans  try  to  emulate  the 
effidendes  in  the  managed  care  sector,  and  wasteful  practice  patterns  and 
tmnecessary  capadty  decline.  This  reduces  overall  medical  costs  which  are  reflected 
in  the  AAPCCs. 

Let  me  give  you  an  example  from  our  state.  HMOs,  PPOs  and  integrated  care 
systems  have  quantifiably  reduced  costs  for  both  the  public  and  private  sectors. 
According  to  national  surveys,  costs  for  Minnesota  employers  are  15-20%  below  the 
national  average  and  their  employees  enjoy  more  comprehensive  coverage. 
(Milliman  and  Robertson,  1993).  Based  on  the  1995  rates  published  by  HCFA, 
Medicare's  per-benefidary  costs  are  25%  less  in  the  Twin  Qties  than  the  national 
average  for  urban  areas.  We  are  proud  to  say  that  the  quality  of  our  care  and  the 
satisfaction  of  our  members  is  extremely  hi^. 

As  markets  become  more  effident,  growth  in  the  AAPCC  has  declined  in  some 
areas.  In  other  counties,  because  of  overcapadty,  patient  demand,  and  lack  of 
concern  about  costs  in  fee-for-service,  volume  of  care  has  increased  per  capita,  with 
AAPCCs  climbing  each  year  often  in  the  double  digits. 


—The  Special  Case  in  Rural  Areas 

Another  aspect  of  the  variation  is  played  out  in  rural  areas.  Because  of  low  nimibers 
of  physidans,  less  Medigap  coverage,  and  fewer  high  spedalty  facilities,  per  capita 
spending  in  rural  areas  lags  behind  most  urban  areas.  While  the  per  capita 
spading  in  high  volimie  markets  grew,  rural  areas  have  been  left  way  behind. 

Medicare  HMOs  must  guarantee  easy  access  to  a  wide  range  of  comprehensive 
services.  At  the  payment  rates  now  available,  it  is  economically  impossible  to  offer 
choices  to  benefidaries  in  many  rural  areas.  In  the  1980s,  many  Minnesota  HMOs 
a\thusiastically  offered  HMO  choices  in  rural  Minnesota.  However,  the  low 
payment  rate  soon  discouraged  them  all  and  now  there  is  no  Medicare  managed 
care  available  in  rural  Minnesota. 


State  by  State  Comparisons 


The  Fairness  Coalition  has  developed  charts  to  illustrate  graphically  the  imfair 
nature  of  the  current  payment  methodology.  A  selection  of  maps  showing  state 
variation  in  rates  is  attached.  The  Fairness  Coalition  will  be  pleased  to  provide 
additional  maps  to  the  committee  on  request. 

Note  that  rural  states  suffer  the  lowest  AAPCC  payment  rates,  essentially  foredosing 
any  alternatives  to  fee-for-service  in  those  areas.  States  like  Nebraska,  South 
Dakota,  North  Dakota,  New  Mexico  and  Maine  illustrate  this  point.  All  coimties  in 
these  states  receive  less  than  the  average  AAPCC,  and  for  many  coimties  the 
payment  is  well  below  30%  of  the  average.  Our  research  indicates  that  Nebraska 
appears  to  have  the  largest  percentage  of  coimties  falling  in  the  lowest  range. 
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Efficient  markets  that  have  reduced  overutilization,  dosed  empty  hospital  beds,  and 
aim  for  the  highest  quality  at  the  lowest  price  are  also  penalized.  Efficient  urban 
areas,  such  as  Seattle,  Portland,  Rochester  N.Y.,  Minneapolis,  Honolulu  are  all  well 
below  the  national  average.  As  fee-for-service  utilization  decreases,  the  AAPCCs 
fall,  and  plains  struggle  to  continue  to  offer  the  extra  benefits  that  are  offered  in  the 
high  payment  areas. 


Here  are  some  examples  of  urban  area  variations  in  AAPCC: 

Hennepin  County  (Minneapolis)  $362  (p>er  beneficiary  per  month) 

Kii\gs  County  (Seattle)  $377 

Monroe  County  (Rochester  NY)  $399 

Los  Angeles  Coimty  (L.A.)  $558 

Dade  County  (Miami)  $615 

Philadelphia  County  (Phil)  $625 

Kings  County  (NYC)  $646 


Cost  of  Living  Differences  Do  Not  Justify  The  Existing  Variations 

This  variation  caimot  be  explained  on  the  basis  of  cost  of  living  differences.  In  order 
to  determine  what  are  real  differences  in  costs  from  region  to  region,  and  what 
differences  can  only  be  explained  by  utilization  of  services,  our  actuary  looked  to  the 
DRG  (diagnostic  related  groups)  program  as  a  model.  Medicare  pays  hospitals  on  the 
basis  of  DRGs  for  b\mdles  of  services  performed.  HCFA  allows  Ae  DRG  rate  to  vary 
from  region  to  region,  based  on  a  hospital  price  index  that  computes  legitimate 
differences  in  measurable  labor  and  price  inputs.   Currently,  the  variation  based  on 
cost  of  living  is  plus  or  minus  7%. 

The  AAPCC  far  exceeds  the  14%  DRG  range  by  orders  of  magnitude!  We  believe 
that  moving  toward  a  similar  variation  for  capitated  payments  is  a  laudable  goal 


AAPCCs  are  Irrational  and  Unpredictable 

According  to  ProPAC,  between  1994  and  1995  in  the  top  50  coimties  in  terms  of  risk 
contract  enrollment,  the  increase  in  the  AAPCC  ranged  from  2.1  percent  to  9.5 
percent.   For  the  most  part,  growth  rates  are  higher  in  the  inefficient  markets  and 
lower  in  highly  competitive  ones. 

Left  unaddressed,  the  variation  will  get  worse.  Using  documented  growth  trends, 
the  variations  will  increase  over  the  next  7  years.   Graph  I  illustrates  how  the 
disparity  will  expand  if  growth  continues  as  predicted  on  such  a  v/idely  variable 
base. 

The  ineqmty  is  exacerbated  by  irrational  variations  across  neighboring  coimties.  For 
example,  Mr.  Thomas  represents  District  21  in  California  which  includes  parts  of 
both  Kem  Cotmty  and  Tulare  County.  The  1995  AAPCC  for  Kern  County  was  $438, 
well  above  the  average,  and  Tulare  payment  was  $334,  a  full  $104  difference  per 
enrollee  per  month.  Do  beneficiaries  in  Tulare  deserve  less  than  tiieir  neighbors  to 
the  south? 

Similar  irrationalities  exist  in  northern  Louisiana,  which  Mr.  McCrery  represents. 
Ouachita  county  receives  $418  per  member  per  month  while  neighboring  Union 
receives  only  $318.  Are  medical  costs  that  much  different  aaoss  rural  coimty  lines? 


35-306  97  -6 
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Unstable  rates  are  a  particular  problem  in  rural  areas.  Because  of  small  Medicare 
populations  in  some  rural  coimties,  variations  in  use  of  services  can  occur  from 
year  to  year  quite  randomly.  Thus,  it  is  not  imcommon  to  see  major  fluctuations  on 
rates  of  increase  from  year  to  year. 

Variation  occurs  in  urban  areas  as  well.  The  1995  monthly  capitated  rate  in  the 
Washington  D.C.  area  varied  from  $361  in  Fairfax  Coimty  to  $543  in  Prince  George's 
County.  It  is  difficult  for  health  plans  to  care  for  individuals  in  a  region  when  the 
government  payment  varies  so  much.  It  costs  the  same  to  deliver  the  care  in  a 
Washington  hospital  whether  or  not  the  patient  resides  in  Fairfax  Coimty  or  Prince 
George's  County. 

The  instability  and  impredictability  are  additional  factors  that  discourage  health 
plans  from  entering  and  staying  in  markets  subject  to  tfiese  swings. 


Beneficiaries  Pay  the  Highest  Price 

The  geographic  disparity  has  the  greatest  negative  impact  on  the  Medicare 
beneficiaries,  although  this  problem  is  not  widely  known  or  understood. 

Let's  take  the  case  of  two  Medicare  benefidaries  who  choose  a  managed  care  plan  in 
their  respective  commimities.  Ms.  X  lives  in  Seattle.  Ms.  Y  lives  in  Los  Angeles. 

Recall  that  both  have  paid  in  the  same  amoimt  in  Medicare  taxes  (2.9%  of  payroll) 
throughout  their  working  lives.  Despite  the  similarity  in  their  contributions,  they 
will  receive  vastly  different  benefits  in  their  HMO  options  due  to  the  "acddent"  of 
where  they  live. 

Ms.  Ys  HMO  in  Los  Angeles  County  is  paid  an  AAPCC  of  $558  per  member  per 
month.  Ms.  X's  HMO  in  Kings  County  receives  $377  per  month.  Since  rebates  are 
not  allowed,  the  Los  Angeles  health  plan  can  load  on  additional  benefits,  such  as 
prescription  drugs,  eye  glasses  and  dental  coverage.  It  may  charge  no  member 
premium,  can  reduce  copays  and  deductibles  and  still  make  a  nice  profit. 

The  Seattle  HMO  cannot  afford  to  add  additional  benefits  and  must  charge  a 
monthly  member  premium  to  cover  costs.  Those  premiums  vary  from  $50  to  $150 
dollars  per  month. 

The  inequitable  payment  rate  means  that  a  Seattle  senior  may  pay  between  $600  and 
$1300  more  per  year  to  choose  managed  care,  while  the  Los  Angeles  senior  receives 
aU  the  Medicare  benefits  plus  lots  of  extras  free  of  charge.  In  other  words,  in  areas 
with  high  payments  from  Medicare,  beneficiaries  get  more  and  pay  less  out  of  pocket 
than  those  in  low  payment  areas. 

Health  plans  who  have  done  business  in  effident  markets  have  struggled  with  this 
problem  for  years.  We  have  had  to  reduce  our  benefits  and  raise  our  premiums 
while  trying  to  compete.  Recent  GAO  testimony  before  the  Conunerce  CommiHee, 
Subcommittee  on  Health  and  the  Environment,  reported  that  the  ntimber  of  risk 
contracts  with  zero  premium  is  increasing.   Zero  premium  plans  are  only  growing 
in  the  high  pay  markets.  It  is  not  the  case  in  effident  markets.  There  are  NO  zero 
premium  options  in  the  Portland  market,  for  example.  Plans  simply  can't  afford  to 
offer  them  and  survive. 

Chart  1  shows  the  impact  of  the  differences  in  two  additional  markets-Minneapolis 
and  Miami. 
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Managed  Care  Growth  is  Discouraged,  Particularly  in  Rural  Areas 

Managed  care  has  the  ]X>tential  to  save  dollars  for  beneficiaries  and  for  the  federal 
budget.  However,  the  current  inequitable  payment  means  that  grovsrth  in  Medicare 
managed  care  is  taking  place  primarily  in  €\e  high  payment  areas. 

The  counties  in  the  top  10%  of  payment  rates  have  approximately  30  percent  of  the 
Medicare  population.  These  areas  account  for  50%  of  all  the  Medicare  managed  care. 
By  contrast,  the  coimties  in  the  bottom  50%  of  AAPCCs,  also  have  30  percent  of 
Medicare  enrollees,  but  only  15%  of  the  Medicare  managed  care. 

Let  me  again  use  our  experience  in  Minnesota  to  illustrate  this  point.  In  the  mid- 
1980S/  more  than  50%  of  Medicare  eligibles  in  the  Twin  Cities  c^  Minneapolis-St. 
Paul  enrolled  in  ^e  new  risk  contracts— a  full  two-thirds  of  whom  had  not 
previously  been  enrolled  in  HMOs.  Now,  a  little  over  10  years  later,  only  9%  of 
Minnesota's  Medicare  benefidaries  are  in  risk  contracts  and  this  percent  has  not 
increased  since  1990.  This  is  in  a  market  in  which  managed  care  for  the  employed 
population  has  been  booming. 

Why?  The  AAPCC  increases  have  been  minimal  and  in  several  years  we 
experienced  actual  cuts  in  payment.  Plans  have  had  to  reduce  the  extra  benefits  that 
attracted  many  to  the  programs  in  the  first  place,  and  also  increase  premiums,  co- 
pays  etc.  Although  we  are  anxious  to  serve  this  portion  of  the  population,  it  is 
becoming  economically  more  challenging  every  year. 

The  three  remaining  risk  contractors  in  Minnesota  (all  of  whom  are  members  of 
this  coalition),  offer  plans  only  in  the  Twin  Cities  metro  area.  Beneficiaries  in  rural 
areas  have  virtually  no  managed  care  options.  This  is  true  for  all  of  the  coalition 
member  states  and  many  states  across  the  country. 


Across'the-Board  Growth  Limits  in  AAPCC  s  Will  Make  Utis  Problem  Worse 

It  has  been  suggested  that,  in  order  to  make  savings  targets.  Congress  should  allow 
Medicare  to  grow  at  an  average  rate  of  5%  per  year  imtil  2002.  This  would  permit 
the  average  aimual  per  capita  expenditure  to  increase  from  $4800  to  $6300  (the 
nimiber  in  the  original  House  proposal)  or  $6700  (the  number  in  the  Budget 
Agreement). 

Qearly,  it  is  necessary  to  control  the  growth  in  expenditures  in  the  program. 
However,  if  the  rate  of  growth  in  the  federal  payment  is  imposed  across  the  board 
the  inequities  will  increase,  inefficient  markets  will  continue  to  be  rewarded,  and 
fewer  and  fewer  areas  will  offer  the  choices  that  are  anticipated  in  a  reformed 
program. 

Some  health  plans  already  receive  sums  in  excess  of  what  would  be  the  average  in 
2002.  Plans  in  Dade  Coimty,  for  example,  already  receive  $7380  per  year  in  1995! 
Plans  in  Oregon  receive  $4476  in  1995.  Allowing  similar  growth  with  this  disparity 
as  a  base  is  patently  unfair  to  the  seniors  in  those  markets  and  to  the  health  plans 
seeking  to  provide  quality  care  to  them. 

The  attached  graphs  illustrate  how  much  growth  would  be  permissible  based  on 
assumptions  underlying  the  Congressional  reform  goals.  Whether  the  goal  is  an 
average  of  $6300  or  $6500,  or  $6700,  it  is  clear  that  holding  the  line  on  the  10  percent 
of  the  counties  in  the  top  AAPCCs  to  smaller  growth  rates  will  allow  rural  areas  and 
efficient  niarkets,  which  accoimt  for  the  vast  majority  of  coimties  in  the  nation,  to 
reach  some  level  of  equity  by  2002. 
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A  transition  to  equity  is  often  referred  to  as  "normalization"  of  rates. 
Normalization  was  achieved  in  the  DRG  transition  and  is  also  part  of  the  RBRVs 
(resource  based  relative  value  scale)  for  physician  fees.   The  government  will  have 
to  determine  what  level  of  contribution  it  will  make  to  beneficiaries,  whether  it  be 
in  the  form  of  a  voucher,  defined  contribution,  or  other  arrangement.  We  believe 
that  fairness  requires  that  the  federal  payment  be  equitably  distributed,  taking  into 
account  on  the  legitimate  and  measurable  variation  in  input  prices  from  market 
area  to  market  area. 

The  Opportunity 

Congress  has  an  opportunity  to  modernize  the  Medicare  program.  It  can  accomplish 
its  budgetary  goals  in  tiie  process  of  offering  more  choices  in  a  competitive 
environment. 

Provider  groups  have  insisted  that  simplistic  cuts  to  provider  payments  will  not  be 
adequate  to  solve  the  long-term  challenge  and  could  cripple  the  health  care 
infrastructure,  particularly  in  rural  areas.  We  hope  we  have  convinced  you  that 
across-the-board  cuts  in  fee-for-service  payments  to  providers  or  capitation 
payments  to  risk  contracting  health  plans  would  ignore  the  wide  variation  that 
presentiy  exists  in  Medicare  spending  and  would  p^alize  efficient  markets  and 
many  rural  communities. 

There  are  a  growing  niimber  of  thoughtful  proposals  on  the  table  that  will  introduce 
competitive  market  forces  to  modernize  the  program  by  changing  both  provider  and 
consumer  behavior  to  reward  wiser  choices.  We  applaud  the  work  of  tiie  Physician 
Payment  Review  Commission,  the  Prospective  Payment  Review  Commission,  the 
Group  Health  Association  of  America,  the  American  Hospital  Association  and 
others  who  have  called  for  solutions  rooted  in  the  marketplace  to  improve  the 
Medicare  program  in  the  long  run. 

We  are  pleased  to  provide  the  committee  with  copies  of  our  Fairness  Coalition 
Concept  Paper  which  describes  in  greater  detail  our  principle  for  Medicare  reform 
(Appendix  1). 

Today,  however,  our  contribution  is  to  illustrate  the  magnitude  and  the  negative 
impact  of  the  geographic  disparity  in  payment  on  the  present  Medicare  system.  We 
hope  you  can  see  that  failure  to  address  the  disparity  problem  will  p>revent  the 
Congress  from  achieving  its  very  laudable  goals  -  savings  to  the  federal  budget  to 
preserve  ti\e  program  and  expansion  of  choices  for  Medicare  beneficiaries  in  all 
commuiuties  across  the  nation. 


159 


Graph  1:  If  Nothing  Is  Done,  The  Disparity  Between 
TheTop  Ten  Percent  Of  AAPCC  Counties  And  The 
Bottom  Half  Of  AAPCC  Counties  Will  Increase 
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Graph  2:  Eliminate  The  Disparity  Between  The  Top  And  Bottom 
Half  Of  AAPCC  Counties  To  A  US  Average  of  $6300  in  2002  And 
Save  $270  Billion 
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Graph? :  Eliminate  The  Disparity  Between  The  Top  And  Bottom 
Half  Of  AAPCC  Counties  To  A  US  Average  Of  $6700  in  2002 
And  Save  $270  Billion* 
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*Note:  Assumes  that  by  2002,  the  Medicare  Care  Package  this  proposal  is 
In  has  encouraged  60%  of  beneficiaries  Into  managed  care  plans. 
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Chairman  Thomas.  Thank  you,  Mr.  Strand. 

Before  we  get  to  questions,  could  you  just  give  us  an  idea  of  the 
key  in  terms  of  those  colors,  so  if  there  is  a  question  we  can-  

Mr.  Strand.  Mr.  Chairman,  I  am  sorry  that  the  key  is  not  on 
there.  It  is  in  the  maps  that  we  hopefully  provided  to  the  Sub- 
committee Members.  The  key  is  provided,  but  basically  the  colors 
that  are  purple  and  shades  of  blue  would  be  colors  that  are  at  or 
below  the  national  average  reimbursement.  Those  that  are  shaded 
red  and  green  and  yellow  are  above  the  national  average. 

Chairman  Thomas  [continuing].  For  example,  if  you  look  at  deep 
blue  through  light  blue  to  green,  to  orange,  to  red,  in  terms  of  the 
price  structure? 

Mr.  Strand.  That  is  correct.  A  good  example  of  that,  Mr.  Chair- 
man, would  be  a  couple  of  counties  in  your  district,  Tulare  and 
Kern,  which  as  I  understand  it  are  similar  counties  from  a  perspec- 
tive of  cost,  but  yet  the  reimbursement  for  those  two  counties  is 
nearly  in  excess  of  $100  per  month,  a  good  example  of  a  regional 
variation  that  makes  very  little  sense,  that  penalizes  the  senior 
who  happens  to  retire  in  one  of  those  two  counties. 

Chairman  Thomas.  You  did  a  good  job  on  the  charts.  You  hit  two 
out  of  the  three  Members  who  are  currently  in  

Mr.  Strand.  We  tried  to  guess. 

Chairman  Thomas.  Jerry  wonders  what  Wisconsin  looks  like. 
Mr.  Kleczka.  They  got  me  before  the  hearing. 
Chairman  Thomas.  I  want  to  thank  the  panel  very  much. 
The  gentleman  from  Nebraska. 

Mr.  Christensen.  Mr.  Jasper,  you  commented  that  you  would 
like  to  see  the  PPO  system  have  a  direct  relationship  with  HCFA 
and  work  directly  with  them.  In  my  reading  and  my  understanding 
of  this  whole  dilemma,  HCFA  is  the  problem. 

I  do  not  know  that  you  would  want  to  have  a  direct  relationship 
with  HCFA.  I  think  we  ought  to  look  to  more  of  an  idea  that  would 
allow  you  to  have  a  direct  relationship  with  the  patient.  In  your 
Comments  of  the  direct  relationship  with  HCFA,  what  do  you  see 
as  the  scenario,  or  what  would  even  be  a  better  scenario,  if  we  were 
to  streamline  HCFA? 

Mr.  Jasper.  Our  objective  is  to  afford  the  beneficiaries  with  a 
PPO  option,  and  these  would  be  plans  that  would  be  qualified  ac- 
cording to  standards  and  criteria  that  need  to  be  developed.  In  fact, 
we  have  submitted  some  outlines  to  HCFA.  We  see  this  as  an  en- 
rollment option  where  it  is  the  beneficiary  who  is  directly  enrolling 
into  those  qualified  plans.  I  guess  it  was  our  assumption  that,  in 
order  to  be  offered  for  enrollment,  that  a  PPO  would  need  a  con- 
tract with  HCFA  as  it  now  does  for  the  HMO  options. 

Mr.  Christensen.  Mr.  Strand,  on  your  chart  over  there,  I  rep- 
resent the  little  white  part  on  the  east  side  of  that  little  spot  of 
Omaha.  The  rest  of  it  is  covered  by  two  other  individuals.  The 
white  spot  means  that  we  are  at  10  percent  or  at  the  average,  is 
that  correct? 

Mr.  Strand.  10  percent  or  less  below  the  national  average. 

Mr.  Christensen.  It  looks  like  we  are  OK,  but  the  rest  of  the 
State  is  not  quite  up  to  par.  But  I  will  say  that  Nebraska,  from 
what  you  said  earlier,  is  not  quite  the  cost  it  is  of  California,  and 
relatively  we  are  doing  pretty  good  as  a  State,  quite  well. 
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You  have  in  your  own  managed  care  you  said  about  80,000  senior 
citizens  involved  in  your  HMO? 
Mr.  Strand.  That  is  correct. 

Mr.  Christensen.  How  is  that  working?  What  has  been  your  ex- 
perience? We  had  a  lot  of  testimony  about  1  month  ago  from  some 
Arizona  HMOs  that  have  been  addressing  this  issue  and  have  sen- 
iors. How  have  you  seen  your  satisfaction  with  the  seniors,  and  tell 
us  about  your  own  program? 

Mr.  Strand.  Thank  you  for  asking.  Our  program  has  been  we 
think  very  successful.  The  satisfaction  surveys  that  we  received — 
we  are  always  receiving  ratings  on  service  and  quality  that  are  in 
excess  of  95  percent — seniors  are  either  satisfied  or  very  satisfied 
with  the  plan.  In  fact,  in  two  of  our  products  last  year,  the  seniors 
on  a  random  basis  done  by  the  Gallup  Poll  came  in  with  a  100- 
percent  rating,  satisfied  or  very  satisfied  with  both  the  quality  and 
the  t\^e  of  service  they  were  receiving. 

The  thing  that  is  concerning  the  seniors  that  are  enrolled  in  our 
plan  today  is  cost,  because  as  in  the  State  of  Minnesota,  like  Ne- 
braska, v/hich  receives  far  less  than  the  national  average  in  most 
of  our  counties,  we  were  having  to  pass  along  to  the  seniors  a  fairly 
significant  premium  to  help  supplement  the  reimbursement  we  get 
from  the  Federal  Government.  That  means  that  each  year  the  sen- 
iors are  having  to  pay  more  out  of  pocket  in  our  State  in  order  to 
receive  the  same  type  of  benefits  that  than  have  in  the  past. 

Now,  in  Minnesota,  as  I  heard  the  testimony  this  morning,  some 
of  the  questions  about  the  rate  of  increases  that  we  have  around 
the  country,  we  are  holding  the  line  on  costs  today.  We  are  expect- 
ing premium  increases  this  year  and  next  year  to  be  under  the  rate 
of  inflation.  I  have  renewed  25  percent  of  my  business  for  January 
1  at  less  than  2  percent  premium  increase  in  1995,  and  that  in- 
cludes a  1-percent  increase  in  premium  taxes  that  the  State  has 
levied  on  it. 

In  short,  they  are  very  satisfied  with  the  quality,  the  service,  the 
access  they  receive  through  our  plan,  but  they  are  very  concerned 
about  increasing  costs. 

Mr.  Christensen,  Thank  you  for  your  testimony,  all  three  of 
you. 

Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  I  thank  you. 

The  gentleman  from  Wisconsin. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Mr.  Jasper,  I  have  handed  to  you  a  chart  which  shows  growth 
of  private  insurance  and  Medicare. 
Mr.  Jasper.  Yes,  sir. 

Mr.  Kleczka.  Your  statement  was  that  private  insurance  over 
the  years  has  done  much  better  than  Medicare.  This  chart  that  I 
have  given  you  seems  to  contradict  that.  Do  you  want  to  respond? 

Mr.  Jasper.  Certainly.  This  chart  ends  in  1993.  The  statistic  I 
quoted  is  a  statistic  of  the  change  from  1993  to  1994.  Interestingly, 
1993  is  where  the  lines  converge  in  that  the  Medicare  and  private 
rates  of  growth  are  almost  identical  at  that  point.  So  it  is  indeed 
a  fairly  

Mr.  Kleczka.  Give  me  the  percentages  for  1994. 
Mr.  Jasper.  Do  I  have  them? 
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Mr.  Kleczka.  Yes. 

Mr.  Jasper.  I  have  the  ones  that  are  cited  in  the  study  that  I 
made  reference  to  and  I  have  my  own  experience.  They  are  typi- 
cally in  the  5 -percent  level. 

Mr.  Kleczka.  So  Medicare  is  5  percent  higher  for  the  1  year 
than  the  private  insurance?  But  for  the  last  10  years,  that  has  not 
been  the  case? 

Mr.  Japser.  No,  I  am  comparing  the  5  percent  that  I  think  is  the 
approximate  PPO  level  with  what  is  shown  here  for  Medicare  at 
approximately  8  percent  in  1993,  so  I  believe  the  private  sector  is 
lower. 

Mr.  Kleczka.  Would  not  PPOs  be  part  of  the  private  calculation 
there? 

Mr.  Jasper.  I  do  not  know  what  is  in  the  calculation  here.  In  the 
study  that  I  was  referring  to  for  1994  was  a  nationwide  stratified 
sampling  of  organizations  including  PPOs. 

Mr.  Kleczka.  I  will  check  my  figures,  if  you  go  back  and  check 
yours,  but  I  think  if  you  look  from  1990  to  1993  to  1983  and  1993, 
which  you  have  indicated  is  not  accurate,  if  in  fact  a  change  in 
1994 — I  do  not  have  that  figure,  so  I  would  have  to  concede  that. 

Mr.  Strand,  looking  at  Wisconsin,  which  is  not  on  the  chart,  I  am 
still  trying  to  figure  out  what  you  are  trying  to  tell  us  here.  Are 
you  saying  that  the  providers  are  getting  less  reimbursement  from 
the  program,  thus  the  Medicare  consumer  is  getting  less  health 
care  or  not  quality  health  care?  What  are  we  trying  to  say  here? 

Mr.  Strand.  What  is  happening  is  a  result  of  the  disparities  in 
payment,  two  things.  One  is  that  because  the  payment  levels  are 
so  low,  there  is  a  limitation  on  the  number  of  new  entrants  in  the 
market.  HMOs  who  are  willing  to  go  into  a  market  where  reim- 
bursement will  be  less  than  their  costs  that  they  

Mr.  Kleczka.  Well,  what  is  the  effect  on  the  health  consumer? 

Mr.  Strand.  On  the  consumer,  what  happens  is  that — let  us  just 
use  the  comparison  again.  Somebody  who  lives  in  one  of  the  rural 
counties  in  Wisconsin  versus  someone  who  lives  in  Dade  County, 
Florida,  in  Dade  County,  Florida,  that  senior  would  receive  a  bene- 
fit package  from  the  HMO  that  had  basic  benefit  coverage  plus  a 
variety  of  supplemental  coverage,  and  because  the  reimbursement 
is  so  high,  likely  there  would  be  no  premium  to  the  senior  and  their 
copayments  and  deductibles  would  be  completely  covered. 

Mr.  Kleczka.  Are  you  talking  of  a  supplemental  plan  or  

Mr.  Strand.  In  an  HMO  risk  contract,  what  happens  is  the 
HMO  agrees  to  provide  all  services  that  Medicare  otherwise  pro- 
vides plus  some  additional  services  for  the  same  dollar  amount  less 
5  percent  the  Federal  Government  would  otherwise  pay  for  those 
services.  So  we  are  talking  about  those  services  plus  supplemental 
services  and  in  the  premium  level. 

That  same  senior  who  might  live  in  the  rural  Wisconsin  county 
would  likely  not  receive  those  supplemental  benefits,  would  likely 
not  have  full  coverage  for  copayments  and  deductibles,  and  would 
likely  pay  a  premium  to  supplement  the  contribution  from  the  Fed- 
eral Government  to  the  HMO. 

What  I  am  saying  is  the  result  of  these  inequities  in  payment, 
someone  who  happens  to  live  in  rural  Wisconsin  is  likely  going  to 
pay  far  more  than  the  senior  who  happens  to  live  in  Dade  County, 
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Florida,  or  other  counties  that  have  that  type  of  reimbursement.  It 
attacks  the  equity  question,  Representative.  Everyone  has  paid  into 
the  system  the  same  amount,  they  pay  the  same  amount  of  con- 
tribution for  part  B  services,  and  it  is  a  question  of  what  they  are 
receiving  back. 

Mr.  Kleczka.  What  would  happen  to  this  fairness  scheme  here 
under  a  per  capita  fixed  voucher-type  system? 

Mr. Strand.  We  might  want  to  look  at  the  second  chart.  On  the 
left-hand  side  here,  the  red  line  will  show  where  the  top  10  percent 
of  the  

Mr.  Kleczka.  I  cannot  see  that. 

Mr.  Strand.  I  am  sorry,  I  think  it  is  in  the  packet.  It  is  in  the 
written  testimony.  I  can  explain  this.  On  the  left-hand  side  is  the 
current  payment  level,  the  top  10  percent  AAPCC  counties.  The 
bottom  line  is  the  bottom  50  percent  of  the  counties,  and  you  can 
see  the  difference  between  the  two. 

If  you  capitate  now  going  forward  a  fix  your  contribution  level 
without  addressing  this  disparity,  what  this  chart  tried  to  show  is 
that  the  disparity  will  grow,  and  by  the  time  you  get  out  several 
years,  by  the  year  2002,  that  disparity  will  have  grown  signifi- 
cantly. So  the  counties  that  are  presently  under  the  national  aver- 
age will  fall  further  and  further  behind  those  counties  that  today 
are  significantly  above  the  national  average.  In  a  sense,  the  in- 
equity to  seniors  will  grow. 

Mr.  Kleczka.  Which  would  equate  to  more  out-of-pocket  and 
less  

Mr.  Strand.  More  costs  that  a  senior  will  pay,  a  Medicare  bene- 
ficiary will  pay  as  a  result  of  just  where  they  live  and  nothing  else 
considered. 

Mr.  Kleczka.  Thank  you. 

Chairman  Thomas.  Or  less  of  a  program.  One  of  the  things  that 
we  have  to — it  is  a  minor  consideration,  but  frankly  people  who 
tend  to  live  in  rural  areas  or  other  areas  of  the  country  on  a  re- 
gional basis  in  part  define  adequate  or  appropriate  health  care  dif- 
ferently oftentimes  than  people  in  other  regions  of  the  country  or 
in  urban  areas.  So  I  can  understand  a  degree  of  differences  re- 
flected in  the  cost,  not  just  because  there  are  low-cost  areas  from 
a  labor  market  point  of  view,  but  also  from  what  is  considered  an 
appropriate  package  for  marketing. 

What  concerns  me  and  I  think  reinforces  your  point,  Mr.  Strand, 
is  when  you  take — and  I  just  went  through  here  quickly  to  try  to 
find  those  portions  of  States  that  had  the  maximum  number  of 
color  differential  up  against  each  other.  Because  whenever  you  cre- 
ate an  artificial  pricing  mechanism  like  the  AAPCC,  and  they  use 
some  kind  of  existing  geographical  or  political  lines,  you  wind  up 
getting  gross  distortions  where  you  will  have  the  high-price  red 
area  next  to  the  low  blue  or  purple  area — Louisiana,  Texas,  and 
California — in  some  areas  that  I  am  familiar  with.  And  the  formula 
completely  fails  to  understand  that  these  are  rapidly  growing  sub- 
urban areas  that  carry  virtually  all  of  the  labor  costs  from  that 
urban  area  and  the  expectations  for  health  care  from  that  urban 
area,  but  fall  bureaucratically  into  an  area  that  is  financed  at  $100 
to  $200  to  even  $300  to  $400  less,  really  underscoring  the  inequity 
of  kind  of  an  arbitrary  pricing  formula  as  we  have  discussed. 
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We  fought  it  when  we  did  the  DRGs  and  the  various  factors  that 
were  built  into  it.  I  have  no  desire  to  go  down  this  road  again  in 
terms  of  trying  to  get  HCFA  to  more  adequately  reflect  reality.  And 
you  have  some  suggestions  as  to  how  we  might  be  able  to  do  it.  To 
me,  the  best  way  would  be  to  try  to  get  the  private  sector  pricing 
structure  as  a  comparison  for  HCFA  and  basically  create  a  linkage 
on  a  choice  structure  between  the  two  to  get  some  degree  of  reality 
into  the  system. 

But  I  do  appreciate  the  material  that  you  have  given  that  graphi- 
cally illustrates  the  problem. 

Mr.  Bringewatt,  you  talked  about  the  whole  question  of  chronic 
care  being  something  that  we  have  not  focused  on  from  the  struc- 
ture, and  you  are  right.  As  needs  evolve,  you  would  hope  that  sup- 
port bureaucracies  and  industry  evolves,  obviously  the  private  sec- 
tor has  to  respond  relatively  quickly.  The  bureaucracy  does  not. 

From  your  assessments  of  the  change,  I  want  to  understand  ex- 
actly where  you  are  coming  from.  Are  you  saying  that  the  structure 
should  recognize  or  the  bureaucracy — let  me  use  that  term — the 
bureaucracy  should  recognize  that  there  is  a  need,  in  fact  there  is 
an  occurring  structural  integration  in  the  delivery  of  services  along 
chronic  illness  lines,  or  that  the  bureaucracy  ought  to  be  more  of 
an  open  system  that  allows  innovative  billing  techniques  to  allow 
restructuring  or  grouping  that  may  come  together  in  one  instance, 
but  does  not  have  to  be  integrated  from  the  structural  point  of  view 
to  be  able  to  get  the  financing  from  HCFA?  Am  I  making  sense  to 
you? 

Are  you  talking  about  a  combination  of  those  or  structural  inte- 
gration that  would  be  recognized  and  paid  for  by  virtue  of  this  new 
way  of  treating,  delivering,  and  understanding  chronic  illness,  or  a 
flexible  system  open  to  the  sense  that  you  can  mix  and  match  and 
combine  relatively  freely  for  funding  purposes  of  new  and  novel 
ways? 

Mr.  Bringewatt.  Integrated  care  is  critical  to  providing  quality, 
cost-effective  care,  but  the  structure  of  integration  may  vary  from 
one  community  to  another — in  fact,  from  one  person  to  another.  A 
gentleman  by  the  name  of  Jeff  Goldsmith  has  coined  the  term  "vir- 
tual integration."  What  we  are  proposing  here  is  an  organizational 
strategy  that  enables  providers  to  Ainction  as  an  integrated  system 
in  addressing  problems  that  require  multiple  providers  to  work  to- 
gether. Currently,  we  tend  to  finance,  regulate,  and  oversee  care 
around  microunits — different  pieces  of  care  that  are  needed  by  a 
given  individual  over  time.  This  locks  in  place  fragmentation,  high 
costs,  and  poor  outcomes. 

Take  for  example  someone  who  has  a  hip  fracture  or  a  stroke. 
When  a  person  enters  a  hospital,  there  is  a  separate  set  of  rules 
and  regulations  that  relate  to  his  or  her  hospital  stay,  a  separate 
one  for  his  or  her  subsequent  nursing  home  stay.  Procedures  are 
duplicated,  the  case  is  disrupted,  and  costs  are  excessive.  If  the 
Federal  Government  recognizes  the  full  episode  of  care  that  a  per- 
son may  need  that  cuts  across  those  settings,  takes  a  look  at  a  total 
dollar  amount  in  relation  to  that  care  episode  and  finances,  regu- 
lates, and  oversees  the  care  as  a  total  care  episode,  it  enables  pro- 
viders who  may  serve  that  single  person  to  work  together  in  a  col- 
laborative arrangement  and  do  whatever  is  most  cost  effective,  I 
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given  that  episode  of  care.  How  care  is  integrated  may  vary  from 
one  person  to  another  but  each  person  served  would  have  his  or 
her  unique  problem  more  effectively  addressed.  And,  the  cost  of  the 
infrastructure  would  be  less,  because  each  provider  would  not  be 
required  to  duplicate  procedures  imposed  by  Medicare  law  and  re- 
lated regulations,  and  would  not  have  the  incentive  simply  to  opti- 
mize its  own  reimbursement  without  regard  for  the  cumulative  cost 
effects. 

What  we  are  suggesting  is  this:  The  more  problems  of  chronic 
care  become  significant  on  the  Medicare  side,  the  more  critical  it 
is  to  free  up  the  financing  and  the  oversight  policies  to  match  that 
broader  problem,  rather  than  lock  in  place  existing  health  care 
structures  when  we  know  that  the  problems  being  addressed  re- 
quire a  new  and  different  approach  to  care. 

Chairman  Thomas.  But  I  am  also  not  interested  in  locking  into 
place  a  new  integrated  structure  that  at  that  time  and  that  mo- 
ment reflects  the  current  thinking.  The  gentleman  from  Nebraska 
and  I  are  not  naive.  We  know  there  has  to  be  some  bureaucratic 
structure,  but  the  last  thing  we  want  to  do  is  to  have  government 
pick  new  winners  just  like  the  old  structure  has  perpetuated  cer- 
tain folk  who  are  winning  by  maximizing  on  a  cost-plus  basis. 

Our  job  is  basically  I  think  in  part  to  turn  HCFA  inside  out,  so 
that  you  have  a  freer  structure  to  allow  for  innovation,  but  funding 
in  a  way  that  maximizes  the  saving  and  hopefully  then  technology 
is  focused  toward  saving  money,  because  perhaps  of  a  fixed  price 
available  to  deal  with  it,  rather  than  an  open-ended  cost-plus  struc- 
ture. 

There  is  great  tendency,  though,  to  lock  in  structure  to  reflect 
current  practices  and  in  essence  to  pick  winners.  Anything  that  you 
can  do  to  help  us  with  an  understanding  of  how  we  might  be  inno- 
vative in  recognizing  more  of  a  fluid  payment  structure  under  a 
dollar  amount,  it  seems  to  me  that  one  of  the  first  steps  would  be 
to  cap  the  dollar  amount  and  then  let  folks  figure  out  how  they  re- 
late under  that,  because  no  one  wants  to,  one,  leave  money  on  the 
table,  or,  two,  leave  it  in  someone  else's  pocket.  Is  that  not  a  way 
in  which  we  might  be  able  to  maximize  those  relationships  to  maxi- 
mize the  services  given  for  a  fixed  amount  of  money? 

Mr.  Bringewatt.  Yes.  Just  to  be  clear,  we  don't  want  to 
predefine  a  new  structure  of  operation  or  to  predefine  a  new  set  of 
winners  and  losers.  Our  proposal  would  consolidate  and  simplify 
the  financing  and  regulations  of  care  for  chronic  diseases  and  dis- 
abilities and  provide  incentives  for  providers  to  become  more  inno- 
vative in  establishing  new  and  varied  systems  of  integrated  care. 
The  nature  of  the  structure  can  and  will  vary  from  one  setting  to 
another.  Our  National  Chronic  Care  Consortium  is  made  up  of  a 
very  diverse  group  of  health  care  organizations,  with  diversity  par- 
ticularly in  how  they  manage  care.  It  includes  a  staff  model  HMO, 
Group  Health  Cooperative  of  Puget  Sound,  it  includes  vertically  in- 
tegrated health  systems  like  Johns  Hopkins  and  Henry  Ford,  it  in- 
cludes provider  networks  where  providers  are  legally  independent 
of  one  another,  but  agree  to  work  together. 

Our  assumption  here  is  that  Medicare  should  organize  its  ap- 
proach to  financing  and  regulating  care  around  problems  of  chronic 
disease  and  disability  rather  than  around  predefined  provider 


166 


structures.  One  problem  category  might  be  an  acute  episode  of  a 
chronic  condition  like  hip  fracture  and  stroke.  The  problem  cat- 
egory might  be  viewed  as  an  extended  DRG.  Other  problem  cat- 
egories for  funding  might  include  problems  like  ESRG  or  AIDS. 
Where  we  have  an  ability  to  identify  a  chronic  care  problem  with 
known  costs  that  cut  across  settings,  it  is  possible  then  to  establish 
a  rate  of  financing  or  a  fixed  ceiling  for  addressing  that  particular 
problem.  Then  if  we  offer  financing  to  primary  care  providers  under 
a  fixed-dollar  amount,  dollars  can  flow  to  whatever  combination  of 
care  is  most  cost  effective,  so  that  you  do  not  lock  yourself  into  a 
specific  structure  and  can  in  fact  free  up  the  system  to  function  in 
new  and  more  cost-effective  ways. 

I  know  the  Subcommittee  is  considering  the  concept  of  bundling 
as  one  alternative  for  Medicare  restructuring.  This  involves  estab- 
lishing a  fixed-dollar  amount  starting  at  the  point  of  hospitaliza- 
tion and  ending  approximately  90  days  after  hospitalization.  Our 
members  would  be  most  comfortable  if  the  concept  of  bundling  al- 
lowed dollars  to  flow,  regardless  of  where  the  care  setting  may  be. 
Bundling  should  not  have  a  bias  toward  any  particular  setting  such 
as  a  hospital.  One  provider  setting  should  not  be  in  control  of  an- 
other. 

For  example,  if  you  could  take  care  of  the  person  through  a  com- 
bination of  home  and  nursing  home  settings  without  hospitaliza- 
tion, that  should  be  allowed  with  preference  for  whatever  is  most 
cost  effective.  So  we  wholeheartedly  concur  with  your  flexibility  in- 
terests and  agree  that  the  starting  point  is  both  the  problem  and 
the  cost  relating  to  serving  that  problem,  rather  than  viewing  the 
starting  point  as  a  place  or  a  profession  and  regulating  the  cost  of 
providing  care  in  that  place. 

Chairman  Thomas.  I  appreciate  that,  because  frankly  it  makes 
no  sense  at  all  to  me,  because  each  of  you  have  indicated  that  your 
problem  in  part  could  be  solved  by  a  waystation  in  terms  of  change 
relative  to  a  minor  judgment  recognition  by  HCFA  of  PPOs  for  con- 
tracting a  little  better  formula  for  distribution  of  money  and  the 
rest. 

The  gentleman  from  Nevada's  comments  were  especially  insight- 
ful earlier  in  that  we  could  solve  all  of  your  problems  and  more  by 
being  a  little  bit  bolder  conceptually  in  terms  of  moving  beyond 
simply  incremental  adjustment  and  reconceptualizing  the  relation- 
ship. Some  of  my  colleagues  who  are  not  here  perhaps  are  not  as 
appreciative,  given  the  confines  in  which  they  now  have  to  argue 
the  debate.  They  are  not  able  to  voice  perhaps  some  attitudes  that 
would  show  more  agreement  than  disagreement  by  being  relatively 
bold  at  this  time  and  fixing  problems  on  an  open-ended  basis  by 
getting  away  from  a  bureaucracy  picking  winners  and  therefore 
creating  losers  and  allowing  this  relatively  now  synergistic  and 
novel  mixing  to  continue  to  go  on,  but  to  maximize  taxpayer  dollars 
in  terms  of  health  benefits. 
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We  look  forward  to  continuing  to  work  with  you  so  that  we  fully 
understand  the  problems  we  need  to  deal  with,  so  that  when  we 
provide  a  solution  to  our  current  problem  in  Medicare,  that  it  in- 
deed preser\'es  and  strengthens  Medicare,  but  that  we  do  not  fall 
into  any  traps  that  we  are  not  aware  of  by  locking  in  winners  and 
losers. 

We  appreciate  your  testimony  very  much. 

At  this  point  of  our  hearing,  v,ithout  objection,  the  statement  of 
Jeff  Burman,  president,  Council  for  Affordable  Health  Insurance, 
will  be  made  a  part  of  the  record. 

[Mr.  Burman's  prepared  statement  appears  on  page  389.] 

Chairman  Thonlas.  The  Subcommittee  is  adjourned.  The  Chair  is 
reminded  that  instead  of  adjourning,  we  will  recess  because  this 
hearing  will  be  in  at  least  three  parts. 

[WTiereupon,  at  2:50  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene on  Thursday,  July  20,  1995,  at  10  a.m.] 


SAVING  MEDICARE  AND  BUDGET 
RECONCILIATION  ISSUES 


THURSDAY,  JULY  20,  1995 

House  of  Representatives, 
Committee  on  Ways  antd  Means, 

Subcommittee  on  Health, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  in 
room  1100,  Longworth  House  Office  Building,  Hon.  Bill  Thomas 
(Chairman  of  the  Subcommittee)  presiding. 

Mrs.  Johnson  [presiding].  Good  morning.  The  hearing  wdll  come 
to  order. 

We  have  a  number  of  our  colleagues  prepared  to  testify,  and  I 
would  like  to  start  right  in  with  them.  But  I  will  yield  to  Mr.  Stark 
if  he  would  like  to  make  any  opening  comment. 

Mr.  Stark.  Madam  Chairman,  yesterday  the  Chair  and  the  dis- 
tinguished gentleman  from  Louisiana,  who  is  before  us  this  morn- 
ing, both  told  us  that  the  Republicans  were  not  planning  to  cut 
Medicare  in  the  "old-fashioned  way.''  But  somehow  you  Republicans 
have  been  unwilling  to  tell  us  how  you  intend  to  cut  the  $270  bil- 
lion needed  to  finance  the  tax  giveaways  for  the  wealthy. 

Now,  given  this  uncertainty,  I  know^  that  the  representatives  of 
the  seniors — the  doctors,  the  hospitals,  and  other  providers  in  the 
audience — were  relieved  to  hear  that  none  of  the  old-fashioned  cuts 
would  be  proposed.  So  I  would  assume  that  these  same  people  are 
comforted  by  the  gentleman  from  Louisiana  and  the  Chair's  asser- 
tion that  none  of  the  following  old-fashioned  cuts  would  be  included 
in  the  Chair's  mark,  because  they  were  all  included  in  previous 
bills.  Of  course,  some  were  in  last  year's  health  bill,  which  the  Re- 
publicans, every  one  of  them,  vehemently  attacked  and  opposed. 
But  I  am  sure,  therefore,  you  will  not  include  them  in  this  rec- 
onciliation given  their  old  and  tired  nature.  Those  would  include 
increases  in  the  part  B  premium,  increases  in  the  part  B  deduct- 
ible, or  changes  in  other  copayments  such  as  home  health,  reduc- 
tions in  the  hospital  update,  reductions  in  the  indirect  medical  edu- 
cation adjustment,  reductions  in  capital  payments  to  hospitals,  and 
reductions  in  the  default  volume  performance  standard  for  physi- 
cians. 

Given  the  assertion  and  the  statements  by  my  good  friend  from 
Louisiana  yesterday  and  the  Chair  of  the  Subcommittee,  I  know  ev- 
eryone here  would  be  relieved  if  the  Chairman  or  the  gentleman 
from  Louisiana  would  again  assure  all  of  us  that  none  of  these 
types  of  old-fashioned  cuts  will  be  included  in  the  Republican  bill. 
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I  want  to  know  if  Newt  would  allow  any  of  you  even  to  suggest 
such  assurance,  Madam  Chairman. 
Thank  you. 

Mrs.  Johnson.  Thank  you,  and  I  welcome  the  Members  to  this 
hearing.  The  challenge  before  us  is  great.  Our  job  is  to  preserve 
Medicare  as  a  strong  health  care  system  for  seniors,  providing  the 
spectrum  of  services  it  has  traditionally  provided,  but  also  to  create 
the  opportunity  to  strengthen  Medicare  so  that  seniors  can  have 
some  of  the  benefits  that  the  old  system  has  not  provided  because 
it  is  an  outmoded  design  and  it  enabled  them  to  enjoy  the  quality 
and  breadth  of  health  services  in  the  future  that  are  so  critical  to 
security  in  your  retirement  years. 

It  is  my  pleasure  to  recognize  Mr.  Cardin  of  the  Subcommittee. 
Then  we  will  go  in  the  order  on  the  hearing  agenda:  Mr.  McCrery 
next,  Mr.  McDermott,  Mr.  Stenholm,  Mr.  Gunderson,  Mr.  Roberts, 
and  Mr.  Poshard. 

Mr.  Cardin. 

STATEMENT  OF  HON.  BEN  CARDIN,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MARYLAND 

Mr.  Cardin.  Thank  you.  Madam  Chairman.  May  I  ask  that  my 
full  statement  be  made  part  of  the  record. 
Mrs.  Johnson.  Without  objection. 

Mr.  Cardin.  It  is  certainly  a  pleasure  to  testify  before  the  Sub- 
committee. 

I  took  this  time  in  order  to  deal  with  one  issue  that  will  be  talked 
about  in  Medicare  reform,  and  that  is  how  we  treat  our  academic 
health  centers.  I  will  be  filing  legislation  in  this  area  and  have 
worked  with  many  Members  of  this  Subcommittee  since  I  have 
been  on  the  Ways  and  Means  Committee  in  order  to  deal  with  the 
appropriate  funding  of  our  academic  health  care  centers. 

I  think  it  is  an  extremely  important  part  of  excellence  in  U.S. 
health.  We  are  the  leader  in  the  world  in  medical  education.  We 
train  the  best  in  the  world  here  in  the  United  States.  We  have  fa- 
cilities, our  academic  centers,  that  lead  in  pioneering  procedures 
and  serve  hard-to-serve  areas  around  our  Nation. 

The  academic  health  centers  rely  in  great  part  on  Medicare  reim- 
bursement, on  direct  and  indirect  medical  education  expenditures. 
It  amounts  to  about  $5.5  billion  a  year.  We  have  the  anomaly  that 
Medicare  overpays  for  the  cost  of  medical  education,  and  all  other 
payers  underpay  for  their  responsibilities  in  medical  education.  All 
benefit  from  having  well-trained  professionals,  yet  Medicare  pays 
more  than  its  share,  and  the  other  payers  pay  less. 

In  Medicare  reform,  we  may  very  well  be  looking  at  reducing  the 
Federal  Government's  responsibility  or  the  Federal  Government's 
cost  in  medical  education  that  has  been  recommended  by  ProPAC. 
The  Shays  document  included  significant  cuts  in  medical  education, 
$27  billion  over  7  years.  I  think  that  would  be  disastrous  if  we  do 
those  types  of  cuts  without  offsetting  recommendations  that  bring 
additional  financial  support  to  our  academic  centers. 

The  problem  is  compounded  by  managed  care.  Managed  care 
looks  for  the  least  costly  procedures  in  order  to  treat  its  patients. 
Academic  centers,  therefore,  are  finding  it  more  and  more  difficult 
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to  include  in  their  rates  cost  of  teaching  if  they  wish  to  be  competi- 
tive. 

Last  year,  we  were  able  to  reach  an  agreement  during  the  health 
care  debate,  and  I  really  want  to  compliment  both  Mr.  Stark,  Mr. 
Thomas,  and  Mrs.  Johnson  on  the  works  that  we  were  doing  last 
year  on  the  academic  centers.  We  reached  an  agreement  that  all 
should  help  pay  for  the  cost  of  teaching.  We  developed  an  all-payer 
finance  system  by  imposing  a  0.5-percent  premiums  tax  on  all 
health  care  plans,  including  managed  care  and  the  self-insured.  We 
may  very  well  wish  this  year  to  look  for  alternative  revenue 
sources  other  than  premium  taxes,  but  I  would  hope  that  we  would 
look  for  an  independent  funding  source  in  which  all  health  care 
plans  fairly  contribute  toward  the  cost  of  academic  health. 

We  also  dealt  with  the  work  force  issue  to  provide  for  the  appro- 
priate number  of  health  care  professionals  being  trained  in  all 
fields,  but  primarily  primary  health  care.  So  I  invite  the  Sub- 
committee to  join  me  in  this  effort  to  look  for  ways  of  adequately 
financing  our  academic  centers  to  maintain  excellence  in  training, 
to  have  a  proper  work  force,  particularly  having  adequate  numbers 
trained  in  primary  health  care,  to  look  for  the  viability  of  our  aca- 
demic centers,  and  to  allow  them  to  compete  fairly  in  the  current 
health  care  marketplace. 

Thank  you,  Madam  Chairman. 

[The  prepared  statement  follows:] 
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BENJAMIN  L.  CARDIN 

30  Dimucr,  MABYUkNO 


COMMITTEE  ON  WAYS  AND  MEANS 


Congregsf  of  fte  Winitth  States; 
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Masfjington,  2BC  20515-2003 


COMMISSIONER 
COMMISSION  ON  SECURITY 
AND  COOPERATION  IN  EUROPE 


ASSISTANT  DEMOCRATIC  WHIP 


Testimony  of  Congressman  Ben  Cardin 
Ways  and  Means  Health  Subcommittee 
July  20,  1995 


Thank  you  for  the  opportunity  to  testify  here  today.  I'd 
like  to  take  a  few  moments  today  to  discuss  an  issue  of  critical 
importance  as  we  debate  the  future  of  the  Medicare  program:  that 
issue  is  graduate  medical  education. 

As  we  know,  Medicare  pays  a  large  share  of  the  cost  of 
educating  graduate  medical  students  in  our  country.    This  year 
Medicare  will  spend  approximately  $5.5  billion  dollars  in  direct 
and  indirect  medical  education  expenditures.     These  expenditures 
have  ensured  the  U.S.  position  as  the  world  leader  in  medical 
education  and  allow  us  to  provide  the  highest  quality  health  care 
to  our  citizens.     These  expenditures  also  ensure  that  our 
academic  health  centers  are  able  to  remain  afloat  —  to  provide 
pioneering  health  care  and  in  many  cases  to  serve  inner  city 
populations  with  no  where  else  to  turn  for  their  health  care 
needs.     These  expenditures  are  vital  to  the  viability  of  our 
nation's  academic  health  centers  —  especially  at  a  time  where 
managed  care  continues  to  consume  more  and  more  of  the  market. 
Generally  speaking,  managed  care  companies  cut  costs  by  looking 
for  the  lowest  cost  hospitals  and  other  providers.     An  academic 
health  center  cannot  compete  if  it  is  forced  to  cover  part  of  its 
teaching  costs  through  the  rates  that  it  charges  for  its 
services.     Without  a  separate  funding  source    for  its  full 
academic  costs,  an  academic  health  center  runs  the  risk  of  being 
non-competitive  for  managed  care  contracts  through  no  fault  of 
its  own,  potentially  losing  another  major  source  of  revenue. 

There  is  much  debate  over  whether  Medicare  should  be  paying 
the  high  costs  it  is  paying  for  GME  today.     I  don't  dispute  those 
arguments.     The  Prospective  Payment  Assessment  Commission 
(ProPAC)  has  recommended  that  Medicare  is  significantly 
overpaying  in  the  area  of  IME.     However,  while  recommending  that 
Medicare  lower  those  payments,  ProPAC  recognizes  the  reliance  of 
academic  health  centers  on  these  funds.     If  an  immediate 
reduction  were  to  occur  without  offsetting  recommendations,  the 
affect  would  be  devastating  to  many  of  these  hospitals. 

Today,  we  are  here  to  discuss  potential  reforms  for 
Medicare.     We  are  confronted  with  a  $270  billion  cut  put  in  place 
by  the  Republican  Budget  Resolution.     GME  is  a  likely  target  for 
some  of  those  savings.     In  fact,   in  the  Shays  document  which 
details  a  range  of  possibilities  to  achieve  those  savings,  GME 
takes  a  huge  hit.     That  proposal  would  save  $27.2  from  direct  and 
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indirect  medical  education  costs  over  the  next  seven  years  and 
would  further  devastate  academic  health  centers  by  eliminating 
disproportionate  share  payments. 

My  contention  is  that  it  makes  no  sense  to  devastate  our 
graduate  medical  system  in  our  country  and  endanger  the  continued 
existence  of  our  academic  health  centers  in  the  nsune  of  "Medicare 
reform."    That  is  why  I  support  restructuring  the  way  we  pay  for 
graduate  medical  education  in  our  country.     Rather  than  having 
Medicare  bear  the  br\int  of  the  costs  for  graduate  medical 
education,  those  costs  should  be  spread  across  the  population. 
We  should  create  an  "all-payer"  system  for  financing  GME  so  that 
all  who  benefit  from  graduate  medical  education  are  helping  to 
pay  the  costs. 

Last  year  during  the  health  care  reform  debate,  we  were  able 
to  reach  agreement  on  this  issue.     Under  that  plan,  a  new  fund 
would  have  been  created  to  supplement  payments  made  by  Medicare. 
That  fvind  would  have  been  financed  through  a  premium  assessment 
on  insurers,  managed  care  plans,  and  self -insured  plans  who  would 
have  been  required  to  contribute  . 5%  of  premiums  toward  the  costs 
of  graduate  medical  education  in  our  country.    These  are  the  very 
institutions  which  benefit  from  our  country's  superb  medical 
education  system  —  they  are  hiring  the  health  care  providers  we 
educate.     But  today,  they  are  not  contributing  to  the  costs  of 
that  education.     In  return  for  spreading  the  cost  of  medical 
education  across  all  payers  and  creating  a  stable  funding  source, 
we  were  also  able  to  reach  agreement  on  workforce  issues: 
ensuring  that  we  are  training  the  appropriate  health  care 
providers  to  meet  our  health  care  needs.    That  meant  moving 
toward  a  system  that  trains  a  preponderance  of  primary  care 
rather  than  specialty  care  providers. 

We  should  not  squander  that  agreement  from  last  year. 
Moving  to  an  all-payer  system  for  graduate  medical  education  can 
simultaneously  save  money  in  Medicare  while  raising  additional 
funds  from  new  sources. 

I  am  preparing  legislation  that  would  create  an  all-payer 
system  for  GME  modeled  after  last  year's  agreement.     In  addition, 
I  welcome  the  opportunity  to  work  with  my  Ways  and  Means 
colleagues  on  both  sides  of  the  aisle  to  help  fashion  a  graduate 
medical  education  proposal  this  year.    Our  goal  should  be  to 
maintain  the  excellent  training  system  that  we  have  in  this 
country,  to  guarantee  its  adequate  funding,  to  ensure  the 
appropriate  training  of  primary  care  professionals,  and  at  the 
same  time  allow  academic  health  centers  to  compete  fairly  in 
today's  health  care  marketplace. 
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Mrs.  Johnson.  I  thank  you,  Mr.  Cardin,  and  look  forward  to 
working  with  you  on  probably  one  of  the  most  important  aspects 
of  assuring  the  quality  of  American  health  care  in  the  future. 

Mr.  McCrery. 

STATEMENT  OF  HON.  JIM  McCRERY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  LOUISIANA 

Mr.  McCrery.  Thank  you,  Madam  Chair,  and  I  congratulate  the 
gentleman  from  Maryland  on  his  remarks  and  look  forward  to 
working  with  him  on  that  issue. 

Madam  Chair,  in  1967,  the  combined  cost  for  Medicare  parts  A 
and  B  was  $4.7  billion.  By  1995  we  expect  the  cost  of  the  program 
to  be  about  $178  billion.  According  to  the  CBO,  the  program  is  pro- 
jected to  have  annual  growth  rates  above  10  percent  for  the  next 
5  years  if  nothing  is  done. 

In  1995  Medicare  will  cover  approximately  37.5  million  people. 
While  the  program  recipients  certainly  have  a  stake  in  this  pro- 
gram, so  does  everyone  else — taxpayers,  families  that  must  pay  for 
the  program  in  part  now  and  in  the  future. 

Medicare  is  governed  by  a  board  of  trustees.  Four  of  the  six 
trustees  are  members  of  the  Clinton  administration.  In  April  of  this 
year,  the  Medicare  trustees  issued  a  report. 

In  their  report,  the  trustees  stated  that, 

Under  present  law  there  is  no  authority  to  pay  hospital  insurance  (HI)  benefits 
if  the  assets  of  the  HI  Trust  Fund  are  depleted.  The  fact  that  exhaustion  would 
occur  under  a  broad  range  of  future  economic  conditions,  and  is  expected  to  occur 
in  the  relatively  near  future,  indicates  the  urgency  of  addressing  the  HI  Trust 
Fund's  financial  imbalance. 

And, 

.  .  .  the  present  financing  schedule  for  the  HI  Program  is  sufficient  to  ensure  the 
payment  of  benefits  only  over  the  next  7  years.  As  a  result,  the  HI  Trust  Fund  does 
not  meet  the  trustees'  short-range  test  of  financial  adequacy. 

And  on  page  14  of  this  summary,  the  two  trustees  who  are  not 
members  of  the  Clinton  administration,  the  so-called  public  trust- 
ees, summarized  their  findings  as  follows:  'We  strongly  recommend 
that  the  crisis  presented  by  the  financial  condition  of  the  Medicare 
Trust  Funds" — that  is  A  and  B — "be  urgently  addressed  on  a  com- 
prehensive basis,  including  a  review  of  the  program's  financing 
methods,  benefit  provisions,  and  delivery  mechanisms." 

Madam  Chair,  faced  with  this  crisis,  we  have  determined  that  we 
are  going  to  abide  by  six  principles  as  we  go  through  our  efforts 
to  do  what  the  trustees  have  asked  the  Congress  to  do. 

Number  one,  we  must  act  immediately  to  preserve  Medicare  for 
current  retirees  and  to  protect  the  system  for  the  next  generation 
of  beneficiaries. 

Number  two,  Medicare  spending  must  increase,  but  it  must  in- 
crease at  a  slower  rate  than  currently  projected  by  CBO. 

Number  three,  senior  citizens  deserve  the  same  choices  available 
to  other  Americans  in  the  health  care  marketplace. 

Number  four,  government  must  not  interfere  in  the  relationship 
between  patients  and  their  doctors. 

Number  five,  senior  citizens  should  be  rewarded  for  helping  root 
out  waste,  fraud,  and  abuse. 
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Number  six,  strengthening  Medicare  is  too  important  to  be  left 
to  "politics  as  usual." 

Republicans  are  looking  for  ways  to  preserve  what  is  right  about 
the  current  Medicare  system  but  fix  what  is  wrong.  We  are  solicit- 
ing broad  participation  from  constituents  and  a  variety  of  experts 
and  organizations  to  determine  how  to  achieve  changes  needed  to 
protect  Medicare  from  impending  bankruptcy.  While  we  are  still  in 
the  crafting  stage,  I  believe  that  when  we  present  our  product  in 
September  most  people,  including  seniors,  will  be  pleased  at  the  op- 
tions they  will  have. 

While  restoring  the  Medicare  Program  to  solvency,  Republicans 
have  committed  to  the  following: 

Medicare  spending  will  increase  from  about  $178  billion  this  year 
to  about  $274  billion  in  the  year  2002; 

This  represents  an  increase  in  spending  per  senior  citizen  of 
nearly  $2,000,  from  about  $4,800  per  beneficiary  this  year  to  more 
than  $6,700  per  beneficiary  by  2002; 

Medicare  spending  will  grow  at  an  annual  rate  of  about  6.4  per- 
cent. This  is  two  times  the  rate  of  inflation  and  exceeds  private 
health  care  spending. 

I  want  to  state  very  clearly  today  that  it  is  too  early  to  say  what 
the  specifics  of  the  Medicare  reform  plan  will  look  like.  However, 
in  structuring  changes  to  the  Medicare  system,  we  are  looking  at 
opening  up  Medicare  to  offer  seniors  the  same  rights  as  others  to 
choose  the  health  plan  that  is  best  for  them.  Medicare  does  not 
offer  today  the  degree  of  choice  that  seniors  deserve.  More  choice 
for  those  who  want  it  is  a  central  goal  of  our  efforts. 

We  are  looking  at  proposals  which  would  include  the  following 
four  basic  choices  for  seniors: 

Number  one,  staying  where  you  are  within  the  current  Medicare 
system; 

Number  two,  choosing  coordinated  care,  HMOs,  PPOs,  and  the 
like; 

Number  three,  continued  care;  that  would  be  continuing  the 
health  care  insurance  that  you  have  with  your  employer,  your 
union,  or  your  association; 

Number  four,  medical  savings  accounts  for  those  who  would  like 
to  have  incentives  to  use  their  own  cash  prudently  for  health  care. 

These  options  would  open  the  way  for  the  health  care  industry 
to  create  new  choices  for  beneficiaries  and  empower  the  bene- 
ficiaries themselves  to  select  health  care  that  is  tailored  to  their 
precise  needs. 

In  conclusion,  Madam  Chair,  the  trustees'  report  is  clear  that 
Medicare  is  going  broke.  Republicans  believe  that  it  would  be  irre- 
sponsible to  know  that  Medicare  is  going  bankrupt  and  then  do 
nothing  about  it.  We  are  determined  to  act  now  to  save  this  pro- 
gram. 
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Private  sector  growth  in  health  care  costs  is  significantly  less 
than  Medicare  Program  growth  in  costs.  This  is  because  employers 
and  providers  have  introduced  innovative  and  cost-effective 
changes  to  the  private  health  care  system.  In  our  efforts  to  pre- 
serve and  strengthen  the  Medicare  system,  we  want  to  make  Medi- 
care more  like  the  private  sector,  while  at  the  same  time  give  sen- 
iors the  right  to  choose  what  type  of  health  care  system  best  fits 
their  needs. 

Anytime  we  talk  about  major  changes  to  a  program  like  Medi- 
care, it  is  certainly  risky  politically.  But  we  recognize  from  the 
trustees'  report  that  this  has  got  to  be  done.  If  we  do  nothing,  the 
eventual  day  of  reckoning  will  be  even  more  catastrophic  for  sen- 
iors. 

I  thank  the  Subcommittee. 

[The  prepared  statement  follows:] 
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Testimony  of  the  Honorable  Jim  McCrery 
Before  the  S\ibcommittee  on  Health 
House  Ways  and  Means  Committee 
July  20,  1995 


Medicare  was  enacted  as  Title  XVIII  of  the  Social  Security 
Act  in  1965  and  was  intended  to  pay  for  medical  care  for  the  aged 
and  disabled.     Today's  Medicare  program  also"  covers  those  with 
end-stage  renal  disease  who  require  kidney  dialysis.  The 
Medicare  program  consists  of  two  parts --hospital  insurance  (Part 
A)  and  supplementary  medical  insurance  (Part  B) .     Part  A  was 
designed  to  be  self-supporting,  fincuiced  by  a  payroll  tax  shared 
equally  by  employers  and  employees.     Part  B  was  designed  to  be  a 
voluntary  program  to  help  seniors  pay  for  doctor  visits  and 
outpatient  hospital  services.     The  costs  were  to  be  equally 
divided  between  participating  seniors  and  the  federal  government. 
Today,  only  30%  of  the  cost  of  the  program  is  supported  by 
premium  payments.     The  remaining  70%  is  paid  from  general  teuc 
revenues . 

In  1967,  the  combined  cost  for  Medicare  Parts  A  and  B  was 
$4.7  billion.     By  1995,  program  costs  have  soared  to  $178 
billion.      According  to  the  Congressional  Budget  Office  (CBO) , 
the  program  is  projected  to  have  auinual  growth  rates  above  10% 
over  the  next  five  years. 

In  1995,  Medicare  will  cover  approximately  37.5  million 
persons.     While  the  program  recipients  certainly  have  a  stake  in 
this  program,  so  does  everyone  else- -including  taxpayers  and 
families  whose  children  must  finance  this  program  in  the  future. 


Medicare  Trust  Fund  Report: 

Medicare  is  governed  by  a  Board  of  Trustees.     Four  of  the 
six  Trustees  are  members  of  the  Clinton  Administration.     In  ^ril 
of  this  year,  the  Medicare  Trustees  reported  that  Medicare  is 
projected  to  be  insolvent  by  the  year  2002.     They  stated: 

"Under  present  law  there  is  no  authority  to  pay  hospital 
insurance   (HI)  benefits  if  the  assets  of  the  HI  trust  fund  are 
depleted.     The  fact  that  exhaustion  would  occur  under  a  broad 
range  of  future  economic  conditions,  and  is  expected  to  occur  in 
the  relatively  near  future,  indicates  the  urgency  of  addressing 
the  HI  trust  fund's  financial  imbalance." 

And,   *...the  present  financing  schedule  for  the  HI  program 
is  sufficient  to  ensure  the  payment  of  benefits  only  over  the 
next  7  years.     As  a  result,  the  HI  trust  fund  does  not  meet  the 
Trustees'  short-rcuige  test  of  financial  adequacy." 

In  plain  English,  this  means  that  unless  we  strengthen  the 
financial  integrity  of  the  Medicare  system  now,  within  seven 
years  there  will  be  no  money  in  the  trust  fund  to  pay  for  the 
hospital  and  medical  costs  of  Medicare  beneficiaries. 
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MEDICARE  (HI)  TRUST  FUND  EMPTY  IN  2002 
  (T rust  Fund  Reserves) 
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Statement  of  Principles: 

Faced  with  this  crisis,  House  Repxiblicans  have  determined 
six  basic  principles  that  will  guide  our  efforts  to  preserve  and 
protect  Medicare. 

1.  )  We  must  act  immediately  tg  prsserve  Medicare  for  current 

retirees  and  to  protect  the  system  for  the  next  generation  of 
beneficiaries .     The  President's  Trustees  have  reported  the 
Medicare  Part  A  Trust  Fund  will  be  bankrupt  in  7  years.  Medicare 
must  be  preserved,  and  prompt,  decisive  action  is  imperative. 

2.  )  Medicare  spending  must  increase,  but  it  must  increase  at 

a  slower  rate  than  currently  projected.     The  budget  agreement 
that  was  just  passed  calls  for  spending  to  increase  from  $4,800 
per  beneficiary  this  year  to  $6,700  per  beneficiary  in  7  years- - 
an  increase  of  nearly  40%. 

3.  )   Senior  citizens  deserve  the  same  choices  available  to 
other  Americans.     Medicare  beneficiaries  are  given  only  one 
option  when  they  enroll  in  the  program- -a  bureaucratic,  outdated, 
one-size-fits-all  program  that  has  not  really  changed  since 
Congress  passed  it  30  years  ago.     Our  seniors  should  have  the 
same  opportunities  as  other  Americans  in  selecting  health  care 
options  that  best  meet  their  needs. 

4.  )   Government  must  not  interfere  in  the  relationship 
between  patients  and  their  doctors.     Burdensome  Medicare 
regulations  on  patients  and  providers  must  be  eased.  Medicare 
beneficiaries  must  be  able  to  continue  their  existing  coverage- - 
including  their  choice  of  doctors  and  hospitals. 

5.  )   Senior  citizens  should  be  rewarded  for  helping  root  out 
waste,  fraud  and  abuse.     We  must  fight  waste,  fraud  and  abuse  in 
Washington's  management  of  Medicare  and  we  must  reward  seniors 
when  they  expose  these  shoddy  practices. 

6.  )  Strengthening  Medicare  is  too  important  to  be  left  to 
"politics-as-usual . "  Republicans  stand  ready  to  work  with  the 
President  and  House  Democrats  to  strengthen  the  Medicare  system. 
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Better  choices  for  beneficiaries: 

Republicans  are  looking  for  ways  to  preserve  what  is  right 
about  the  current  Medicare  system  but  fix  what  is  wrong.    We  are 
soliciting  broad  participation  from  constituents  and  a  variety  of 
experts  and  organizations  to  determine  how  to  achieve  changes 
needed  to  protect  Medicare  from  impending  bankruptcy.     While  we 
are  still  in  the  crafting  stage,  I  believe  that  when  we  present 
our  product  in  September,  most  people- -including  seniors --will  be 
a  bit  surprised  and. pleased  at  the  options  tfifey  will  have. 

While  restoring  the  Medicare  program  to  solvency. 
Republicans  have  committed  to  the  following: 

•  Medicare  spending  will  increase  from  $178  billion  this  year 
to  $274  billion  by  2002; 

•  As  mentioned  above,  this  represents  an  increase  in  spending 
per  senior  citizen  of  nearly  $2, 000- -from  $4,800  per 
beneficiary  this  year  to  more  than  $6,700  per  beneficiary  by 
2002;  and 

•  Medicare  spending  will  grow  at  an  annual  rate  of  6.4%--this 
is  two  times  the  rate  of  inflation  and  exceeds  private 
health  care  spending. 

I  want  to  state  very  clearly  that  it  is  too  early  to  say 
what  the  specifics  of  the  Medicare  reform  plan  will  look  like; 
however,   in  structuring  changes  to  the  Medicare  system,  we  are 
looking  at  opening  up  Medicare  to  offer  seniors  the  same  rights 
as  others  to  choose  the  health  plan  that  is  best  for  them. 
Medicare  does  not  offer  the  degree  of  choice  seniors  deserve; 
more  choice  for  those  who  want  it  is  a  central  goal  of  our 
efforts . 

We  are  looking  at  proposals  which  would  include  the 
following  four  basic  choices  for  seniors : 

1.  Staying  where  you  are  within  the  traditional  Medicare 
system;  or, 

Choosing  from  three  umbrella  options,  which  include  opting  for: 

2.  Coordinated  care  (like  a  Health  Maintenance  Organization 
or  a  Preferred  Provider  Organization) ; 

3.  Continued  care  (from  a  former  employer  or  a  union  plan); 

or 

4.  Medical  Savings  Accounts- -with  incentives  to  use  cash 
acco\ints  prudently. 

These  options  would  open  the  way  for  the  health  care 
industry  to  create  new  choices  for  beneficiaries  and  empower  the 
beneficiaries  themselves  to  select  health  care  that  is  tailored 
to  their  precise  needs. 
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Conclusion : 

The  Trustees  report  is  clear  that  Medicare  is  going  broke. 
Republicans  believe  that  it  would  be  irresponsible  to  know  that 
Medicare  is  going  bankrupt  and  do  nothing  about  it;    we  are 
determined  to  act  now  to  save  this  program. 

Private  sector  growth  in  health  care  costs  is  significantly 
less  than  Medicare  program  growth  in  costs.     This  is  because 
employers  have  introduced  innovative  and  cost-effective  changes 
to  the  private  health  care  sector.     In  our  efforts  to  preserve 
and  strengthen  the  Medicare  system,  we  want  to  make  Medicare  more 
like  the  private  sector,  while  at  the  same  time  give  seniors  the 
right  to  choose  what  type  of  health  care  system  best  fits  their 
needs . 

Anytime  we  talk  about  major  changes  to  a  program  like 
Medicare  it  is  risky  politically.     But  we  recognize,  from  the 
Trustees  report,  that  this  has  to  be  done.     If  we  do  nothing,  the 
eventual  day  of  reckoning  will  be  even  more  catastrophic  for 
seniors . 
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Mrs.  Johnson.  Thank  you,  Mr.  McCrery,  for  your  excellent  pres- 
entation of  the  necessity  for  change,  the  principles  that  should 
guide  change,  and  the  opportunities  that  this  period  of  change  of- 
fers us. 

Mr.  McDermott. 

STATEMENT  OF  HON.  JIM  McDERMOTT,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  WASHINGTON 

Mr.  McDermott.  Thamk  you.  Madam  Chair.  I  appreciate  the  op- 
portunity to  testify  here  today.  I  know  that  Waco,  Whitewater,  and 
the  Packwood  hearings  have  drawn  away  a  lot  of  the  attention,  but 
this  is  probably  one  of  the  major  issues  of  this  Congress. 

Mr.  McCrery  rightly  has  pointed  out  the  trustees'  report.  It  is 
clear  that  those  same  reports  have  been  filed  every  year  since 
1965.  You  could  probably  lift  the  language.  This  problem  has  been 
adjusted  in  every  Congress,  so  the  question  is:  How  do  we  do  it? 

The  ability  to  testify  today  is  all  the  more  important  since  this 
hearing  over  the  next  2  days  may  be  the  only  opportunity  the 
American  people  have  to  hear  about  the  Majority's  proposed  cuts 
in  the  Medicare  Program. 

The  irony  is  that  there  is  no  plan  for  them  to  see  or  debate  in 
these  hearings.  The  American  people  will  probably  not  get  a  chance 
to  even  see  the  plan  until  just  a  few  days  before  it  gets  jammed 
through  the  floor  of  the  House  of  Representatives.  They  probably 
will  not  know  that  they  have  lost  their  most  basic  health  care  pro- 
tection until  after  it  has  passed  out  of  the  House. 

The  real  question  is:  Under  the  Republican  plan,  how  much  more 
are  beneficiaries  going  to  have  to  pay  out  of  their  own  pockets  to 
maintain  the  same  level  of  access  and  quality  of  care  they  now  get 
through  Medicare? 

The  premise  of  much  of  the  thinking  here  is  that  seniors  do  not 
pay  enough  to  pay  attention,  and  the  fact  is  that  they  pay,  on  aver- 
age, 18  percent  of  their  income  out  of  pocket  for  medical  expenses. 
I  do  not  know  what  level  the  Republicans  think  they  ought  to  pay 
out  of  their  pocket,  but  I  think  that  is  enough  to  keep  the  attention 
of  seniors. 

Now,  you  know  Republicans  love  to  talk  about  how  Medicare  will 
increase  every  year  under  their  proposal.  What  the  Republicans  are 
not  telling  the  American  people  is  that  under  their  plan.  Medicare 
spending  will  not  increase  nearly  as  much  as  private  health  insur- 
ance costs.  What  that  means  is  that  the  difference  between  what 
Medicare  pays  for  and  what  health  care  will  cost  is  going  to  be  paid 
for  by  the  beneficiary. 

I  brought  a  chart  which  shows  the  figures  from  the  CBO  and  the 
Senate  Budget  Committee.  The  blue  is  what  Medicare  will  pay; 
green  is  the  same  equivalent  cost  in  the  private  sector.  You  can  see 
in  1995  they  are  the  same,  so  people  will  not  feel  anything  the  first 
year.  But  by  the  year  2002,  there  will  be  a  marked  difference  be- 
tween the  blue — ^that  is,  what  a  voucher  from  the  Congress  will  be 
worth  to  a  senior — and  the  green,  which  is  what  it  will  cost  in  the 
private  sector. 

The  difference  between  the  blue  and  the  green  line  will  come  out 
of  the  pockets  either  of  the  seniors  or  of  their  families. 
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It  is  clear  that  the  Majority  is  not  going  to  tell  the  American  peo- 
ple what  they  have  in  mind,  so  I  am  going  to  make  a  few  pre- 
dictions. Before  this  debate  is  over,  I  predict  that  we  will  see  the 
American  Medical  Association,  the  American  Hospital  Association, 
and  the  health  insurance  industry  stand  up  with  the  Republicans 
and  announce  that  they  can  support  the  proposal  as  drafted. 

That  means  just  one  thing:  That  the  lion's  share  of  the  cuts  are 
going  to  be  on  the  backs  of  beneficiaries  and  their  families  and  that 
the  hospitals  and  physicians  have  gotten  off  relatively  lightly.  Of 
course,  the  health  insurance  industry  will  only  support  it  if  they 
get  huge  profits  out  of  the  proposal,  which  will  come,  again,  at  the 
expense  of  the  beneficiaries. 

There  are  some  basic  facts  about  this  that  cannot  be  overlooked. 
The  cuts  will  all  come  out  of  beneficiaries  and  their  families  be- 
cause putting  seniors  in  managed  care — that  is,  HMOs — alone  will 
not  save  Medicare  money. 

You  cannot  point  to  a  single  study — including  our  own  CBO — 
which  shows  that  putting  seniors  in  HMOs  will  achieve  anywhere 
near  the  savings  that  have  been  targeted  by  the  Majority.  In  fact, 
all  the  studies  by  anyone  outside  the  insurance  industry  indicate 
that  any  savings  to  be  achieved  in  Medicare  HMOs,  to  the  extent 
they  exist  at  all,  are  trivial. 

I  predict  that  the  only  way  you  are  going  to  get  savings  in  to  give 
seniors  a  voucher — which  you  will  claim  will  be  voluntary — ^that 
will  be  ratcheted  down  over  time.  The  Medicare  family  will  have 
to  pay  the  difference.  The  children  of  the  Medicare  beneficiary  will 
pick  up  the  difference  between  the  cost  of  insurance  and  the  value 
of  the  voucher.  That  difference  will  get  bigger  and  bigger  each  year. 

If  you  look  on  the  next  chart,  you  can  see  the  difference  in  dol- 
lars between  what  the  voucher  actually  is  worth  in  blue,  and  the 
actual  cost  of  insurance;  and  in  red  you  can  see  the  difference.  By 
the  year  2002,  a  family  will  have  to  pay  $1,138  out  of  their  pocket 
to  buy  the  same  insurance,  and  these  are  not  figures  I  cooked  up. 
They  are  out  of  the  Senate  Budget  Committee's  recommendations. 

In  the  end,  Americans  will  go  from  a  system  of  guaranteed  cov- 
erage for  seniors  to  coverage  for  only  those  who  can  afford  it. 

I  would  remind  you  that  80  percent  of  senior  citizens  have  in- 
comes under  $25,000  a  year.  The  income  of  the  average  Medicare 
beneficiary  is  $17,000,  and  11  million  of  those  people  are  single 
women — ^mostly  widows — who  have  incomes  under  $8,000  a  year. 

Now,  the  question  I  started  this  hearing  with  was:  How  much 
are  seniors  and  their  families  going  to  have  to  pay  under  this  pro- 
posal? The  question  I  would  end  my  testimony  with  is  this:  What 
will  happen  to  the  health  care  of  seniors  who  are  not  able  to  pay 
the  astronomical  costs  of  health  care  on  their  own?  Madam  Chair- 
man, the  people  who  cannot  afford  to  pay  their  health  care  costs 
on  their  own  without  adequate  insurance. 

Many  seniors  will  not  be  able  to  come  up  with  that  additional 
money  for  insurance  out  of  their  own  pocket.  They  are  going  to 
have  to  ask  their  kids  for  it.  If  their  kids  do  not  have  it,  the  seniors 
will  have  an  inadequate  policy,  and  we  are  going  to  return  to  pre- 
1965. 

[The  prepared  statement  follows:] 
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News  from  Congressman 

Jim  IVIcDermott 

7TH  DISTRICT  •  WASHINGTON 


1707  LONCWORTH  BUILDING  •  WASHINGTON,  D.C.  20515  •  202/225-3106 


STATEMENT  BY 
U.S.  REP.  JIM  MCDERMOTT  (D-WA) 
BEFORE  THE 
WAYS  AND  MEANS  HEALTH  SUBCOMMITTEE 
JULY  20,  1995 


Thank  you,  Mr.  Chairman.     I  appreciate  the  opportunity  to 
testify  here  today.    The  eQ>ility  to  testify  today  is  all  the  more 
in^rtant  since  this  hearing  over  the  next  three  days  may  be  the 
only  opportunity  the  American  people  have  to  hear  sUoout  the 
Majority's  proposed  cuts  in  the  Medicare  program. 

The  irony  is  that  there  is  no  plan  for  them  to  see  or  debate 
in  these  haarings.    The  American  people  probably  won't  get  a 
chance  to  even  see  the  plan  until  just  a  few  days  before  it  gets 
jammed  through  the  floor  of  the  House.    They  probed>ly  won't' 
really  )cnow  that  they  have  lost  their  most  basic  protection  to 
health  care  until  after  it  has  passed  out  of  this  House. 

The  real  qpiestion  is:  under  the  Republican  plan,  how  much 
more  are  beneficiaries  going  to  have  to  pay  out  of  their  own 
pockets  to  maintain  the  same  level  of  access  and  quality  of  care 
they  now  get  through  Medicare? 

You  know,  Republicans  love  to  talk  aibout  how  Medicare  will 
increase  every  year  under  their  propopal.    What  the  Republican 
Majority  is  not  telling  the  American  people  is  that  under  the 
Republican  budget,  Medicare  will  not  increase  nearly  as  much  as 
private  health  care  costs  and  health  insurance  costs  will  rise. 
What  that  meauis  is  that  the  difference  between  what  Medicare  pays 
for  and  what  health  care  will  cost  is  going  to  be  paid  for  by  the 
beneficiary. 

It  is  clear  the  Majority  is  not  going  to  tell  the  American 
people  what  they  have  in  mind  so  I  eun  going  to  make  a  few 
predictions.    Before  this  debate  is  over,  I  predict  that  we  will 
see  the  American  Medical  Association  and  the  American  Hospital 
Association  and  the  health  insurance  industry  stand  up  with  the 
Republicans  and  announce  that  they  can  support  the  proposal  as 
drafted. 

This  will  mean  just  one  thing  --  that  the  lion's  share  of 
the  cuts  are  going  to  be  on  the  backs  of  beneficiaries  and  their 
families  and  that  the  hospitals  and  physicisms  have  gotten  off 
relatively  lightly.    Of  course,  the  health  insurance  industry 
will  only  support  it  if  they  get  huge  profits  out  of  the 
proposal,  which  again  will  all  come  at  the  expense  of 
beneficiaries. 
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There  are  some  basic  facts  here  that  cannot  be  overlooked. 
The  cuts  will  all  come  out  of  beneficiaries  and  their  families 
because  putting  seniors  in  managed  care  (HMOs)  alone  WILL  NOT 
SAVE  MEDICARE  MONEY. 

You  cannot  point  to  a  single  study  --  including  your  own  CBO 
--  which  shows  that  putting  seniors  in  HMOs  will  achieve  anywhere 
NEAR  the  savings  you  have  targeted.  In  fact,  all  the  studies  by 
anyone  outside  the  insurance  industry  indicate  that  any  savings 
to  be  achieved  in  Medicare  HMOs  --to  the  extent  they  exist  at 
all  --    are  trivial. 

I  predict  that  the  only  way  you  are  going  to  get  savings  is  . 
to  give  seniors  a  voucher  -  -  which  you  will  claim  to  be  voluntary 
--  the  value  of  which  will  be  ratcheted  down  over  time.  The 
Medicare  family  will  have  to  pay  the  difference  between  the  cost 
of  insurance  and  the  value  of  the  voucher.    THAT  DIFFERENCE  WILL 
GET  BIGGER  AND  BIGGER  EACH  YEAR.     In  the  end,  Americans  will  go 
from  a  system  of  guaranteed  coverage  for  seniors  under  Medicare 
to  coverage  only  for  those  who  can  afford  it. 

I  would  remind  you  that  80%  of  senior  citizens  have  incomes 
under  $25,000  per  year.    The  income  of  the  average  Medicare 
beneficiary  is  $17,000,  and  11  million  Medicare  beneficiaries  are 
single  women  --  mostly  widows  --  who  have  incomes  under  $8,000 
per  year. 

The  question  I  started  this  hearing  with  was,  "How  much  are 
seniors  and  their  families  going  to  have  to  pay  under  your 
proposal?"    The  question  I  end  my  testimony  with  is  "What  will 
happen  to  the  health  care  of  seniors  who  will  not  be  able  to  pay 
the  astronomical  costs  of  health  care  on  their  own?"    And  Mr. 
Chairman,  the  people  who  cannot  afford  to  pay  their  health  care 
costs  on  their  own  without  adequate  insurance  is  just  about  all 
of  us. 
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Mrs.  Johnson.  Thank  you.  Mr,  McDermott.  Cenainly  the  chal- 
lenge we  face  is  to  pre5en.'e  and  protect  Medicare,  and  there  will 
be  a  lot  of  analysis  of  all  the  ideas  that  come  forth.  We  have  had 
14  pubUc  hearings  on  the  issue  of  saving  Medicare,  What  we  will 
be  interested  m  during  the  weeks  ahead,  this  Subcommittee,  the 
Full  Committee,  and  all  Members  of  Congress,  is:  Wliat  are  the 
ideas  that  ^^ill  work  for  seniors  and  for  the  citizens  of  this  countr>'? 
We  certainly  welcome  your  contribution  to  the  solutions,  as  well  as 
your  contribution  to  the  dialog  evaluating  some  of  the  ideas  that 
are  afloat  at  this  time. 

I  understand  that  Mr.  Gunderson  wishes  to  precede  or  Mr.  Sten- 
holm  wishes  for  Mr.  Gunderson  to  precede  him. 

Mr.  Gunderson. 

STATEMENT  OF  HON.  STEVE  GUNDERSON,  A  REPRESENTA- 
TTVE  EN  CONGRESS  FKOM  THE  STATE  OF  WISCONSIN 

Mr.  Gl'NDERSON.  Madam  Chair.  I  have  spent  all  my  life  doing 
what  Pat  Roberts  and  Charlie  Stenholm  told  me  to  do,  and  I  guess 
I  am  continuing  that  this  morning. 

As  the  current  and  former  co-chairs  of  the  House  Rural  Health 
Care  Coalition,  the  four  of  us  are  here  to  share  with  you  the  unique 
needs  of  rural  America,  the  unique  role  Medicare  plays  in  these 
communities,  and  some  recommendations  about  how  best  to  reform 
Medicare  in  ways  which  will  not  disproportionately  impact  the  25 
percent  of  our  population  living  in  rural  areas.  I  am  reminded  as 
I  sit  here  that  once  a  week.  Mr.  Stark  and  Mrs.  Johnson  come  up 
to  me  and  remind  me  of  all  the  dair>-  farmers  they  have  in  their 
districts.  I  want  to  start  once  a  week  coming  up  and  reminding  her 
that  dair>'  farmers  are  rural  constituents  who  need  to  be  taken  care 
of  in  this  whole  Medicare  reform.  So  we  are  going  to  get  even  on 
this  one. 

To  many,  rural  America  brings  to  mind  hearty  farmers  with  well- 
manicured  fields  and  Norman  Rockwell  lifestyles  and  families.  Al- 
though this  can  be  the  case,  it  is  not  necessarily  the  rule  in  the 
mral  United  States. 

Almost  IS  percent  of  rural  high  school  students  are  substance 
abusers,  compared  to  10  percent  in  urban  areas. 

More  than  26  percent  of  rural  households  are  among  the  poorest 
fifth  of  the  U.S.  households.  By  contrast,  only  15  percent  of  urban 
households. 

More  than  20  percent  of  rural  elderly  have  incomes  below  pov- 
erty compared  to  12.4  percent  in  the  urban  areas. 

Given  these  kinds  of  demographics,  rural  areas  face  great  chal- 
lenges in  the  accessibility  and  quality  of  health  care  5er\'ices,  The 
great  distances,  the  lack  of  health  care  professionals  and  health 
care  facilities,  and  the  nature  of  the  work  force  all  contribute  to  the 
health  conditions  in  rural  areas. 

Rural  residents  are  more  than  ivdce  as  Ukely  to  have  to  travel 
more  than  30  minutes  to  reach  their  usual  source  of  care. 

There  are  5,424  primar>'  care  practitioners  needed  just  to  meet 
the  demiand  in  the  undersen'ed  rural  areas. 

CK'er  17  percent  of  rural  residents  have  no  health  insurance, 
many  because  they  are  seif-employed  fa,rmers  who  simply  cannot 
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afford  the  high-cost  premiums  and  deductibles  associated  with 
what  the  insurers  classify  as  high-risk  professions. 

Now,  when  we  look  at  managed  care  in  rural  America,  I  think 
we  need  to  understand  that  the  movement  of  our  health  care  sys- 
tem toward  HMOs  and  other  forms  of  managed  care  have  gone  a 
long  way  in  keeping  down  costs  and  expanding  access  to  the  gen- 
eral population.  In  some  areas,  managed  care  is  actually  stimulat- 
ing the  development  of  even  rural  integrated  health  care  networks. 

However,  if  you  have  no  hospital,  if  you  have  no  providers,  man- 
aged care  does  not  do  you  much  good.  The  lack  of  a  health  care  in- 
frastructure in  rural  areas  makes  the  viability  of  managed  care 
questionable  for  many  rural  networks. 

Managed  care  for  Medicare  must  also  provide  criteria  and  stand- 
ards for  determining  the  appropriate  financial  risks  that  can  be  as- 
sumed by  smaller  providers  and  networks.  Without  these  stand- 
ards, smaller  providers  face  excessive  risks. 

In  order  for  managed  care  to  be  effective  in  rural  areas,  systems 
must: 

First  and  foremost,  change  the  definition  of  literally  what  a  hos- 
pital is  in  rural  areas,  according  to  the  Social  Security  definition; 

Second,  provide  adequate  levels  of  reimbursement  and  the  flexi- 
bility in  delivering  those  services; 

Third,  ensure  access  for  all  populations,  particularly  as  it  relates 
to  high-risk  professions  such  as  farming.  If  they  are  not  included 
in  a  managed  care  plan,  managed  care  is  not  going  to  give  them 
any  protection  and  coverage; 

Fourth,  make  providers  subject  to  certification  to  ensure  that 
they  have  the  systems  necessary  to  provide  the  levels  and  quality 
of  care  needed  in  rural  areas; 

Fifth,  require  that  all  accredited,  certified  providers  are  included 
in  such  a  plan.  A  big  problem  we  are  facing  in  rural  America  is 
that  a  few  urban  plans  reach  out  and  cover  one  or  two  facilities, 
and  all  of  a  sudden,  unless  you  are  a  part  of  that  HMO  in  that 
urban  area,  you  do  not  have  any  coverage. 

I  have  a  small  rural  hospital  in  my  hometown.  We  are  des- 
perately trying  to  keep  it  alive.  I  cannot  tell  you  the  number  of  peo- 
ple in  Osseo,  Wisconsin,  who  cannot  use  the  local  clinic  and  hos- 
pital because  they  are  covered  by  an  HMO  that  will  not  include 
that  in  their  overall  coverage  and  reimbursement  processes. 

Now,  when  we  look  at  the  role  of  Medicare  in  rural  health,  issues 
specific  to  rural  health  cannot  be  considered  without  discussing 
Medicare.  The  reality  is  there  are  few  facts  that  illustrate  the  im- 
portance and  problems  that  Medicare  must  be  considered  more 
than  these: 

First,  rural  providers  can  receive  as  much  as  80  percent  of  their 
revenue  from  Medicare,  while  the  average  is  between  50  and  70 
percent.  Most  are  certainly  about  70; 

Second,  right  now,  with  the  current  reimbursement  rate,  hos- 
pitals in  my  home  State  of  Wisconsin  receive  only  88  percent  of 
their  costs.  Nationwide,  rural  hospitals  with  fewer  than  100  beds — 
which  make  up  36  percent  of  all  hospitals — receive  only  6  percent 
of  Medicare  prospective  pajnnent  system  type  of  payments. 

Medicare  casts  a  long  shadow  over  rural  health  care  while  rural 
health  is  largely  ignored  by  Medicare. 
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As  leaders  of  the  Rural  Health  Care  Coalition,  we  accept  that  we 
will  all  play  a  role  in  making  Medicare  solvent.  While  we  recognize 
that  some  levels  of  cuts  are  inevitable,  it  is  critical  that  the  Ways 
and  Means  Committee  address  specific  areas  of  Medicare  reim- 
bursement that  could  make  or  break  rural  health  care  for  both  the 
elderly  and  the  general  populations. 

My  colleagues  on  this  panel  and  the  Rural  Health  Care  Coalition 
will  elaborate  on  the  reforms  which  will  make  the  difference  in 
rural  areas.  These  reforms  will  include:  Creating  single  Medicare 
payment  areas,  restructuring  of  the  Medicare  wage  index,  and  ad- 
justing data  to  more  accurately  reflect  the  occupational  mix  of  rural 
hospitals. 

Obviously,  as  you  go  through  this.  Madam  Chair  and  members 
of  this  panel,  I  hope  you  will  come  to  recognize  that  for  rural  Amer- 
ica there  is  clearly  need  for  concern  as  you  begin  to  make  your  de- 
terminations on  Medicare.  For  us,  what  you  do  in  Medicare  will  de- 
termine literally  whether  we  have  access  to  health  care  at  all. 

Thank  you  very  much. 

[The  prepared  statement  follows:]  '  '  -^ 
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Testimony  for  the  Ways  and  Means 
Subcommittee  on  Health 

Congressman 
Steve  Gunderson 
Member,  U.S.  House  of  Representatives 

Regarding  the  Impact  of  Medicare 
Reforms  on  Rural  Health 
July  20,  1995 

Mr.  Chairman,  thank  you  for  this  opportunity  to  speak 
before  the  Ways  and  Means  Subcommittee  on  Health.  I  am  not 
going  to  take  this  time  to  restate  the  numbers  on  Medicare 
and  the  importance  of  the  decisions  we  will  make  in  the 
coming  months.  We  all  know  we  have  an  obligation  to 
preserve,  protect  and  attempt  to  improve  the  care  of  the  31 
million  seniors  currently  enrolled  in  Medicare. 

As  the  current  and  former  co-chairmen  of  the  House 
Rural  Health  Care  Coalition,  we  are  here  to  share  with  you 
the  unique  needs  of  rural  America,  the  unique  role  Medicare 
plays  in  these  communities,  and  some  recommendations  about 
how  best  to  reform  Medicare  in  ways  which  will  not 
disproportionately  impact  the  25  percent  of  our  population 
living  in  rural  areas.  It  is  not  enough  to  trim  the 
increase  in  Medicare  expenditures,  we  must  also  make  the 
policy  and  program  changes  that  will  not  only  insure  its 
solvency,  but  will  also  provide  the  best  care  possible  for 
all  populations. 

Conditions  in  Rural  America 

To  many,  rural  America  brings  to  mind  hearty  farmers 
with  well -manicured  fields  and  Norman  Rockwell  lifestyles 
and  families.  Although  this  can  be  the  case,  it  is  not 
necessarily  the  rule  in  the  rural  United  States. 

*  Almost  18  percent  of  rural  high  school  students  are 
substance  abusers,  compared  to  10  percent  of  urban 
areas ; 

*  More  than  26  percent  of  rural  households  are  among  the 
poorest  fifth  of  U.S.  households.  By  contrast,  only 
about  18  percent  of  urban  households  have  incomes  this 
low;  and 

*  More  than  20  percent  of  rural  elderly  have  incomes 
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below  poverty,  whereas  only  about  12.4  percent  of 
elderly  in  urban  areas  have  incomes  below  poverty. 

The  poverty  rate,  the  unemployment  rate,  and  the  percentage 
of  the  population  that  is  elderly  are  all  comparable  or 
greater  for  rural  areas  than  for  any  other  geographic 
group . 

Given  these  demographics,  rural  areas  face  great 
challenges  in  the  accessibility  and  quality  of  health  care 
services.  The  great  distances,  lack  of  health  care 
professionals,  and  the  nature  of  the  workforce  in  also 
contribute  to  the  health  conditions  in  rural  areas. 

*  Rural  residents  are  more  than  twice  as  likely  to  have 
to  travel  more  than  3  0  minutes  to  reach  their  usual 
source  of  care; 

*  There  are  5,424  primary  care  practioners  needed  just 
to  meet  the  demand  in  rural  underserved  areas; 

*  Over  17  percent  of  rural  residents  have  no  health 
insurance,  many  because  they  are  self-employed  farmers 
who  face  high  premiums  and  deductibles. 

Managed  Care  in  Rural  America 

The  movement  of  our  health  care  system  toward  HMOs  and 
other  forms  of  managed  care  have  gone  a  long  way  in  keeping 
down  costs  and  expanding  access.  In  some  areas,  managed 
care  is  actually  stimulating  the  development  of  rural 
integrated  care  networks. 

However,  if  you  have  no  hospitals  and  no  providers, 
managed  care  doesn't  do  you  much  good.  The  lack  of 
infrastructure  in  rural  areas  make  the  viability  of  managed 
care  questionable  for  many  rural  networks. 

Managed  care  for  Medicare  must  also  provide  criteria 
and  standards  for  determining  the  appropriate  financial 
risk  that  can  be  assumed  by  smaller  providers  and  networks. 
Without  these  standards,  small  providers  face  excessive 
risk. 

In  order  for  managed  care  to  be  effective  in  rural 
areas,   systems  must: 

*  provide  adequate  levels  of  reimbursement; 

*  ensure  access  for  all  populations,  particularly  as  it 
relates  to  high  risk  professions  such  as  farming;  and 

*  make  providers  subject  to  strict  certification,  to 
ensure  that  they  have  the  systems  necessary  to  provide 
the  levels  and  quality  of  care  needed  in  rural  areas. 
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Managed  care  has  potential  in  rural  America,  but  it  is 
clearly  not  a  panacea. 

The  Role  of  Medicare  in  Rural  Health 

Issues  specific  to  rural  health  cannot  be  considered 
without  discussing  Medicare,  because  Medicare  is  integral 
to  the  quality  and  accessibility  of  health  care  in  non- 
metropolitan  areas. 

There  are  a  few  facts  that  illustrate  the  importance 
and  problems  in  Medicare  that  must  be  considered.  First, 
rural  providers  can  receive  as  much  as  80  percent  of  their 
revenues  from  Medicare,  with  the  average  being  between  50 
and  70  percent.  Second,  right  now,  with  the  current 
reimbursement  rates,  hospitals  in  my  home  state  of 
Wisconsin  only  receive  about  88  percent  of  costs. 
Nationwide,  rural  hospitals  with  fewer  than  100  beds  -- 
which  make  up  36  percent  of  all  hospitals  --  receive  only 
6  percent  of  Medicare  Prospective  Payment  System  payments. 

These  facts  make  clear  that  while  an  overwhelming 
share  of  the  patients  seen  by  rural  providers  are  Medicare 
enrollees,  rural  health  receives  a  very  minor  portion  of 
Medicare  program  expenditures.  Medicare  casts  a  long 
shadow  over  rural  health  while  rural  health  Is  largely 
ignored  by  Medicare.  Changes  must  be  made  which  address 
this  disparity,  especially  in  light  of  projected  cuts. 

Chancres  to  Medicare  Policy 

As  the  leaders  of  the  Rural  Health  Care  Coalition,  we 
accept  that  we  will  all  play  a  role  in  making  Medicare 
solvent.  While  we  recognize  that  some  levels  of  cuts  are 
inevitable,  it  is  critical  that  the  Ways  and  Means 
committee  address  specific  areas  of  Medicare  reimbursement 
that  could  make  or  break  rural  health  care,  for  both  the 
elderly  and  the  general  population. 

My  colleagues  on  the  panel,  and  the  rural  health  panel 
you  will  see  later  today,  will  elaborate  on  the  reforms 
which  will  make  the  difference  in  rural  areas.  These 
reforms  include: 

*  Creating  Single  Medicare  Payment  Areas 

*  Restructuring  of  Medicare  Wage  Index 

*  Adjusting     data     to     more     accurately     reflect  the 
occupational  mix  of  rural  hositals 

Both  panel  will  also  touch  on  current  policies  which 
are  essential  to  rural  health,  including  Sole  Community 
Hospitals  and  bonus  payments  to  rural  providers. 
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close 

For  rural  America,  there  is  clearly  need  for  concern 
as  you  begin  to  make  your  determinations  on  Medicare. 
However,  there  is  no  need  for  panic.  Through  a 
conscientious  dialogue,  I  am  confident  the  Ways  and  Means 
committee  can  make  the  difficult  decisions  which  will 
ensure  rural  health  care  is  not  impacted 
disproportionately.  I  appreciate  the  opportunity  to 
represent  our  concerns  and  I  hope  the  Rural  Health  Care 
Coalition  can  continue  to  act  as  a  resource  as  you  perform 
the  difficult  task  of  reforming  Medicare. 
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Mrs.  Johnson.  Thank  you  very  much,  Mr.  Gunderson.  We  cer- 
tainly will  depend  on  the  guidance  and  input  of  this  group  of  rural 
health  care  experts  as  we  move  forward. 

Mr.  Stenholm. 

Mr.  Stenholm.  Mr.  Poshard  will  be  next,  Madam  Chair.  I  yield 
to  Mr.  Poshard  to  be  next,  and  then  Mr.  Roberts,  and  then  I  will 
be  the  last. 

Mrs.  Johnson.  Mr.  Poshard. 

STATEMENT  OF  HON.  GLENN  POSHARD,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Mr.  Poshard.  Thank  you.  Madam  Chairman,  for  giving  us  the 
opportunity  to  appear  today  before  your  Subcommittee. 

Let  me  first  of  all  say  that  our  Rural  Health  Care  Coalition  is 
a  broad  bipartisan  group,  and  we  have  differing  views,  of  course, 
among  the  membership  as  to  what  we  should  or  should  not  do  with 
respect  to  Medicare.  We  are  talking  here  today  about  Medicare 
cuts.  I  personally  feel  that  we  do  have  to  go  through  downsizing 
the  program  somewhat.  I  supported  Mr.  Stenholm's  budget  when 
it  came  through  the  House  because  I  thought  it  was  a  reasonable 
level  of  dealing  with  these  things.  But  within  our  coalition,  we  all 
have  different  views  on  this.  But  I  want  to  talk  about  the  effects 
that  I  believe  will  occur  in  rural  America  if  substantial  cuts  are 
made  to  the  Medicare  system. 

Along  with  many  of  you  here  today,  I  agree  it  is  time  to  address 
the  problems  that  have  continued  to  plague  this  system  that  has 
been  responsible  for  providing  health  care  services  to  our  Nation's 
elderly  for  30  years.  I  also  believe  that  changes  in  the  delivery  of 
rural  health  care  have  to  be  made  to  become  more  cost  effective. 
However,  I  believe  the  proposed  level  of  cuts  to  Medicare  will  have 
the  reverse  effect.  Perhaps  these  cuts  will  remedy  a  faltering  Medi- 
care system,  but  I  sincerely  believe  that  they  will  also  put  into 
jeopardy  the  ability  of  Americans  living  in  rural  areas  to  have  qual- 
ity and  accessible  health  care. 

Beyond  the  issue  of  accessibility  of  quality  health  care  services, 
we  put  into  jeopardy  many  of  our  rural  hospitals  which  often  rely 
on  Medicare  reimbursements  as  their  major  source  of  income.  The 
fact  is  without  these  reimbursements,  many  of  our  rural  hospitals 
will  close,  our  physicians  and  nurses  will  relocate,  unemployment 
will  rise,  and  rural  economies  will  become  further  distressed.  In  my 
district,  over  75  percent  of  the  patient  load  in  our  rural  hospitals 
is  Medicare  and  Medicaid  patients. 

I  come  here  today  because  it  is  important  for  those  of  us  in 
Washington  to  know  the  broad  implications  drastic  cuts  to  the 
Medicare  system  will  have  on  rural  Americans.  As  cochairman  of 
the  Rural  Health  Care  Coalition,  I  believe  our  first  concern  during 
this  debate  has  to  be  that  every  American  has  access  to  quality  and 
affordable  health  care.  I  am  afraid  with  these  types  of  cuts  to  the 
program,  many  seniors  living  in  rural  regions  of  this  country  will 
no  longer  be  able  to  afford  or  even  find  health  care  services. 

Already  our  rural  hospitals  are  fighting  to  survive  urban  com- 
petition and  declining  levels  of  patients  who  can  afford  their  serv- 
ices. I  believe  by  cutting  back  too  drastically  on  Medicare  reim- 


193 


bursement  to  these  hospitals,  we  will  simply  be  pushing  away 
many  of  the  hospitals  and  pushing  them  out  of  business. 

In  my  central  and  southeastern  Illinois  congressional  district, 
which  is  comprised  of  27  rural  and  economically  distressed  coun- 
ties, many  families  have  to  travel  50  or  more  miles,  and  in  some 
cases  to  a  neighboring  county,  to  see  a  doctor.  If  just  one  of  these 
hospitals  closes,  hundreds  of  people,  both  young  and  old,  will  not 
have  available  to  them  the  services  of  a  hospital  or  an  emergency 
room.  If  these  hospitals  that  rely  so  heavily  on  Medicare  reim- 
bursement are  forced  to  close  because  of  cuts,  not  only  will  our  sen- 
iors be  without  services,  but  so  will  our  children,  our  parents,  our 
neighbors. 

Today,  rural  America  has  the  highest  percentage  of  poverty,  the 
highest  rate  of  unemployment,  and  the  highest  percentage  of  elder- 
ly in  our  society.  In  many  rural  communities,  hospitals  drive  the 
local  economy.  The  effect  of  closing  many  rural  hospitals  would  be 
devastating  to  a  rural  economy  that  is  already  faced  with  high  un- 
employment and  economic  slowdown.  Many  of  our  small  businesses 
rely  on  local  hospitals  to  purchase  their  goods  and  services.  With- 
out the  hospital  acting  out  the  role  of  consumer,  these  businesses 
would  no  longer  be  able  to  stay  open,  further  distressing  the  local 
rural  economy. 

As  a  Member  of  the  House  Small  Business  Committee,  I  have  on 
many  occasions  heard  the  testimony  of  small  business  owners 
whose  business  is  tied  to  the  success  of  the  rural  health  care  sys- 
tem. 

Along  with  small  business  owners  and  operators,  many  residents 
of  rural  communities  look  to  their  local  hospitals  for  jobs.  We  often 
only  remember  the  physicians  and  nurses  during  our  debates  on 
health  care,  forgetting  about  the  important  and  large  support  staff 
that  provides  many  of  our  people  with  a  stable  job  and  income. 
From  the  cafeteria  worker  to  the  bookkeeper,  these  are  important 
and  necessary  jobs,  and  without  them  I  am  afraid  many  of  our 
communities  could  not  survive.  And  I  believe  drastic  cuts  to  the 
Medicare  Program  will  result  in  dramatic  reductions  in  the  number 
of  these  jobs. 

In  fact,  I  have  several  small  communities  in  my  district  where- 
the  hospital  and  the  nursing  home  and  the  ambulance  service  are 
the  major  employers  in  the  county.  Let  me  emphasize,  the  major 
employer  in  the  county. 

Here  in  Washington,  we  too  often  forget  to  look  at  the  broad  im^- 
plications  of  our  actions.  When  we  think  about  Medicare  cuts,  it  is 
simply  not  just  a  case  of  providing  health  care  services  to  our  sen- 
iors. It  is  about  facing  the  threat  of  many  of  our  rural  hospitals 
closing  and  our  physicians  and  nurses,  who  all  of  us  so  greatly  rely 
upon,  relocating  to  urban  areas.  It  is  about  people  losing  their  jobs, 
small  businesses  closing,  and  economies  faltering.  That  is  what  this 
Medicare  debate  is  all  about,  a  fact  none  of  us  can  afford  to  forget. 

In  closing,  Mr.  Chairman,  I  urge  this  Subcommittee  during  its 
consideration  of  Medicare  reforms  and  reductions  to  consider  all  of 
the  effects  that  Medicare  cuts  will  have  on  rural  health  care  and 
rural  communities.  Rural  America  is  an  important  part  of  life  in 
this  country,  and  those  that  live  and  work  there  deserve  the  same 
opportunity  for  affordable  and  accessible  health  care  sei^ices  as 
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those  living  in  our  Nation's  cities  and  suburbs.  I  believe  we  can 
make  Medicare  work  better  for  those  it  serves,  but  we  have  to  do 
it  responsibly  and  not  on  the  backs  of  our  rural  health  care  system 
and  our  rural  communities. 

I  thank  the  Chairman  for  allowing  the  Rural  Health  Care  Coali- 
tion to  be  represented  at  these  hearings  focusing  on  Medicare.  If 
I  or  any  member  of  the  coalition  can  be  of  further  assistance  in 
making  your  recommendations,  feel  free  to  contact  us. 

Thank  you. 

Mr.  Christensen  [presiding].  Thank  you,  Congressman  Poshard. 
Congressman  Roberts. 

STATEMENT  OF  HON.  PAT  ROBERTS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  KANSAS 

Mr.  Roberts.  Thank  you,  Mr.  Chairman.  ' 

As  a  past  cochairman  of  the  Rural  Health  Care  Coalition,  I  am 
very  happy  and  pleased  to  be  here  with  the  group  I  would  describe 
as  the  four  horsemen  of  rural  health  care. 

Mr.  Gunderson  has  given  an  overview  of  rural  health  care,  and 
Glenn  has  just  given  a  very  good  statement  in  regards  to  the  im- 
pact in  relation  to  the  entire  community.  I  am  going  to  be  riding 
shotgun  with  the  hospitals,  Mr.  Chairman,  and  then  batting  clean- 
up we  have  Mr.  Stenholm,  who  is  the  sheriff  who  tries  to  round  up 
as  many  doctors  as  we  can  for  the  rural  areas. 

This  has  not  been  an  "Easy  Rider"  trip  if  we  are  the  four  horse- 
men of  rural  health  care.  It  has  been  more  like  "Lonesome  Dove," 
and  I  hope  we  get  there  from  here. 

We  are  bipartisan  in  our  effort,  and  as  I  have  indicated,  it  is  my 
duty  to  talk  about  the  future  of  rural  hospitals  under  the  Medicare 
Program. 

As  it  has  been  indicated,  rural  hospitals  do  provide  health  care 
services  to  a  higher  Medicare  population  and  a  lower  level  of  in- 
sured patients.  This  unique  patient  base  provides  a  very  limited 
opportunity  for  our  hospitals  to  shift  costs  on  to  private-pay  pa- 
tients. How  much?  We  are  talking  about  the  fact  if  a  patient  goes 
into  a  rural  hospital  they  have  to  pay  10  to  20  percent  more  be- 
cause of  the  cost  shifting  and  the  fact  the  hospital  does  not  get  re- 
imbursed properly  in  regards  to  Medicare. 

In  addition,  the  Medicare  payment  updates  have  not  always  been 
fairly  distributed  between  the  rural  and  the  urban  hospitals.  So  the 
combination  of  these  factors,  combined  with  $270  billion  we  intend 
to  save  in  Medicare  over  the  next  7  years  means  we  have  a  very 
difficult  challenge  for  our  rural  hospitals. 

I  recently  met  with  the  Kansas  Hospital  Association,  along  with 
the  rest  of  the  Kansas  delegation,  and  I  would  like  to  submit  a  copy 
of  their  report  to  the  Subcommittee  for  your  review.  I  am  very  im- 
pressed with  their  study  not  only  because  it  provides  the  facts 
about  the  impacts  of  the  Medicare  reductions,  but  it  also  includes 
some  very  constructive  and  positive  recommendations  to  Congress 
to  help  us  fix  this  very  difficult  system. 

[The  following  was  received:] 
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Congres(s(  of  ttie  Wlnitth  ^tatta 


QBa^ington,  BC  20515 


July  20,  1995 


Chainnan  Bill  Thomas 

House  Ways  and  Means  Health  Subcommittee 
1136  Longwoith  House  Office  Building 
Washington,  D.C.  20515 

DearBiU: 

As  Members  of  the  Kansas  Congressional  delegation,  we  support  the  efforts  of  the  Health 
Subconmiittee  to  save  and  strengthen  the  beleaguered  Medicare  systm.  However,  we  feel  it 
is  vitally  important  to  consider  the  impact  that  Medicare  reforms  will  have  on  eveiy  aspect  of 
our  health  care  system  including  access  and  delivery  of  health  services  in  rural  areas  of  the 
country.  As  you  and  the  Ways  and  Means  Health  Subcommittee  members  are  well  aware, 
the  issues  concerning  rural  health  care  are  unique  and  must  be  examined  closely. 

During  a  recent  meeting  with  the  Kansas  delegation,  the  Kansas  Hospital  Association 
presetted  the  enclosed  report.  This  rq)oit  provides  an  excell^t  summation  of  the  concerns 
that  face  patients,  providers  and  administrators  not  only  in  Kansas,  but  across  the  nation. 
We  are  particulariy  impressed  by  the  constructive  reconmiendations  made  in  this  rqwrt,  and 
urge  the  Subcommittee  to  take  th^  into  consideration. 

The  effort  to  reform  Medicare,  led  by  House  Rqniblicans,  will  indeed  save  and  strmgthCT 
this  essratial  program  for  future  generations.  We  appreciate  your  consideration  of  this 
iq)ort,  and  look  forward  to  working  with  you  in  the  future  on  this  critical  issue. 


[Kansas  Hospital  Association  Report  retained  in  Committee  Files] 
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In  fiscal  year  1993,  over  60  percent  of  the  hospitals  in  Kansas 
lost  a  total  of  $43  million  treating  Medicare  patients.  These  hos-  ' 
pitals  are  predicting  now  that  under  fiscal  year  1996  budget  guide- 
lines— we  do  not  have  the  specifics  yet,  but  under  the  guidelines  | 
they  are  going  to  lose  $905.80  on  each  Medicare  patient  that  must 
be  admitted  to  the  hospital.  Now,  these  are  very  serious  predictions 
because  they  represent  a  real  threat  to  the  delivery  of  health  care 
services  in  many  Kansas  communities,  and  I  would  imagine  in 
every  rural  area.  If  these  hospitals  are  forced  to  close,  everybody, 
not  just  the  Medicare  beneficiaries,  will  lose  access  to  even  basic 
health  care  services.  In  many  rural  communities,  these  hospitals 
have  nowhere  to  turn.  So  we  have  a  situation  in  rural  America 
where  bond  issue  after  bond  issue  has  been  passed  by  the  local 
community  simply  to  keep  the  doors  open. 

Now,  I  want  to  make  it  very  clear  that  I  do  not  believe  in  simply 
throwing  Federal  dollars  at  our  rural  hospitals,  and  I  do  not  think 
we  should  pour  money  into  facilities  that  can  never  really  operate 
on  an  efficient  basis.  We  should,  however,  give  rural  hospitals  the 
proper  tools  to  make  the  changes  to  fit  into  a  new  Medicare  system. 
The  challenge  before  us  today  is  to  achieve  the  significant  Medicare 
savings  that  we  have  to  while  at  the  same  time  maintaining  the 
very  critical  access  to  high-quality  health  care  services  in  our  rural 
areas. 

Now,  we  have  heard  a  lot  about  the  new  managed  care  world,  in- 
centives to  establish  managed  care  plans  and  encourage  the  Medi- 
care recipient  to  choose.  These  plans  are  especially  important  in 
the  rural  areas. 

Under  the  current  structure,  however,  the  Medicare  risk  contrac- 
tor simply  does  not  have  the  incentive  to  establish  managed  care 
plans  in  our  rural  areas.  It  is  simply  more  difficult  for  managed 
care  plans  to  make  money  in  rural  areas  because  the  smaller  popu- 
lation base  generally  leads  to  lower  utilization  rates.  The  Medicare 
payment  system  to  HMOs  will  have  to  be  restructured  to  take  into 
account  geographic  factors,  health  and  age  status  of  local  popu- 
lations, and  utilization  of  services  in  the  local  areas.  We  should 
then  consider  changes  to  make  it  easier  for  the  Medicare  bene- 
ficiaries to  choose  these  plans. 

We  also  need  to  preserve  the  networking  arrangements,  Mr. 
Chairman,  that  are  already  in  place  in  many  of  our  rural  areas. 
The  Hays  Medical  Center,  located  in  western  Kansas,  is  an  excel- 
lent example  of  how  the  Essential  Access  Community  Hospital  Pro- 
gram— ^that  is  called  EACH  and  RPCH.  If  there  was  ever  an  amaz- 
ing acronym,  it  is  the  "each"  and  "peach"  program.  But  these  pro- 
grams can  strengthen,  expand,  and  deliver  the  services  in  our  rural 
areas.  The  Hays  Medical  Center  has  established  an  interactive 
telemedicine  home  health  care  program  to  link  our  elderly  patients 
and  their  physicians.  This  technology  has  really  reduced  the  cost 
of  the  program  for  home  health  care  by  one-sixth.  Unless  we  take 
steps  to  preserve  these  kinds  of  network  arrangements,  severe  re- 
ductions in  Medicare  provider  pa3mnents  will  limit  the  effectiveness 
and  the  efficiency  of  the  rural  health  care  system. 

Mr.  Chairman,  I  support  you  in  your  efforts  to  preserve,  protect, 
and  strengthen  Medicare.  Your  entire  panel's  challenge  in  this  re- 
gard is  very  difficult.  Your  Subcommittee  faces  an  especially  dif- 
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ficult  challenge.  As  you  continue  in  your  efforts  to  restructure  this 
ailing  program,  I  encourage  you  to  rely  on  the  experience  and  the 
advice  of  the  members  of  the  Rural  Health  Care  Coalition.  We  are 
eager  to  work  with  you  and  try  to  help  you  develop  a  new  system 
that  will  take  care  of  our  elderly  now  and  in  the  future. 

I  thank  you,  Mr.  Chairman.  I  thank  the  panel. 

Mr.  Christensen.  Thank  you,  Congressman  Roberts. 

Congressman  Stenholm,  we  would  be  honored  to  hear  your  testi- 
mony. 

STATEMENT  OF  HON.  CHARLES  STENHOLM,  A 
REPRESENTATIVE  IN  CONGRESS  FROM  THE  STATE  OF  TEXAS 

Mr.  Stenholm.  Thank  you,  Mr.  Chairman. 

As  you  have  heard,  the  four  of  us  from  the  Rural  Health  Care 
Coalition  are  unified  in  our  understanding  that  reforms  to  the 
Medicare  Program  must  occur  for  both  budgetary  and  pro- 
grammatic reasons,  that  changes  in  the  delivery  of  health  care  in 
rural  areas  are  inevitable,  and  that  a  status  quo  attitude  toward 
Medicare  would  be  devastating  to  all  Americans.  We  want  to  make 
it  clear  from  the  beginning  that  we  are  not  here  before  you  to 
argue  against  change. 

We  also  want  to  state  as  clearly  as  possible,  however,  that  the 
rural  areas  which  we  represent,  as  well  as  those  district  of  the  100- 
plus  members  of  the  coalition,  will  be  impacted  in  a  major  way  by 
the  decisions  this  Subcommittee  makes  regarding  Medicare.  These 
impacts  will  go  beyond  a  simple  marketplace  "survival  of  the  fit- 
test" result  which  might  be  considered  in  many  urban  and  subur- 
ban areas.  The  decisions  you  make  will  determine  not  only  if  man- 
aged care  is  encouraged  but  if  any  hospital  care  at  all  is  available 
in  some  large  counties;  not  only  whether  the  right  physicians  are 
being  trained  but  whether  any  physician  at  all  will  serve  dispersed 
populations;  not  only  if  clinics  survive  but  whether  entire  commu- 
nities survive. 

To  summarize  what  you  have  already  heard  from  my  colleagues, 
we  believe  that  there  are  certain  rural  reimbursement  issues  which 
are  absolutely  critical  and  should  be  protected,  such  as  sole  com- 
munity provider  status — or  some  other  way  of  indicating  those  es- 
sential community  providers  without  whom  care  would  be  greatly 
diminished  or  eliminated — and  Medicare  bonus  payments  for  physi- 
cians practicing  in  shortage  areas.  We  also  think  there  are  new 
ideas,  such  as  incentives  to  make  managed  care  work  in  rural 
areas,  or  allowing  hospitals  to  downsize  while  retaining  eligibility 
for  Medicare  reimbursement,  which  could  be  extremely  productive. 

But  in  the  process  of  making  these  requests,  we  understand  po- 
litical and  fiscal  realities  demand  that  we  also  be  willing  to  offer 
up  areas  of  lower  priority.  We  understand  that  not  every  item  for 
which  the  coalition  has  advocated  in  the  past  can  necessarily  be 
continued.  Special  Medicare  treatment  for  every  existing  rural  re- 
ferral center  and  every  current  rural  health  clinic  may  not  be  pos- 
sible. Again,  we  know  that  we  must  focus  on  those  providers  which 
are  absolutely  critical  to  an  area.  We  accept  that  disproportionate 
share  should  truly  become  what  its  name  ostensibly  implies,  mean- 
ing that  only  hospitals  which  actually  treat  a  disproportionate 
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share  of  low-income,  uncompensated  cases  should  receive  the  extra 
payment. 

Those  are  fair  tradeoffs  for  this  Subcommittee  to  make.  Not 
every  nonmetropolitan  hospital  needs  to  keep  its  doors  open.  Not 
every  physician  deserves  a  higher  payment  for  living  in  a  nonurban 
area.  But  for  us  in  the  coalition,  the  bottom  line  is  that  we  must 
protect  those  providers  whose  loss  would  mean  a  profound  loss  of 
health  care  for  rural  populations;  that  is,  those  who  genuinely  are 
essential  community  providers.  We  must  ensure  that  a  basic  level 
of  health  care  is  available  to  rural  communities,  encouraging  net- 
works for  higher  levels  of  care  but  spreading  a  health  safety  net 
for  our  rural  residents. 

My  colleague,  Mr.  Roberts,  has  mentioned  how  these  protections 
relate  to  hospitals.  I  would  like  briefly  to  extend  that  discussion  to 
physicians.  Although  this  Subcommittee  does  not  have  primary  ju- 
risdiction over  Medicare  reimbursement  for  physicians  or  medical 
education,  I  know  that  the  issues  become  entwined,  and  so  I  would 
like  to  offer  a  few  comments. 

Physician  attraction  and  retention  is  a  persistent  and  chronic 
battle  for  many  rural  areas.  There  are  a  host  of  reasons  for  this 
difficulty,  including  professional  isolation,  low  and  inconsistent  rev- 
enues, and  technological  deficiencies.  Obviously,  the  Federal  Grov- 
emment  cannot  counteract  or  compensate  for  all  of  these  disincen- 
tives, but  to  the  degree  that  we  can  assist  rural  areas  in  meeting 
their  basic  physician  needs,  we  should  do  so. 

I  fear  that,  just  as  a  decade  or  more  ago  when  everyone  started 
talking  about  a  "physician  glut,"  today  there  may  be  a  false  sense 
of  optimism  about  the  primary  care  physician  supply.  According  to 
1994  AMA  data,  the  percentage  of  physicians  choosing  primary 
care  as  a  career  is  down  from  10.6  percent  in  1980  to  8.9  percent 
in  1993.  Even  those  who  choose  the  field  of  primary  care  continue 
to  practice  in  traditionally  well-served  markets  such  as  suburban 
communities,  not  in  either  remote  rural  areas  or  inner-city  neigh- 
borhoods. Small  and  rural  counties  have  had  a  decline  in  the  pri- 
mary care  physician-to-population  ration  since  1988. 

As  this  Subcommittee  knows  well,  HPSA,  the  Health  Profes- 
sional Shortage  Area,  designation  was  created  to  help  us  focus  na- 
tionally on  the  areas  of  greatest  need  in  our  country.  The  number 
of  primary  care  HPSAs  has  more  than  doubled  from  1978  to  1994. 
Currently  it  is  estimated  that  the  total  number  of  providers  needed 
to  eliminate  primary  care  HPSAs  is  5,341. 

Increasing  the  supply  of  health  providers  and  attracting  them  to 
an  underserved  practice  requires  action  at  several  stages  of  their 
professional  education  and  professional  development.  Reaching  out 
to  rural  students  with  a  potential  interest  in  medicine  has  proved 
somewhat  effective.  Next,  Medicare  reimbursement  of  direct  medi- 
cal education  costs  should,  in  general,  give  preference  to  the  pri- 
mary care  specialties  and  should  target  funding  to  rural-oriented 
programs. 

Part  of  the  answer  to  this  problem  is  not  within  the  boundaries 
of  Medicare.  For  example,  the  coalition  strongly  endorses  the  Na- 
tional Health  Service  Corps,  the  Area  Health  Education  Center 
program,  deferral  of  repayment  of  medical  loans  for  individuals 
who  conduct  their  internships  and  residencies  in  rural  areas. 
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But  there  are  ideas  which  clearly  are  Medicare  reimbursement 
issues.  For  example,  previous  rural  health  medical  education  dem- 
onstration programs  experienced  only  minimal  success  because  the 
Medicare  reimbursement  for  moving  the  resident  and  the  family  to 
the  rural  area  was  inadequate.  This  idea  of  encouraging  residencies 
in  rural  areas,  especially  when  the  experience  could  involve  a  con- 
sortia of  training  sites,  holds  great  promise  with  simply  a  small  in- 
flux of  Medicare  dollars. 

We  also  strongly  encourage  significant  Medicare  bonus  payments 
for  physicians  who  agree  to  practice  in  underserved  areas.  You  will 
hear  later  today  about  a  new  urban-rural  Medicare  differential, 
with  rural  practitioners  once  again  coming  out  on  the  short  side. 
If  there  is  to  be  a  differential,  shouldn't  it  be  weighted  in  the  direc- 
tion of  incentivizing  movement  toward  underserved  areas,  not  vice 
versa? 

Clearly,  this  problem  of  training,  attraction,  and  retention  of  pro- 
viders in  underserved  rural  areas  is  not  a  uniquely  Federal  issue. 
I  have  been  amazed  by  the  creativity  and  investment  States  and 
individual  communities  have  made  in  this  effort.  But  they  need  our 
help  as  well,  and  I  hope  as  this  Subcommittee  explores  Medicare 
reforms,  it  will  be  sensitive  to  the  tremendous  return  there  can  be 
on  limited  Medicare  dollars  sent  to  rural  areas. 

Let  me  close  by  expressing  our  appreciation  for  your  hearing  not 
only  this  panel  but  also  for  granting  time  for  the  panel  of  rural  ex- 
perts which  you  will  hear  later  today.  We  in  the  coalition  depend 
on  the  good  advice  we  receive  from  folks  like  those  here  represent- 
ing RUPRI  and  NRHA.  These  are  the  people  who  are  rolling  up 
their  sleeves  and  attempting  to  solve  the  real  world  challenges  be- 
fore us,  and  I  believe  you  will  find  their  comments  extremely  help- 
ful, as  we  have. 

Thank  you,  Mr.  Chairman. 

Mr.  Christensen.  Thank  you.  Congressman. 

Mr.  Stark  will  inquire. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  my  friends  from  the  rural  caucus  and  remind 
them  of  a  couple  of  incidents  of  which  this  Ranking  Member  is  very 
proud.  This  Subcommittee,  under  the  Minorit/s  direction,  equal- 
ized the  rural  reimbursement  rate  to  equal  the  urban  rate  so  the 
rural  was  brought  up.  We  extended  the  sole  community  hospital 
program.  We  created  and  extended  the  Medicare-dependent  small 
rural  hospital  program.  It  is  a  fact  that  when  small  rural  hospitals 
close,  generally  the  last  patient  in  that  hospital  before  they  turn 
out  the  lights  is  a  Medicare  patient.  The  smaller  the  hospitals  get, 
the  higher  the  percentage  of  Medicare  reimbursement,  and  the 
more  important  it  becomes  to  those. 

We  created  the  Essential  Community  Hospital,  the  EACH  Pro- 
gram, which  I  am  proud  to  say  I  authored,  along  with  Mr.  Gradi- 
son.  We  increased  the  number  of  hospitals  eligible  for  the  designa- 
tion of  rural  referral  centers. 

I  would  like  to  think  that  under  the  new  leadership,  this  creative 
attempt  to  help  provide  rural  assistance  would  continue,  but  I  re- 
mind my  friends  from  dairy  States,  for  instance,  that  cheddar 
cheese  and  cow  chips  come  from  the  same  place,  and  there  is  a  bit 
of  a  difference  between  them.  So  as  you  look  upon  this  Subcommit- 
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tee,  please  keep  up  your  information.  We  need  to  have  our  noses 
held  to  the  grindstone. 

Further,  I  would  point  out  as  to  HMO  enrollment  that  Indiana, 
Montana,  Wyoming,  North  and  South  Dakota,  Nebraska,  Kansas,  I 
Oklahoma,  Texas,  Arkansas,  Louisiana,  Mississippi,  Alabama, 
Georgia,  South  and  North  Carolina,  Tennessee,  Kentucky,  Indiana,  f 
West  Virginia,  Virginia,  Maine  and  Iowa  have  less  than  10  percent 
of  their  population  in  HMOs,  and  that  has  not  shown  much  growth. 
So  as  we  talk  about  these  marvelous  new  plans,  recognize  that 
many  of  these  rural  States — ^Alaska,  by  the  way,  has  none;  Wyo- 
ming has  none.  They  have  no  HMOs.  So  to  say  let  Medicare  bene- 
ficiaries go  into  an  HMO,  you  might  as  well  tell  them  to  jump  off 
the  edge  of  a  cliff. 

But  I  do  want  to  pledge  that  the  Minority  on  the  Subcommittee 
will  continue  to  work  to  see  that  Medicare  is  fairly  distributed  to 
all  citizens  and  recognize  the  limits  living  a  great  distance  from 
centers  of  excellence  puts  on  the  medical  delivery  system  and  the 
special  requirements  that  are  needed  by  rural  folks. 

I  would  like  to  ask  Mr.  McCrery  a  question.  It  was  just  1  year 
and  1  month  ago,  about  June  25,  Jim,  that  you  said  this — and  this 
was  in  regard  to  $168  billion  in  Medicare  cuts,  all  of  which  were 
being  reinvested  in  hospitals  and  doctors.  Today  we  are  faced  with 
$270  billion  in  Medicare  cuts,  all  of  which  go  to  rich  taxpayers.  But 
you  said  in  our  Subcommittee  then  that  you  "would  love  to  believe 
that  we  could  achieve  the  level  of  cuts" — that  is,  $168  billion — "you 
have  iji  this  bill,"  I  think  that  was  directed  to  me. 

But  history  tells  it  that  this  is  not  possible,  and  I  think  we  are  just  playing  games 
here.  We  are  just  making  the  numbers  match.  That  is  all  Democrats  have  done  in 
your  bill  to  make  it  revenue  neutral.  You  have  just  estimated  the  number  needed 
from  Medicare  to  make  the  numbers  match,  and  I  think  the  public  understands 
that. 

Now,  what  is  different  today  except  that  you  want  to  cut  $270 
billion  out,  match  the  numbers  to  the  tax  cut,  which  is  $245  billion. 
I  am  not  sure  what  is  different,  and  a  follow-on  question  would  be: 
How  many  years  does  your  bill  extend  the  Medicare  solvency?  Or 
if  you  are  not  sure,  how  many  years  do  you  think  it  should?  That 
really  is  a  major  case,  and  then  maybe  you  could  tell  us  that.  How 
many  years  will  we  have  breathing  room  under  the  Republican 
plan?  And  what  is  different? 

Mr.  McCrery.  Well,  the  red  light  is  about  to  come  on,  but  thank 
you  for  your  very  good  question.  The  answer  to  the  first  question 
is,  as  I  said  yesterday.  Republicans  are  in  control  now  and  not 
Democrats.  So  I  have  more  faith  that  we  will  come  up  with  innova- 
tive ways  to  address  the  Medicare  Program  than  I  did  when  the 
Minority  was  in  control,  because  the  history  of  the  Minority,  frank- 
ly, was  cranking  down  reimbursement  rates,  making  jiggles  here 
and  jiggles  there  on  a  yearly  basis  to  try  to  shore  up  the  fund. 

I  am  confident  that  we  are  going  to  come  up  with  a  plan  that 
makes  much  more  fundamental  changes  just  as  recommended  by 
the  trustees  when  they  say  a  review  of  the  program's  financing 
methods,  benefit  provisions,  and  delivery  mechanisms  are  all  nec- 
essary in  order  to  avert  this  crisis.  I  am  confident  that  we  are 
going  to  do  that. 
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Last  year,  when  I  spoke  of  the  historical  basis  for  this  Sub- 
committee's action — of  course,  since  1965  it  has  all  been  controlled 
by  the  Democrats,  and  the  history  was  that  you  went  right  after 
the  providers  to  try  to  squeeze  out  those  savings  to  address  the 
problems.  Now  I  am  confident  that  we  are  going  to  do  better.  We 
are  going  to  make  those  fundamental  changes  that  most  experts 
agree  are  necessary. 

Mr.  Stark.  How  many  years? 

Mr.  McCrery.  Well,  it  is  hard  to  say,  and  nobody  knows  for  sure. 
CBO,  though,  looking  at  what  we  proposed,  can  say  that  it  will  be 
solvent  through  2005,  which  is  as  far  out  as  they  will  go.  But  ask- 
ing independent  sources  outside  of  government,  they  think  if  we 
are  able  to  do  what  the  numbers  that  we  have  set  down  say  we  will 
do,  then  it  should  remain  solvent  for  as  far  as  the  eye  can  see,  at 
least  until  the  latter  stages  of  the  baby  boom  development,  when, 
of  course,  nobody  knows  what  is  going  to  happen.  But  at  least  as 
far  as  the  latter  stages  of  that  baby  boom  development  we  think, 
and  other  outside  experts  agree,  that  the  changes  we  intend  to 
make  will  make  it  solvent  for  that  period  of  time.  So  I  would  say 
they  are  saying  maybe  to  2020,  2025  it  should  be  solvent.  Then,  of 
course,  we  have  to  see  what  the  baby  boom  retirement  does. 

Mr.  Stark.  Somewhere  between  2005  and  2020? 

Mr.  McCrery.  Yes.  Well,  CBO  will  only  say  to  2005.  They  will 
not  go  further  than  that. 

Mr.  Stark.  I  thank  the  gentleman. 

Mr.  McCrery.  Thank  you. 

Mr.  Stark.  Except  to  remind  him  that  in  those  budgets  where 
we  cut  out  of  the  providers,  in  every  one  of  those  8  years,  save  last, 
the  ranking  Republican  Member  cosponsored.  It  was  never  passed 
along  partisan  lines.  It  always  had  votes  from  both  sides  of  the 
aisle. 

Mr.  McCrery.  Thank  you  for  that  notation. 
Chairman  Thomas.  The  gentleman's  time  has  expired. 
Does  the  gentleman  from  Nebraska  wish  to  inquire  of  the  Mem- 
bers? 

Mr.  Christensen.  Yes,  please.  Thank  you,  Mr.  Chairman. 

As  a  new  Member  on  this  Subcommittee,  it  still  continues  to 
amaze  me  when  I  hear  a  $4,800  in  Medicare  spending  this  year  per 
senior  citizen  to  $6,700,  $6,800  per  Medicare  recipient  spending  in 
the  year  2002  still  referred  to  as  "a  cut."  And  I  guess  only  in  Wash- 
ington, DC,  is  a  $1,900  increase  a  "cut."  I  guarantee  you  in  Ne- 
braska, where  I  am  from,  that  is  an  increase. 

What  would  be,  Mr.  Poshard,  in  your  opinion,  an  acceptable 
growth  in  Medicare  percentagewise? 

Mr.  Poshard.  Thank  you  for  the  question.  Both  parties,  in  my 
judgment,  are  politicizing  this  terminology  of  cuts  or  decrease  in 
the  increase.  But  the  fact  remains  that  the  Federal  Government 
pays  a  certain  percentage  of  health  care  costs  for  the  Medicare  re- 
cipient today,  and  they  pay  a  certain  percentage  out  of  pocket.  That 
is  roughly  75  : 25. 

At  the  end  of  the  budget  that  just  passed  the  House,  that  per- 
centage will  increase  out  of  pocket  for  the  Medicare  recipient  by  5 
to  10  percent.  So  in  terms  of  the  percentage  of  health  care  costs 
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at  the  end  of  that  budget,  it  will  be  greater  for  the  individual.  That 
is  what  Democrats  mean  when  they  say  it  is  a  cut. 

We  can  argue  about  that  all  day.  The  fact  is  we  do  need  to  save 
the  system,  and  we  do  not  disagree  that  the  system  has  to  be 
downsized  somewhat.  I  supported  the  budget  that  was  put  forward 
by  the  coalition  of  moderate  Democrats  in  the  House  on  which  Mr. 
Stenholm  worked  for  a  number  of  years.  I  believe  the  coalition 
budget  will  downsize  Medicare  by  about  $170  billion,  if  I  am  cor- 
rect, over  the  life  of  the  budget;  whereas,  the  budget  that  passed 
out  of  the  House  downsizes  Medicare  by  about  $270  billion. 

So  if  I  had  to  give  you  a  direct  answer,  that  would  be  somewhere 
in  the  vicinity  of  where  I  would  say  would  be  a  reasonable  alter- 
native. 

Mr.  Christensen.  One  of  the  things  that  we  are  doing  in  Ne- 
braska, even  though  I  represent  Omaha,  Nebraska,  I  grew  up  in 
a  small  town  of  2,000  people.  My  folks  farm  and  feed  cattle  for  a 
living.  The  large  metropolitan  area  of  Omaha,  Nebraska,  is  my  dis- 
trict, but  a  lot  of  the  other  parts  are  mostly  rural.  We  are  putting 
together  alliances  of  hospitals  in  the  greater  Nebraska  area,  small 
towns,  to  hook  up  with  some  of  the  larger  hospitals  in  the  Lincoln 
and  Omaha  area.  And  it  seems  to  be  working  pretty  well. 

I  think  they  are  forming  alliances  for  two  reasons:  One,  out  of 
threat  of  incoming  competition  from  a  major  for-profit  hospital;  and 
two,  to  secure  themselves  for  the  future  and  for  the  oncoming  Med- 
icare streamlining  and  downsizing.  I  think  it  is  something  that 
rural  America  must  do  to  survive. 

Yes,  the  hospital  in  St.  Paul,  Nebraska,  where  my  family  lives, 
serves  a  need.  But  30  miles  away  is  a  metropolitan  area  of  40,000 
people  that  has  a  number  of  hospitals  where  I  think  that  a  lot  of 
the  people  from  our  area  could  go.  An3^ime  you  are  downsizing, 
you  have  to  make  some  changes,  and  you  have  to  be  willing  to 
make  those  changes  to  make  the  system  survive. 

I  appreciate  your  position  that  the  Rural  Coalition  has  brought 
here  before,  and  I  know  you  are  willing  to  work  with  us.  And  that 
is,  I  guess,  the  best  thing  I  like  about  what  you  have  offered  today, 
is  that  you  are  not  saying  that  there  is  not  a  problem  out  there  and 
you  are  not  willing  to  address  it.  You  are  willing  to  address  it,  and 
you  are  willing  to  give  us  your  thoughts.  That  is  the  best  thing  that 
I  have  heard  yet  today,  and  I  just  want  to  thank  you  for  your 
input. 

Thank  you,  Mr.  McDermott  and  Mr.  McCrery,  also. 
Mr.  POSHARD.  Thank  you. 

Chairman  Thomas.  Does  the  gentleman  from  Wisconsin  wish  to 
inquire  of  the  Members? 

Mr.  Kleczka.  I  think  the  gentleman  from  California  has  a  short 
announcement. 

Mr.  Stark.  I  just  wanted  to  pass  on  to  my  friends  in  the  Rural 
Coalition  that  the  Subcommittee  on  Labor,  HHS,  just  zeroed  out 
the  EACH  Program  in  the  Subcommittee.  I  hope  you  will  get  over 
before  that  appropriation  goes  to  Full  Committee  and  see  if  we  can 
put  that  back  in. 

Mr.  Kleczka.  Let  me  just  respond  very  quickly  to  the  gentleman 
from  Nebraska.  If,  in  fact,  we  are  looking  at  Medicare  and  we  are 
downsizing  everything— we  are  going  to  downsize  what  the  Federal 
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Government  gives  to  Medicare  patients  to  pay  for  their  health  care. 
If  we  also  downsize  physician  payments  and  hospital  reimburse- 
ment and  control  the  health  care  costs,  then  all  that  will  equal  out 
and  we  are  not  going  to  disadvantage  those  people  on  Medicare. 
But  know  full  well,  the  only  thing  that  is  being  downsized  is  the 
government  reimbursement  to  purchase  the  health  care. 

AMA  had  a  proposal  here  yesterday  which  took  all  limits  off 
docs;  the  docs  could  charge  whatever  they  wanted.  OK?  In  fact,  in 
their  plan,  in  their  calculation,  Medicare  would  pay  the  doctors  $14 
billion  more  over  the  7 -year  period. 

Well,  if  all  the  providers  start  getting  increases  and  increases 
and  the  person  who  you  represent  getting  that  Medicare  voucher 
has  to  go  buy  a  policy  out  on  the  private  market,  know  full  well 
that  every  one  of  those  increases,  every  nickel  of  the  increase  is 
going  to  come  out  of  their  pocket.  Or  they  are  going  to  buy  the 
cheapest  plan  available  which  affords  them  nothing,  and  at  that 
point  they  are  going  to  go  without. 

So  if  you  are  going  to  downsize,  we  have  to  downsize  things  other 
than  the  voucher.  In  fact,  what  is  planned  by  the  Majority  party 
is  that  voucher  will  be  raised  by  a  fixed  dollar  and  not  by  a  per- 
centage, the  same  percentage  increase  that  we  as  Federal  employ- 
ees get  in  our  reimbursement  for  our  health  care  plan.  So  they  use 
the  Federal  health  care  system  as  a  model,  but  they  do  not  make 
it  identical  in  all  aspects.  So  we  are  looking  at  a  real  crisis. 

I  have  three  points  I  would  like  to  quickly  cover  in  my  short 
time.  To  my  colleague  and  seat  mate,  Mr.  McDermott,  you  indicate 
in  your  statement  that  over  the  next  3  days  this  may  be  the  only 
opportunity  for  the  American  people  to  hear  about  the  Majority's 
proposed  cuts  in  the  Medicare  Program.  But  as  you  can  recall  in 
your  years  on  the  Subcommittee,  anjrtime  we  had  an  issue  of  such 
magnitude  affecting  30-plus  million  people  in  the  country,  a  cut  of 
some  $270  billion,  this  place  would  be  flooded  with  cameras.  And 
on  the  evening  news,  those  who  are  affected  by  what  we  are  doing 
and  talking  about  today  would  hear  about  it. 

As  you  can  recall  from  yesterday  and  you  can  see  today,  there 
is  no  press  here.  There  is  no  television  press.  In  the  Washington 
Post,  there  was  not  even  an  article  on  yesterday's  hearing. 

And  so  what  I  would  say  to  you  is  happening,  we  are  having  a 
Medicare  news  blackout,  and  it  is  not  an  accident  that  this  hap- 
pened. And  I  can  see  some  of  my  Republican  colleagues  smiling.  I 
can  just  see  the  Speaker  of  the  House  going  to  the  Republican  con- 
sultant, getting  big,  big  money,  saying,  OK,  we  are  forced  to  have 
some  Medicare  hearings  on  this  cut.  What  would  you  suggest  we 
do?  And  the  consultant,  after  he  gets  paid,  is  forthcoming  with  his 
recommendation,  and  he  says,  I  will  tell  you  what  you  do,  Newt; 
you  schedule  Waco  hearings  and  the  Senate  schedules  Whitewater 
hearings,  and  then  you  guys  come  back  and  do  the  Medicare  hear- 
ings, and  it  is  going  to  be  lost  in  the  shuffle. 

I  think  it  is  clever.  I  applaud  the  Majority  party  for  that  strat- 
egy. But  know  full  well  it  is  not  going  to  work  because  the  news 
of  what  is  happening  in  this  room  will  still  leak  out  because  the 
hearing  is  open  to  the  public  and  there  are  some  folks  who  rep- 
resent seniors  and  others  around  the  room  who  are  going  to  go  and 
get  the  word  out. 
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So  I  think  it  is  clever.  I  have  to  applaud  you — not  too  loudly,  but 
the  strategy  worked  well.  And  if,  in  fact — ^you  know,  we  were  guar- 
anteed that  once  a  proposal  is  written,  that  will  come  before  this 
Subcommittee  for  public  hearings,  as  was  our  health  care  bill 
which  we  had  hearings  and  markup  on  for  over  a  period  of  SV2 
months.  I  would  not  worry  about  the  blackout  of  the  news  that  we 
are  going  through  today.  But  I  am  told  that  that  is  not  going  to 
occur,  and  I  will  let  my  colleague  from  Washington  respond. 

Mr.  McDermott.  I  think  one  of  the  things  that  you  are  bringing 
up  is  something  that  troubles  me.  The  Chairwoman  has  suggested 
that  there  have  been  18  hearings  on  Medicare.  There  have  been  18 
hearings  on  the  problem,  but  it  is  on  the  solution  that  we  need  18 
hearings.  If  we  are  going  to  try  and  change  the  program,  sim.ply 
taking  it  and  throwing  it  away  in  a  2-day  session  or  so  in  the  midst 
of  September  during  reconciliation  will  be  a  disservice  to  all  the 
American  people  because  nobody,  not  even  the  Members  who  vote 
for  it,  will  really  understand  what  is  happening  in  it.  And  I  think 
that  is  the  real  danger  here,  is  that  without  a  program  on  the  table 
for  us  to  look  at  for  the  next  month,  we  are  forced  to  come  in  here 
on  September  5,  have  something  dropped  in  our  lap  that  must  pass 
by  October  1.  That  is  too  short  a  period  of  time  to  have  adequate 
hearings  on  this  issue. 

Mr.  Kleczka.  I  have  two  more  points.  Maybe  I  will  get  some 
more  time  after  we  go  through  the  round.  The  other  point  I  think 
should  be  made  is  that  the  savior  for  the  Medicare  Program  under 
what  we  think  might  be  the  plan  is  managed  care,  HMOs.  In  to- 
day's national  journal,  Congress  Daily — and  let  me  just  quote  from 
it: 

Meanwhile,  as  Congress  rushes  to  add  more  managed  care  to  the  Medicare  and 
Medicaid  Programs,  a  new  survey  released  Wednesday  shows  that  managed  care 
consumers  in  the  private  sector  are  not  entirely  enthusiastic  about  their  own  man- 
aged care  plans.  The  survey,  conducted  by  Lewis  Harris  and  associates  for  the  Com- 
monwealth Fund,  a  health  and  social  policy  foundation,  found  that  managed  care 
enroUees  were  more  likely  to  rate  their  health  care  plans  as  fair  or  poor  than  those 
in  traditional  fee-for-service  plans.  Not  surprisingly,  the  survey  also  found  that 
choice  of  health  care  plans  and  of  physician  is  a  key  issue. 

I  state  that  because  I  think  we  should  look  at  managed  care  as 
one  of  the  options,  but  I  feel  that  what  is  going  on  is  we  are  looking 
at  managed  care  as  the  only  option.  And  we  will  all  recall  when 
the  President  presented  his  health  care  plan  sometime  ago,  even 
though  it  was  changed  radically  by  this  Health  Subcommittee, 
Harry  and  Louise  ran  to  the  air  waves,  and  one  of  their  main  fo- 
cuses and  messages  to  the  American  people  was:  Do  you  know 
what  they  are  doing  in  Washington?  They  are  going  to  take  away 
your  choice  of  your  doctor.  You  cannot  go  to  your  doctor  who  you 
went  to  for  the  last  20,  30,  whatever  years. 

Mr.  Christensen.  Would  the  gentleman  yield? 

Mr.  Kleczka.  After  I  finish  my  comment. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

Mr.  Kleczka.  I  know,  but  I  have  to  finish  this  point  if  the  Chair 
will  permit  me. 

Chairman  Thomas.  Certainly. 

Mr.  Kleczka.  And  so  to  put  all  our  eggs  in  a  basket  on  managed 
care,  know  full  well  that  there  will  be  a  reaction  from  the  American 
public,  because  they  still  want  that  choice  of  physician,  and  we  just 
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saw  it.  The  roles  are  reversed,  and  we  are  not  in  the  majority.  But 
we  saw  that  happen  before  our  eyes.  I  think  if  we  push  ahead  and 
make  the  mainstay  of  Medicare  reform  not  mandatory,  but  a  major 
push  for  managed  care,  that  is  going  to  blow  up  in  our  faces  just 
like  catastrophic  care  did.  And  I  recall  after  we  passed  that,  we 
thumped  our  chests,  went  home,  and  we  stumbled  over  each  other 
to  repeal  the  thing,  because  there  was  an  adverse  reaction  by  the 
public. 

So  I  think  there  is  some  part  for  managed  care  to  play  here,  but 
to  bet  the  farm  on  it,  I  think  we  could  be  back,  shortly  after  we 
do  the  dastardly  deed,  tripping  over  ourselves  to  undo  it. 

Let  me  thank  the  Chairman  for  the  extra  time. 

Chairman  Thomas.  I  thank  the  gentleman.  This  is  not  directed 
specifically  at  him,  but  as  you  know,  over  the  last  several  days  the 
Chair  has  been  extremely  lenient  with  the  red  light.  And  to  the  de- 
gree people  take  advantage  of  the  Chairman's  leniency,  we  will 
simply  go  back  to  the  lights  and  play  the  game  according  to  the 
rules  very  strictly. 

I  would  also  just  briefly  

Mr.  Kleczka.  Well,  would  the  Chairman  yield? 

Chairman  Thomas.  No,  the  Chairman  will  not  yield. 

Mr.  Kleczka.  Could  we  have  a  second  round,  then,  since  not 
many  Members  are  attending  the  hearing? 

Chairman  Thomas.  I  thought  you  had  your  second  round  on  your 
time.  If  you  want  a  second  round,  we  certainly  will  have  a  second 
round.  But  we  will  control  it  if  Members  are  unable  to  control 
themselves. 

I  will  also  tell  the  gentleman  that  we  have  had  hearings  on  Med- 
icare in  the  month  of  January,  in  the  month  of  February,  in  the 
month  of  March,  in  the  month  of  April,  in  the  month  of  May,  in 
the  month  of  June.  We  are  holding  hearings  in  the  month  of  July. 

The  gentleman  from  Washington  just  indicated  these  are  not 
about  the  finished  product.  They  are  about  bringing  people  in  who 
are  practitioners,  who  are  beneficiaries,  who  are  people  who  are 
concerned  in  academia  and  other  areas  about  the  fact  that  the 
trustees  said  that  the  Medicare  Trust  Fund  is  going  bankrupt.  And 
we  are  actually  listening  to  these  people,  and  we  are  attempting  to 
move  forward.  We  are  looking  at  possible  alternatives  in  trying  to 
solve  the  problem. 

It  would  be  a  pleasure  to  work  with  the  Democrats  in  sharing 
alternatives.  I  think  the  gentleman  from  Wisconsin  is  complaining 
that  there  are  not  a  lot  of  media  here.  It  is  because  since  January 
they  have  heard  the  same  old  song  from  the  Democrats,  and  that 
is  a  resounding  negativism  of  simply  attacking,  of  protesting,  of 
complaining.  And,  frankly,  if  there  was  some  positive  work  product 
generated  by  the  Democrats,  I  think  that  would  really  be  news. 

So  if  the  gentleman  seeks  to  try  to  attract  the  news  media, 
maybe  he  ought  to  try  a  slightly  different  tack  than  the  one  that 
you  folks  have  been  on  

Mr.  Kleczka.  Will  the  Chairman  yield? 

Chairman  THOMAS  [continuing].  For  the  last  6  months. 

Mr.  Kleczka.  Will  the  Chairman  yield? 

Chairman  Thomas.  The  Chair  is  not  going  to  
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Mr.  Kleczka.  Are  we  going  to  have  markup  on  an  alternative 
when  the  RepubUcans  produce  one? 

Chairman  Thomas.  You  know  we  are  going  to,  and  I  have  as- 
sured Members  of  this  Subcommittee  over  and  over  again  that 
when  the  finished  product  is  done,  you  will  receive  it  way  ahead 
of  the  usual  48  hours  that,  when  we  were  the  Minority,  was  the 
usual  time  that  we  got  a  work  product.  I  will  assure  you  we  will 
not  conduct  this  Subcommittee  the  way  you  folks  conducted  it 
when  you  were  in  the  Majority.  Believe  me.  When  we  create  a  work 
product,  you  will  share  in  the  operation  and  the  examination  of 
that  work  product.  But  what  we  want  to  do  is  hear  from  people  be- 
fore we  write  the  work  product. 

Now,  I  know  that  is  new  and  novel  for  you  folks  as  well.  But 
what  we  want  to  do  is  have  a  number  of  hearings  to  understand 
what  the  problem  is  while  at  the  same  time  analyzing  and  examin- 
ing suggestions  over  and  over  again.  It  is  called  growth;  it  is  called 
learning;  it  is  called  being  educated  about  the  problem.  And  that 
is  what  this  process  is,  and  we  are  going  to  continue. 

The  Chair  thanks  the  audience  for  their  indulgence. 

Mr.  Kleczka.  So  do  I.  Thank  you  very  much,  audience. 

Chairman  Thomas.  Does  any  other  Member  on  the  Majority  side 
wish  to  inquire  of  the  Members? 

Do  you  want  to  get  back  in,  then?  No  one  over  here  wants  to. 

Mr.  Kleczka.  One  last  point,  and  I  thank  the  Chairman  for 
yielding  additional  time. 

The  gentleman  from  Louisiana,  Mr.  McCrery,  you  indicated  that 
if  we  do  nothing.  Medicare  growth  over  the  next  bunch  of  years  will 
be  10  percent,  and  I  think  that  is  in  the  ballpark,  9.5  to  10  percent. 
Could  you  break  out  for  me  what  those  increased  centers  are?  We 
know  that  utilization,  people  turning  65,  is  a  piece;  an  aging  popu- 
lation living  longer  than  anyone  anticipated.  Do  you  know  what 
that  breakdown  of  that  9.5  or  10  percent  is? 

Mr.  McCrery.  Not  specifically,  but  you  have  enumerated  a  cou- 
ple of  them,  and  utilization  certainly  is,  I  would  say,  the  key  factor 
there.  But  there  are  all  sorts  of  drivers,  as  you  well  know:  Tech- 
nology, the  increased  demographics,  in  other  words,  the  increased 
universe  of  those  qualifying  for  Medicare.  So  there  are  a  number 
of  things  that  are  driving  that.  But  I  would  say  the  big  one  is  utili- 
zation. 

Mr.  Kleczka.  Well,  I  do  not  have  the  breakdown,  and  I  have 
tried  to  get  it,  and  I  will  work  with  you  to  try  to  get  the  specifics 
of  it.  The  actual  utilization  is  only  1.4  percent,  and  then  if  you  add 
in  the  increased  health  care  costs  because  of  the  more  aging  popu- 
lation, that  is  0.4.  So  we  are  only  at  1.8,  and  I  cannot  get  to  the 
10  percent,  I  know  a  couple  of  the  other  ones. 

Nevertheless,  what  I  am  trying  to  do  is  figure  out,  at  least  in  my 
own  mind,  if,  in  fact,  we  are  going  to  limit  growth  to  4.6  percent, 
there  are  some  of  these  factors  we  have  no  control  over,  like  the 
utilization,  like  more  people  coming  on  to  the  system.  And  so  it  is 
like  punching  a  balloon.  Once  you  take  that  10  percent  and  you  re- 
strict it  to  a  small  portion  of  that  and  try  to  take  out  the  entire 
4.6  or  the  cuts  to  that,  it  is  going  to  really  be  a  hard  hitter  or  exac- 
erbate the  problem.  And  I  just  do  not  know  what  the  other  ones 
are.  I  will  share  with  you  the  ones  I  do  have:  1.4  for  increased  utili- 
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zation;  that  is,  people  turning  65;  0.4  for  an  increased  aging  popu- 
lation, which  equates  to  more  health  care  usage;  and  health  care 
inflation  of  3.4.  That  totals  5.2  and  I  need  another  4  percent,  and 
I  just  do  not  have  a  good  understanding. 

But  if  we  take  the  things  we  cannot  control  off  the  table,  then 
what  is  left  is  going  to  get  a  real  hit,  and  I  thought  you  might 
know  that.  But  we  will  have  to  get  those  figures. 

Mr.  McCrery.  There  is  no  question  that  this  is  going  to  be  dif- 
ficult to  do — and,  trust  me,  we  are  still  exploring  all  these  things. 
We  are  not  there  yet.  But  as  a  general  concept,  we  think  the  only 
way  to  get  there  is  to  allow  innovations  in  the  private  sector  to 
take  place  rather  than  have  the  government  micromanage  the 
health  care  system  as  we  have  done  for  the  last  30  years. 

Mr.  Kleczka.  Well,  if,  in  fact,  we  are  going  to  micromanage  the 
actual  voucher  amount,  then  we  are  going  to  have  to  do  some  look- 
see  at  the  other  portions.  Otherwise,  we  are  going  to  do  disaster 
to  those  out-of-pocket  expenses,  or  in  lieu  of  that,  people  are  just 
going  to  go  without.  And  I  think  no  one  wants  that  outcome. 

Mr.  McCrery.  No. 

Mr.  Kleczka.  But  if  you  look  at  the  private  health  care  costs  and 
plans  around  the  country,  we  have  not  seen  them  doing  much  bet- 
ter in  Medicare  over  the  years. 

Mr.  McCrery.  Over  the  years,  but  in  the  recent  couple  of  years, 
you  certainly  have  seen  much  better  performance,  much  better  effi- 
ciency in  the  private  sector. 

Mr.  Kleczka.  Well,  the  chart  I  had  yesterday  up  to  1993  showed 
that  Medicare  was  increasing  at  a  lower  rate  than  the  private 
plans. 

Mr.  McCrery.  But  you  saw  also  those  lines  converging  and  going 
in  opposite  directions. 

Mr.  Kleczka.  In  1993,  and  so  we  only  had  really  1-year  experi- 
ence. Thank  you  very  much. 

Mr.  Thomas,  thank  you  very  much. 

Chairman  Thomas.  I  thank  the  gentleman. 

I  want  to  thank  the  panel  very  much,  and  I  look  forward  to  your 
continued  input  as  we  try  to  completely  understand  the  problem 
and  work  toward  solutions. 

The  Chair  welcomes  the  next  panel  of  one:  The  Administrator  of 
the  Health  Care  Financing  Administration,  Dr.  Bruce  Vladeck. 
Nice  to  have  you  with  us,  Bruce.  Thank  you  for  being  here. 

I  will  tell  the  gentleman  from  Wisconsin  I  had  sent  a  letter  ask- 
ing if  the  Secretary  of  Health  and  Human  Services  might  be  with 
us,  might  have  generated  some  additional  press.  And  my  under- 
standing is  she  is  not  able  to  be  with  us,  and  Dr.  Vladeck  is  here. 

The  gentleman  from  California  informs  me  that  Dr.  Vladeck 
writes  her  speeches  anyway,  and  so  we  have  eliminated  the  middle 
woman,  and  it  is  a  pleasure  to  have  you  with  us.  Dr.  Vladeck.  Any 
written  testimony,  as  usual,  will  be  made  a  part  of  the  record,  and 
you  can  inform  us  in  any  way  you  see  fit  about  what  you  folks  are 
doing. 
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STATEMENT  OF  BRUCE  C.  VLADECK,  PH.D,  ADMINISTRATOR, 
HEALTH  CARE  FINANCING  ADMINISTRATION 

Mr.  Vladeck.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
the  opportunity  to  testify  before  you  today  on  approaches  to  re- 
structuring Medicare,  and  I  appreciate  the  sympathy  and  coopera- 
tion of  your  staff  in  dealing  with  some  scheduHng  exigencies  that 
affected  the  schedule  for  today.  I  do  appreciate  that. 

I  do  need  to  note  for  the  record  that  I  feel  we  are  all  poorer  for 
the  inability  of  the  Secretary  to  appear  here  today  rather  than  me, 
although,  as  you  know,  it  has  not  been  the  custom  for  executive 
branch  Cabinet  Members  to  appear  at  Subcommittee  hearings.  But 
it  is  always  my  pleasure  to  be  with  the  Subcommittee. 

As  the  30th  anniversary  of  the  enormously  successful  and  popu- 
lar Medicare  Program  approaches,  we  believe  we  should  approach 
any  Medicare  reform  agenda  with  a  healthy  respect  for  the  pro- 
gram's strengths  and  a  determination  to  preserve  the  fundamental 
health  security  it  offers  to  Americans. 

Medicare  is  universal.  All  Americans  count  on  health  security  in 
their  retirement  years. 

Medicare  is  always  available.  No  Americans  are  barred  because 
of  preexisting  conditions,  nor  are  they  charged  more  because  of 
their  age  or  health  status. 

Medicare  is  portable.  Coverage  continues  even  if  beneficiaries 
move  or  their  circumstances  change. 

Medicare  provides  choice,  which  is  especially  important  to  elderly 
and  disabled  beneficiaries,  many  of  whom  have  multiple  and  com- 
plex health  problems  and  have  long-established  relationships  with 
particular  physicians. 

This  administration  is  committed  to  preserving  these  essential 
strengths  even  while  we  pursue  reforms  to  make  the  program  even 
stronger  and  work  even  better  for  beneficiaries. 

I  would  like  to  testify  today  on  our  strategies  for  strengthening 
Medicare  by  expanding  beneficiary  choices,  enhancing  the  quality 
of  care,  and  improving  customer  services.  I  will  also,  Mr.  Chair- 
man, testify  on  the  administration's  strategy  for  containing  Medi- 
care costs,  extending  the  life  of  the  Medicare  Trust  Fund,  and  mov- 
ing toward  a  balanced  Federal  budget  in  a  way  that  is  consistent 
with  our  goal  of  protecting  beneficiaries  and  respecting  the  fun- 
damental social  contract  between  government  and  the  American 
people  that  Medicare  represents. 

Finally,  I  will  distinguish  our  reform  strategies  from  those  em- 
bodied in  the  discussions  of  Republican  alternatives  to  the  extent 
we  know  what  they  contain,  where  we  are  concerned  that  some  of 
the  proposals  being  discussed  would  fundamentally  undermine 
Medicare's  protections  and  harm  its  beneficiaries. 

We  believe  in  reforming  Medicare  in  order  to  make  it  work  better 
for  beneficiaries,  not  as  a  way  of  financing  tax  cuts  or  meeting 
other  nonhealth  care  objectives. 

Very  briefly,  in  our  strategy  for  reform  of  the  program,  we  think 
it  is  critical  to  give  beneficiaries  a  wide  range  of  choices  about 
which  they  have  good  information  in  a  fair  and  noncoercive  mar- 
ketplace. Just  a  few  weeks  ago,  we  announced  Medicare  choices,  a 
demonstration  program  designed  to  expand  the  types  of  managed 
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care  available  to  Medicare  beneficiaries  and  to  test  different  pay- 
ment methods. 

We  are  hopeful  that  Congress  this  year  will  enact  an  expansion 
in  the  range  of  managed  care  choices  for  Medicare  beneficiaries. 
But,  of  course,  one  can  never  take  the  outcome  of  congressional  ac- 
tion for  granted.  And  the  fact  is  that  from  Medicare's  perspective, 
we  do  not  have  very  much  experience  with  non-HMO  managed  care 
and  we  need  to  gain  that  as  quickly  as  possible. 

It  is  also  critical  that  we  learn  better  ways  to  pay  for  managed 
care,  and  we  are  currently  undertaking  a  number  of  steps  to  ex- 
plore alternate  payment  methodologies,  as  well  as  improving  our 
current  systems.  We  are  planning  to  test  competitive  pricing  as  an 
alternative  to  the  fixed-rate  AAPCC  arrangement.  The  best  evi- 
dence available  indicates  that  using  our  existing  payment  method, 
we  have  paid  more  for  comparable  populations  of  beneficiaries  than 
we  would  have  had  they  remained  in  the  fee-for-service  program. 
We  think  that  competitive  pricing  is  a  promising  idea.  We  would 
like  to  test  several  variants  of  it  in  different  geographic  areas,  and 
we  very  much  look  forward  to  working  with  Members  of  the  Sub- 
committee on  structuring  demonstrations,  since  we  do  believe  we 
need  specific  legislation  to  implement  such  a  demonstration. 

As  we  have  discussed  in  the  past,  we  also  want  to  work  with  you 
to  make  available  a  PPO  option  to  beneficiaries.  PPOs  have  proven 
to  be  very  popular  in  the  commercial  market.  As  we  envision  a 
PPO,  beneficiaries  would  face  nominal  copayments  if  they  stayed  in 
plan  but  would  have  the  option  to  go  to  any  physician  at  any  time 
if  they  were  willing  to  pay  additional  cost  sharing.  That  would  also 
require  a  change  in  statute. 

We  are  currently  developing  guidelines  under  existing  statutory 
authority  for  our  current  risk  contractors  to  offer  a  point-of-service 
option  which  will  be  implemented  next  year.  The  option  would  be 
similar  to  the  point-of-service  plans  that  HMOs  are  increasingly  of- 
fering in  the  commercial  marketplace  and  that  are  receiving  in- 
creasing acceptance  and  support. 

We  are  committed  to  ensuring  that  beneficiaries,  whether  they 
are  served  by  our  traditional  arrangements,  by  HMOs,  or  by  new 
mamaged  care  arrangements,  receive  high-quality  care.  We  are 
moving  on  a  number  of  fronts,  as  described  in  the  written  testi- 
mony, to  develop  better  quality  measures  and  better  consumer  in- 
formation. We  are  also  working  increasingly  in  collaboration  with 
leaders  in  the  private  sector  on  new  mechanisms  for  ensuring  the 
accountability  of  all  health  plans. 

Finally,  we  are  committed  to  improving  customer  service  and 
have  set  standards  of  service  that  meet  or  exceed  the  best  practices 
in  the  public  and  private  sectors.  We  are  increasingly  in  dialog 
with  beneficiaries  to  educate  them  about  the  programs  and  services 
available  under  Medicare  and  to  disseminate  reliable  data  to  foster 
informed  choices  about  their  health  care  needs  and  the  providers 
who  furnish  care. 

We  are  also  working  very  closely  with  our  contractors  to  better 
fulfill  our  responsibility  of  fiscal  stewardship.  We  have  recently 
sent  the  Congress  draft  legislation  to  establish  a  Benefit  Quality 
Assurance  Program  to  ensure  a  stable  level  of  funding  for  critical 
payment  safeguard  activities.  Operation  Restore  Trust,  the  health 
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care  antifraud  demonstration  announced  by  the  President  in  May, 
represents  a  major  effort  to  develop  better  methods  to  protect  the 
fiscal  integrity  of  both  Medicare  and  Medicaid. 

Many  of  the  operational  reforms  I  have  described  will  produce 
significant  long-term  savings,  but  the  President  is  also  committed 
to  reducing  the  growth  of  Medicare  outlays  in  the  shorter  term  as 
part  of  his  plan  to  achieve  a  balanced  Federal  budget.  The  adminis- 
tration has  offered  a  responsible  deficit  reduction  plan  that  bal- 
ances the  budget  and  strengthens  the  Medicare  Trust  Fund  while 
protecting  beneficiaries. 

It  is  based  on  three  fundamental  principles:  First,  we  must  pro- 
tect beneficiaries.  Beneficiaries  come  first.  We  do  not  believe  that 
Medicare  beneficiaries,  the  overwhelming  majority  of  whom  have 
incomes  of  $25,000  a  year  or  less,  should  be  forced  to  pay  thou- 
sands of  dollars  more  to  keep  their  current  health  care  arrange- 
ments or  to  finance  tax  cuts  for  the  wealthy.  We  believe  that  out- 
of-pocket  costs  are  already  too  high  for  those  age  65  and  older,  cur- 
rently accounting  for  as  much  as  21  percent  of  their  disposable  in- 
come. Massive  reductions  in  Medicare  spending  of  the  magnitude 
in  the  budget  resolution  achieved  by  shifting  costs  to  beneficiaries 
would  increase  the  financial  burden  precisely  on  the  Nation's  most 
vulnerable  elderly.  Furthermore,  almost  60  percent  of  senior  citi- 
zens rely  on  Social  Security  for  50  percent  or  more  of  their  income. 
We  believe  that  shifting  costs  to  beneficiaries  is  the  logical  and 
functional  equivalent  of  reducing  their  disposable  Social  Security 
income,  something  Members  of  all  parties  pledged  not  to  do  this 
past  spring. 

We  propose  a  plan  to  balance  the  Federal  budget  that  we  believe 
represents  a  reasonable  approach  to  ensure  Medicare's  financial 
solvency  into  the  21st  century.  We  propose  $124  billion  in  net 
spending  reductions  over  the  next  7  years  which  will  extend  the  life 
of  the  Federal  Hospital  Insurance  Trust  Fund  at  least  through  the 
year  2005. 

We  propose  no  new  increases  in  out-of-pocket  costs  for  bene- 
ficiaries, and  we  propose  enhancing  Medicare  benefits  by  providing 
respite  care  for  beneficiaries  with  Alzheimer's  disease  and  by  elimi- 
nating the  copayment  for  mammography  services. 

A  major  aspect  of  our  strategy  is  to  take  advantage  of  some  of 
the  changes  now  occurring  in  the  health  care  marketplace.  Histori- 
cally, Medicare  was  the  leader  in  health  care  cost  containment. 
However,  the  statutory  constraints  on  our  payment  rates  have  pre- 
cluded us  from  taking  advantage  of  some  of  the  changes  in  the 
market  as  rapidly  as  the  private  sector  has  done. 

For  example,  as  competition  for  services  has  increased  in  the  pri- 
vate sector,  employers  and  insurance  companies  are  increasingly 
demanding  large  discounts  on  charges  in  return  for  an  agreement 
to  send  patients  to  particular  providers.  Given  our  market  share, 
we  should  be  able  to  extract  discounts,  at  least  as  large  as  the  pri- 
vate sector  does,  in  a  wide  variety  of  setting. 

We  would  also  like  to  work  with  the  Subcommittee  to  establish 
competitive  bidding  for  certain  part  B  services,  such  as  clinical  lab- 
oratory services  and  certain  types  of  durable  medical  equipment, 
where  we  are  now  statutorily  forbidden  from  undertaken  such  com- 
petitive bidding. 
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We  believe  this  approach  represents  the  right  way  to  reform 
Medicare.  In  contrast,  $270  billion  in  Medicare  reductions  over  the 
next  7  years  is  the  wrong  way.  It  will  do  irreparable  damage  to 
beneficiaries  and  the  entire  health  care  system. 

Obviously,  we  are  working  with  only  very  limited  details  as  to 
how  these  savings  would  be  accomplished.  Looking  at  some  of  the 
paper  that  has  been  associated  with  the  Majority,  reported  in  the 
press,  and  circulated  to  various  people  in  town  suggests  that  Medi- 
care beneficiaries  would  be  required  to  pay  substantially  more  just 
to  keep  their  current  coverage  and  access  to  dollars.  For  example, 
in  variants  of  budget-related  documents,  anywhere  from  $400  to 
$600  more  a  year  in  part  B  premiums  would  be  necessary  for  Medi- 
care beneficiaries  by  the  year  2002,  plus  coinsurance  on  home 
health  and  skilled  nursing  care  that  would  cost  those  using  those 
services  who  are  disproportionately  poorer  and  older  than  other 
beneficiaries  more  than  $1,000  apiece  in  2002. 

Finally,  I  would  like  to  comment  on  the  notion  that  has  received 
a  lot  of  attention  these  days  to  convert  Medicare  into  a  so-called 
defined  contribution  or  voucher  program.  Instead  of  secure  Medi- 
care coverage  of  all  medically  necessary  care  from  the  providers  of 
their  choice,  beneficiaries  would  be  given  a  voucher  to  purchase 
medical  insurance  on  the  open  market.  Advocates  of  voucher-like 
approaches  often  suggest  that  Medicare  emulate  the  private  sector 
and,  therefore,  benefit  from  private  sector  growth  rates. 

CBO  estimates  the  private  sector  will  grow  by  about  7  percent 
per  capita  over  the  next  7  years.  The  Republican  budget  resolution 
would  require  a  growth  rate  of  less  than  5  percent  per  year  per 
capita  over  that  period. 

Under  those  circumstances,  the  value  of  a  voucher  would  very 
quickly  erode.  All  the  risk  of  increased  medical  care  costs  would  be 
borne  by  beneficiaries.  A  voucher  would  have  the  effect  of  coercing 
seniors  into  buying  less  coverage.  As  one  of  my  colleagues  described 
it,  you  pay  more  and  get  less.  We  do  not  believe  this  is  real  choice 
for  Medicare  beneficiaries. 

Even  if  vouchers  were  adequately  indexed,  however — and  there 
is  no  way  to  do  that  under  the  numbers  in  the  budget  resolution — 
our  experience  to  date  on  how  insurers  behave  relative  to  the  Medi- 
care population  raises  questions  about  what  would  happen  under 
a  voucher  system.  Indeed,  Medicare  exists  in  the  first  place  because 
in  the  past  insurers  did  not  make  coverage  available  to  the  most 
vulnerable  elderly,  except  at  prohibitively  high  premiums. 

In  principle,  one  could  establish  a  set  of  market  rules  that  would 
prevent  risk  selection,  cherrypicking,  and  discriminatory  practices. 
In  fact,  the  draft  working  document  that  has  circulated  seems  to 
acknowledge  this,  with  enormous  mandates  on  the  Secretary  to 
regulate  this  type  of  behavior.  It  is  hard  for  us  to  square  the  mech- 
anisms that  would  be  necessary  to  make  a  real  voucher  market 
work  with  the  current  antiregulatory  agenda  being  pursued  by 
much  of  this  Congress. 

Even  more  basically,  there  is  a  very  strong  correlation  among 
Medicare  beneficiaries,  as  there  is  in  most  populations,  between  in- 
come and  health  status.  Our  poorest  beneficiaries  are  also  our  sick- 
est. A  poorly  designed  voucher  system  could  systematically  dis- 
advantage the  most  vulnerable. 
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There  is  a  right  way  and  a  wrong  way  to  reform  Medicare.  The 
right  way  is  to  protect  beneficiaries'  access  to  care  and  to  strength- 
en the  part  A  trust  fund  while  pursuing  the  broader  goal  of  bal- 
ancing the  Federal  budget  in  a  reasonable  timeframe.  The  wrong 
way,  the  way  contained  in  the  budget  resolution,  would  demolish 
the  basis  protections  embodied  in  the  Medicare  Program  in  order 
to  finance  tax  cuts.  We  believe  the  right  way  is  more  consistent 
with  rational  health  policy,  fiscal  prudence,  and  the  overwhelming 
preferences  of  the  American  people. 

I  thank  you  again  for  the  opportunity  to  testify.  I'm  happy  to  an- 
swer any  questions  you  might  have. 

[The  prepared  statement  follows:] 


213 


STATEMENT  OF  BRUCE  C.  VLADECK,  PH.D. 
ADMINISTRATOR,  HEALTH  CARE  FINANCING  ADMINISTRATION 


Thank  you  for  the  opportxinity  to  testify  today  on  approaches 
to  restructuring  Medicare.     As  the  30th  anniversary  of  this 
enormously  successful  and  enormously  popular  program  approaches, 
we  should  approach  any  Medicare  reform  agenda  with  a  healthy 
respect  for  the  Medicare  program's  strengths  and  a  determination 
to  preserve  the  fundamental  health  security  it  offers  Americans. 

Medicare  is  universal.     Because  of  the  contract  this  nation 
made  with  its  citizens  in  1965,  all  Americans  —  no  matter  how 
rich  or  poor,  no  matter  how  important  or  humble  —  can  count  on 
health  security  in  their  retirement  years  or  in  the  event  of  a 
severe  disability. 

Medicare  is  always  available.  Americans  are  not  barred  from 
Medicare  due  to  preexisting  conditions,  nor  are  they  charged  more 
for  Medicare  because  of  their  age  or  health  status. 

Medicare  is  portedsle.     It  costs  beneficiaries  the  same 
amount  and  covers  the  seime  services,  no  matter  where  they  live  or 
how  their  personal  circumstances  might  change. 

And,  Medicare  provides  choice.     It  is  especially  important 
to  elderly  and  disabled  beneficiaries,  many  of  whom  have  multiple 
and  complex  health  problems,  to  be  able  to  select  their  own 
doctors . 

This  Administration  is  committed  to  preserving  these 
essential  strengths  of  the  Medicare  program,  even  while  we  pursue 
reforms  to  make  the  program  even  stronger  and  more  beneficial  to 
the  37  million  Americans  it  serves  today.     In  particular,  I  would 
like  to  testify  today  on  our  strategies  for  strengthening 
Medicare  by  expanding  beneficiary  choices,  enhancing  the  quality 
of  care  and  consumer  information,  and  improving  customer  service. 

In  addition,  I  will  testify  on  the  Administration's  strategy 
for  containing  Medicare  costs,  extending  the  life  of  the  Medicare 
trust  fund,  and  moving  toward  a  balanced  federal  budget  —  a 
strategy  that  is  consistent  with  our  goal  of  protecting 
beneficiaries  and  respecting  Medicare's  social  contract. 

Finally,  I  will  distinguish  our  reform  strategies  from  those 
of  Congressional  Republicans  which  we  believe  would  fundamentally 
undermine  Medicare's  protections  and  harm  its  beneficiaries. 

I.       THE  ADMIHISTRATION'8  STRATEGY  FOR  REFORM 

Since  we  came  into  office  30  months  ago,  the  Clinton 
Administration  has  pursued  a  multi-faceted  approach  to  reforming 
Medicare  in  the  context  of  our  efforts  toward  broader  health  care 
reform.    We  are  increasing  the  number  of  beneficiaries  and  plans 
participating  in  Medicare  managed  care  and  are  testing  new 
managed  care  options.    To  make  possible  well-informed  decisions 
by  our  beneficiaries,  we  are  developing  improved  consumer 
information  and  quality  measures.     Finally,  we  are  continuing  our 
efforts  to  improve  customer  service. 

A.      Giving  Beneficiaries  More  Choices 

Over  the  past  two  years.  Medicare  managed  care  enrollment 
has  increased  dramatically.     In  the  first  six  months  of  1995  we 
have  already  seen  a  nine  percent  increase  in  managed  care 
enrollment,  an  acceleration  over  last  year's  annual  rate  of  16 
percent  growth.     Currently,  9.5  percent  of  all  Medicare 
beneficiaries  —  over  3.5  million  people  —  have  chosen  to  enroll 
in  managed  care  plans.     Seventy-four  percent  of  Medicare 
beneficiaries  have  access  to  a  managed  care  plan,  and  57  percent 
have  a  choice  between  two  or  more  plans. 

More  than  250  managed  care  organizations  currently  contract 
with  the  Health  Care  Financing  Administration  (HCFA)  to  serve 
Medicare  beneficiaries,  including  165  that  do  so  on  a  risk  basis. 
Interest  in  the  Medicare  managed  care  program  continues  to 
increase.    In  the  last  three  weeks  alone,  we  received  17  new 
applications.    Much  of  the  recent  growth  in  new  contracts  has 
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been  in  regions  that  have  not  had  a  strong  Medicare  managed  care 
presence  in  the  past. 

As  you  know,  however,  most  of  the  growth  in  managed  care  in 
the  private  sector  in  recent  years  has  involved  plans  other  than 
traditional  closed  HMOs.    The  centerpiece  of  our  reform  strategy 
is  making  such  choices  available  to  Medicare  beneficiaries.  We 
believe  beneficiaries  should  have  a  wide  range  of  choices  and 
good  information  in  a  fair  and  non-coercive  marketplace. 

"Medicare  Choices" 

Just  a  few  weeks  ago,  we  announced  "Medicare  Choices,"  a 
demonstration  program  designed  to  expand  the  types  of  managed 
care  plans  available  to  Medicare  beneficiaries  and  to  test 
different  payment  methodologies.    HCFA  has  invited  a  wide  variety 
of  managed  care  organizations  to  participate  in  this 
demonstration,  including  preferred  provider  organizations  (PPOs) , 
HMOs,  and  integrated  delivery  systems. 

Nine  geographic  areas  have  been  targeted  for  the 
demonstration:    Jacksonville,  Florida;  Sacramento,  California; 
Hartford,  Connecticut;  Philadelphia,  Pennsylvania;  Atlanta, 
Georgia;  New  Orleans,  Louisiana;  Columbus,  Ohio;  Louisville, 
Kentucky;  and  Houston,  Texas.    We  chose  these  markets  to  build  on 
the  strong  base  of  private  sector  plans  currently  available  in 
these  communities.    We  will,  however,  accept  applications  from 
innovative  plans  in  other  areas,  and  we  are  particularly 
interested  in  those  that  offer  to  extend  coverage  to  rural  areas 
and  those  that  emphasize  primary  care  case  management. 

Pre-application  forms  have  already  been  distributed  to  over 
a  thousand  interested  organizations.     Based  on  the  response  to 
these  initial  forms,  selected  plans  will  be  Invited  to  submit 
more  detailed  final  applications  in  the  Fall,  and  we  anticipate 
enrollments  will  begin  early  next  year. 

New  Pricing  Approaches 

We  are  also  exploring  alternative  payment  methodologies  and 
improvements  to  our  current  payment  systems  for  managed  care. 

For  example,  we  are  planning  to  test  competitive  pricing  as 
an  alternative  to  the  Adjusted  Average  Per  Capita  Cost  (AAPCC) 
payment  methodology,  which  is  now  used  to  establish  Medicare's 
payment  to  entitles  that  accept  full  risk  for  paying  for  patient 
care.    The  AAPCC  payment  methodology,  required  by  statute,  has 
long  been  a  source  of  discontent.    Plans  have  been  concerned  with 
the  AAPCC 's  adequacy,  stability,  and  equity.    The  best  evidence 
available  indicates  that  Medicare,  using  this  methodology,  has 
paid  more  than  it  would  pay  for  comparable  populations  of 
beneficiaries  who  remain  in  the  fee-for-servlce  program. 

We  think  that  competitive  pricing  is  a  promising  idea,  and 
we  would  like  to  test  variants  of  it  in  a  number  of  geographic 
areas.    We  would  be  Interested  in  working  with  the  Subcommittee 
on  the  structure  of  a  competitive  pricing  demonstration  since 
specific  legislation  will  be  necessary  to  implement  this 
demonstration . 

HCFA  has  entered  into  discussions  with  Kaiser  Permanente  to 
develop  a  demonstration  of  an  alternative  risk  payment 
methodology  based  on  rates  established  by  competition  in  the 
commercial  (non-Medicare)  marketplace.    Rates  offered  to 
commercial  accounts  would  be  adjusted  for  the  Medicare  benefit 
package  and  the  higher  risk  of  serving  Medicare  enrollees. 

For  the  past  decade,  HCFA  has  been  a  leader  in  supporting 
research  to  develop  health  status  adjusters  for  risk  payments. 
Current  research  efforts  should  soon  produce  health  status 
adjusters  that  can  be  used  on  a  pilot  or  demonstration  basis. 
HCFA  has  also  undertaken  a  demonstration  project  in  which  we  are 
working  colleiboratively  with  participating  HMOs  in  Seattle  to 
develop  a  high-cost  outlier  pool  risk-adjustment  mechanism. 

Finally,  HHS  is  working  with  the  HMO  industry  to  explore 
their  technical  concerns  with  the  AAPCC  methodology.  For 
example,  the  industry  has  expressed  Interest  in  using 
Metropolitan  Statistical  Areas  (MSAs)  rather  than  counties  for 
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geographically  adjusting  Medicare's  payment  rate  to  HMOs, 
y^w  Qptjons 

As  I  previously  explained  to  the  Subcommittee,  we  also  want 
to  make  available  to  beneficiaries  a  PPO  option.    This  option  has 
proven  to  be  very  popular  in  the  commercial  market.    Under  the 
PPO  option,  beneficiaries  would  face  nominal  copayments  if  they 
stayed  in  plan  but  would  have  the  option  to  go  to  any  physician 
at  any  time,  if  they  were  willing  to  pay  the  additional  cost- 
sharing.     Implementing  such  a  change  would  require  a  change  in 
statute. 

HCFA  is  also  currently  developing  guidelines,  under  existing 
statutory  authority,  for  current  risk  contractors  to  offer  a 
"point-of-service"  (POS)  option,  with  implementation  anticipated 
for  the  1996  contract  year.    The  option  would  be  similar  to 
"point-of-service"  plans  that  HMOs  offer  in  the  commercial 
marketplace.  > 

B.      Quality  Measures  and  Consumer  Information 

HCFA  is  committed  to  ensuring  that  beneficiaries  —  whether 
they  are  served  by  traditional  Medicare,  HMOs,  or  one  of  the  new 
managed  care  options  described  above  —  receive  high  quality 
care.    A  major  facet  of  our  strategy  for  Medicare  reform  involves 
the  development  of  quality  measures  and  enhanced  consumer 
information. 

As  I  mentioned  to  this  Subcommittee  in  March,  HCFA  has 
reinvented  and  modernized  its  Medicare  fee-for-service  quality 
assurance  and  improvement  activities  under  our  Health  Care 
Quality  Improvement  Program  (HCQIP) .     HCQIP  gives  providers  the 
tools  to  achieve  continuous  quality  improvement,  allows  for  the 
external  monitoring  of  how  well  providers  are  improving  quality, 
and  supports  the  development  of  quality  improvement  projects 
throughout  the  country. 

We  are  equally  interested  in  assuring  that  as  Medicare 
managed  care  options  evolve,  we  have  adequate  measures  in  place 
to  assure  quality  of  care.    As  Medicare  beneficiaries'  options 
expand,  beneficiaries  will  require  reliable  information  to  make 
well-informed  choices  eOsout  their  health  care.    We  are  working  on 
a  number  of  fronts  simultaneously  to  achieve  this  goal. 

For  exaunple,  HCFA,  together  with  the  Department  of  Defense 
and  the  Federal  Employees  Health  Benefits  Program,  has  joined 
private  sector  health  purchasers,  including  GTE,  AT&T,  and 
PepsiCo,  to  explore  the  formation  of  a  new  organization  for 
quality  improvement  and  managed  care  accounteibility.     This  group 
represents  more  than  80  million  insured  individuals.    The  group 
will  leverage  the  collective  buying  power  of  the  participating 
organizations  to  ensure  that  our  beneficiaries'  needs  are  met  and 
to  eliminate  unnecessary  duplication  of  individual  quality 
improvement  and  accountability  efforts.    We  expect  our  efforts  to 
complement  the  initiatives  of  existing  quality  assurance  and 
accrediting  organizations,  such  as  the  National  Committee  for 
Quality  Assurance  (NCQA)  and  the  Joint  Commission  on 
Accreditation  of  Healthcare  Organizations  (JCAHO) ,  and  have 
received  their  support. 

HCFA  also  plans  to  collaborate  with  the  NCQA,  with  the 
support  of  the  Kaiser  Family  Foundation,  to  modify  the  Health 
Plan  Employers  Data  and  Information  Set  (HEDIS)  to  incorporate 
measures  more  germane  to  the  Medicare  population. 

In  May  1995,  we  launched  a  pilot  test  of  the  three  core 
performance  measures,  developed  by  the  Delmarva  Foundation  and 
Harvard  University,  to  be  used  by  Peer  Review  Organizations 
(PROS)  in  their  external  review  of  HMOs.    The  Delmarva  contract 
was  intended  to  help  HCFA  and  the  PROS  shift  from  the  current 
retrospective  case  review  method  of  HMO  oversight  to  one  based  on 
outcomes  measurement  and  continuous  quality  improvement. 

At  this  stage  in  the  evolution  of  measures  of  plan  quality, 
there  is  no  single  best  approach.    We  intend  to  continue  to  work 
with  a  broad  range  of  private  sector  organizations,  as  well  as 
pursuing  our  own  developmental  work,  to  move  forward  as  quickly 
as  possible. 
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C.      Improve  Customer  Service. 

In  everything  HCFA  does,  we  are  focused  on  our  strong 
conanitment  to  improve  customer  service.     To  meet  the  President's 
call  for  increased  customer  satisfaction,  we  have  set  standards 
of  service  that  meet  or  exceed  the  best  practices  in  the  public 
and  private  sectors.     Today's  HCFA  is  a  significantly  different 
organization  from  that  of  just  two  years  ago.    As  we  have 
embraced  an  ethic  of  customer  service  and  beneficiary  outreach, 
we  have  reinvented  our  agency  to  cultivate  a  consumer- focused 
workforce  and  partnership,  responsive  to  the  changing  needs  of 
our  beneficiaries. 

Under  our  consumer  information  strategy,  we  are  improving 
opportunities  to  develop  a  dialogue  with  beneficiaries,  to 
educate  them  about  the  programs  and  services  available  under 
Medicare,  and  to  disseminate  reliable  data  to  foster  informed 
beneficiary  choices  about  their  health  care  needs  and  the 
providers  who  furnish  care. 

With  the  assistance  of  our  contractors,  we  are  redesigning 
our  Explanation  of  Medicare  Benefits  (EOMB)  form  to  consolidate 
Part  A  and  Part  B  notices  into  a  single,  standardized,  easy  to 
understand  benefits  summary. 

We  have  already  totally  revised  the  way  in  which  we  evaluate 
Medicare  contractors  to  encourage  better  customer  service,  and  we 
will  also  be  proposing  legislation  to  change  the  way  we  contract 
with  fiscal  intermediaries  and  carriers  to  make  them  more  service 
oriented  —  to  both  better  adapt  to  changing  program  needs  and 
improve  the  cost-effectiveness  of  the  Medicare  contractor  budget. 

We  are  also  collaborating  with  contractors  to  fulfill  our 
responsibility  of  fiscal  stewardship.    The  Secretary  has  recently 
sent  to  Congress  draft  legislation  to  establish  a  Benefit  Quality 
Assurance  Program  (BQAP)  to  ensure  a  stable  level  of  funding  for 
our  critical  payment  safeguard  activities.     The  legislation  would 
enhance  our  ability:   (1)  to  educate  providers  regarding  payment 
integrity  and  benefit  quality  assurance;   (2)  to  determine  those 
situations  in  which  Medicare  should  have  been  a  secondary  payer 
and  recover  payments  that  should  not  have  been  made;   (3)  to 
target  our  cost  report  auditing  priorities  toward  focused  field 
reviews  which  provide  a  high  return  on  investment;  and  (4)  to 
develop  clear  medical  and  utilization  review  policies  and 
communicate  those  policies  to  providers. 

Operation  Restore  Trust,  the  health  care  anti-fraud 
demonstration  announced  by  the  President  in  May,  is  a  major 
effort  to  develop  better  methods  to  protect  the  fiscal  integrity 
of  the  Medicare  and  Medicaid  programs.    An  interdisciplinary  team 
from  HCFA,  the  Office  of  the  Secretary,  the  HHS  Inspector 
General,  the  Department  of  Justice,  State  governments,  and  the 
private  sector  will  test  the  most  effective  approaches  to  combat 
fraud,  waste,  and  abuse  associated  with  certain  Medicare  and 
Medicaid  providers  and  suppliers.    The  demonstration  will  target 
five  States  (New  York,  Florida,  Illinois,  Texas,  and  California) 
that  accovmt  for  more  than  a  third  of  all  Medicare  beneficiaries 
in  the  country  and  nearly  40  percent  of  all  Medicaid  recipients. 


II.     THE  ADMINISTRATION'S  STRATEGY  FOR  COST  CONTAINMENT 

Many  of  the  operational  reforms  I  have  described  will 
produce  significant  long-term  savings,  but  the  President  is  also 
committed  to  reducing  the  growth  of  Medicare  outlays  in  the 
shorter  term  as  part  of  his  plan  to  achieve  a  balanced  federal 
budget.     The  Administration  has  offered  a  responsible  deficit 
reduction  plan  that  balances  the  budget  and  strengthens  the 
Medicare  trust  fund  while  protecting  beneficiaries. 

The  Administration  has  a  three-pronged  strategy  for 
controlling  costs  in  Medicare.     First,  we  need  to  protect 
beneficiaries'  access  to  affordable,  quality  health  care. 
Second,  necessary  reductions  in  Medicare  should  serve  to  extend 
the  solvency  of  the  Hospital  Insurance  (HI)  Trust  Fund.  Third, 
we  want  to  take  advantage  of  changes  in  the  health  care 
marketplace. 
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A.  Protect  Beneficiaries 

Beneficiaries  come  first.    We  do  not  believe  that  Medicare 
beneficiaries,  the  majority  of  whom  have  incomes  of  $25,000  or 
less,  should  be  forced  to  pay  thousands  of  dollars  more  to  keep 
Medicare  in  order  to  finance  the  tax  cuts  for  the  wealthy. 

Out-of-pocket  costs  are  already  too  high  for  those  aged  65 
etnd  older,  currently  accounting  for  21  percent  of  their  income. 
Massive  reductions  in  Medicare  spending  of  the  magnitude  in  the 
Republican  budget  resolution  achieved  by  shifting  costs  to 
beneficiaries  would  increase  the  financial  burden  on  the  nation's 
most  vulnereible  elderly.    Furthermore,  almost  60  percent  of 
senior  citizens  rely  on  Social  Security  for  50  percent  or  more  of 
their  income.    Shifting  costs  to  these  beneficiaries  is  the 
equivalent  of  reducing  their  Social  Security  checks. 

Medicare  has  made  significant  contributions  to  improving  the 
health  status  of  the  nation's  elderly  and  dised^led.  Significant 
increases  in  beneficiaries'  out-of-pocket  costs  could  cause  them 
to  forgo  needed  health  care  services  and  might  result  in  erasing 
some  of  the  gains  in  health  status  that  have  been  achieved  since 
the  implementation  of  Medicare. 

B.  Focus  Deficit  Reduction  Efforts  on  Preserving  Medicare 

The  President  has  proposed  a  plan  to  balance  the  Federal 
budget  that  presents  a  reasonable  approach  to  ensure  Medicare's 
financial  solvency  into  the  21st  century.    The  proposal  includes 
$124  billion  in  net  spending  reductions  over  the  next  seven  years 
euid  extends  the  life  of  the  HI  trust  fund  through  at  least  the 
year  2005. 

The  plan  contains  no  new  increases  in  out-of-pocket  costs 
for  beneficiaries,  but  does  revise  the  Medicare  benefit  package 
by  providing  respite  care  for  beneficiaries  with  Alzheimer's 
disease  and  by  eliminating  the  copayment  for  maunmography 
services. 

C.  Take  Advantage  of  Private  Sector  Innovations 

A  major  aspect  of  our  cost-containment  strategy  will  be  to 
take  advantage  of  some  of  the  changes  now  occurring  in  the  health 
care  marketplace.    Medicare  has  historically  been  a  leader  in 
cost  containment.     The  prospective  payment  system  for  hospitals 
and  the  physician  fee  schedule  for  physicians  were  groundbreaking 
payment  systems  that  have  become  the  basis  for  many  payment 
systems  in  the  private  sector.     However,  the  statutory 
constraints  on  Medicare's  payment  rates  preclude  us  from  taking 
advantage  of  changes  in  the  market  as  rapidly  as  the  private 
sector  has  done. 

For  example,  competition  for  services  has  increased 
substantially  in  the  private  sector,  with  employers  and  insurance 
companies  demanding  large  discounts  on  charges  in  return  for  an 
agreement  to  send  patients  to  those  providers.    Given  Medicare's 
large  market  share,  we  should  be  able  to  extract  discounts,  as 
the  private  sector  does,  in  a  wide  variety  of  settings. 

We  also  would  like  to  work  with  the  Stibcommittee  to 
establish  competitive  bidding  for  certain  Part  B  services,  such 
as  clinical  letboratory  and  certain  types  of  dur2d>le  medical 
equipment  (DME) .    HCFA  is  now  statutorily  prohibited  from 
engaging  is  such  competition. 


III.     ALTBRHATIVB  PROPOSALS  FOR  MEDICARE  REFORM 

We  believe  our  plan  for  Medicare  represents  the  right  way  to 
balance  beneficiary  needs,  program  modernization  and  deficit 
reduction.    In  contrast,  the  Republican  plan  to  cut  $270  billion 
from  Medicare  over  the  next  seven  years  is  the  wrong  way.  It 
will  do  damage  to  beneficiaries  and  the  entire  health  care 
system. 

The  $270  billion  in  Medicare  cuts  that  the  Republicans  have 
proposed  is  three  times  anything  previously  enacted.    A  quick 
review  of  the  Republican  Medicare  reform  working  document 
suggests  that  Medicare  beneficiaries  would  be  required  to  pay 
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substantially  more  just  to  keep  their  current  coverage  and  access 
to  their  doctors.    Specifically,  preliminary  HCFA  estimates  show 
that  such  beneficiaries  would  need  to  pay  $403  more  in  Part  B 
premi\ims  than  they  would  under  the  President's  plan  in  2002. 
Additionally,  they  would  face  new  coinsurance  on  home  health  and 
skilled  nursing  care  that  would  cost  the  average  person  using 
these  services  in  excess  of  $1,000  for  each  benefit  in  2002. 

Aw^rig^n  Mfaipal  Asspgiatjon  Prppose^i 

Another  wrong  way  to  reduce  Medicare  spending  is  contained 
in  the  proposal  by  the  American  Medical  Association  (AMA)  to  end 
the  current  safeguards  on  beneficiary  liability  for  charges  for 
physician  services.    Extra  billing  limits  give  beneficiaries 
financial  protection  against  unlimited  charges  by  physicians. 
Under  the  AMA  proposal,  physicians  would  be  allowed  to  charge 
beneficiaries  an  unlimited  amovint  over  and  above  what  Medicare 
pays  for  a  service.    A  preliminary  estimate  is  that  removal  of 
the  extra  billing  limits  could  cost  beneficiaries  more  than  $900 
in  out-of-pocket  costs  in  the  year  2002  alone. 

Medicare  has  had  limits  on  what  physicians  can  charge  since 
1984.    The  current  extra  billing  limits  were  an  essential  part  of 
the  physician  payment  reform  package  esteJslished  in  1989,  which 
consisted  of  (1)  a  fee  schedule,   (2)  extra  billing  limits,  and 
(3)  the  Medicare  volume  performance  system.    The  AMA  strongly 
supported  the  fee  schedule,  which  was  explicitly  designed  to 
rearrange  Medicare  physician  payments  across  procedures  and 
geographic  areas  while  remaining  budget  neutral.    The  extra 
billing  limits  were  an  integral  companion  of  the  fee  schedule, 
providing  essential  protection  for  beneficiaries  in  these 
circumstances  —  otherwise  any  losing  physician  could  simply 
shift  the  cost  to  the  beneficiary. 

We  believe  that  the  AMA's  new  proposal  to  repeal  the  limits 
on  how  much  physicians  can  charge  beneficiaries  calls  into 
question  the  entire  political  compromise  represented  by  the 
Medicare  physician  payment  reform  and  is  nothing  short  of 
outrageous . 

VQU<?hgr  PrpPQsals 

Finally,  I  would  like  to  comment  specifically  on  the 
Repi^blican  proposals  to  convert  Medicare  into  a  "defined 
contribution"  or  "voucher"  program.    Instead  of  secure  Medicare 
coverage  for  all  medically  necessary  care  from  the  provider  of 
their  choice,  beneficiaries  would  be  given  a  voucher  to  purchase 
medical  insurance  on  the  open  market. 

Advocates  of  voucher-like  approaches  frequently  suggest  that 
Medicare  should  emulate  the  private  sector  and  therefore  benefit 
from  private-sector-like  growth  rates.    CBO  data  indicate  that 
the  private  sector  per  capita  growth  rate  would  be  7.1  percent 
from  1996-2002.    However,  the  Republican  Budget  Resolution  would 
require  an  incredibly  tight  4.9  percent  per  capita  growth  rate 
for  Medicare. 

Constraining  the  costs  of  providing  care  for  a  much  more 
vulnereible  Medicare  population  to  a  rate  of  increase  so  much 
smaller  than  that  of  the  private  sector  is,  at  best,  unrealistic. 
The  resulting  impact  would  be  that  the  value  of  the  voucher  would 
very  quickly  erode.    Beneficiaries  would  be  forced  to  pay  a 
substantial  new  "premium"  for  exercising  the  choice  to  buy  a 
policy  that  covers  what  Medicare  covers  today.    Such  an  approach 
would  put  all  the  risk  of  increased  medical  care  costs  on  the 
beneficiaries . 

In  view  of  the  fact  that  75  percent  of  Medicare 
beneficiaries  have  incomes  below  $25,000,  most  seniors  will  find 
it  extremely  difficult  to  pay  these  additional  amounts  to  keep 
their  current  Medicare  benefits.    The  Republican  voucher  proposal 
would  likely  coerce  many  seniors  into  buying  less  coverage  —  for 
example  a  medical  savings  account-like  policy  with  a  $10,000 
deductible  that  Republicans  also  are  advocating. 

If  beneficiaries  wanted  not  only  to  retain  their  current 
level  of  Medicare  benefits,  but  also  to  remain  in  traditional 
fee-for-service  Medicare  so  that  they  could  continue  to  see  their 
own  doctors,  their  out-of-pocket  costs  could  be  much,  much 


219 


greater.    Especially  If  adverse  selection  meant  that  sicker 
people  were  more  likely  to  want  fee-for-service  coverage,  the 
cost  of  traditional  Medicare  coverage  could  skyrocket. 

In  short,  the  choice  beneficiaries  would  face  under  the 
Republican  voucher  plan  would  be  to  either  pay  significantly  more 
or  to  get  significantly  less.    We  do  not  believe  that  this  is  the 
type  of  choice  Medicare  beneficiaries  seek. 

Even  if  the  Republicans  vouchers  were  adequately  indexed, 
however,  we  have  other  concerns.    First,  for  the  Republiceui 
voucher  system  to  work  properly,  there  should  be  a  wide  range  of 
plans  available  to  Medicare  beneficiaries,  and  beneficiaries 
would  not  be  denied  enrollment  because  of  their  medical 
conditions  or  subjected  to  pre-existing  condition  requirements. 
Our  experience  to  date  on  how  insurers  behave  vis-a-vis  the 
Medicare  population  raises  questions  about  how  insurers  might 
behave  under  a  voucher  system.    Indeed,  the  Medicare  program  was 
created  30  years  ago  precisely  because  insurers  did  not  make 
coverage  available  to  the  elderly  except  at  prohibitively  high 
premiums,  and  insured  persons  were  at  risk  of  losing  their 
coverage  after  a  serious  illness. 

The  problems  in  the  current  "Medigap"  market  illustrate  some 
of  the  problems  that  could  be  expected  to  arise  if  the  health 
insurance  market  were  not  properly  regulated.    After  the  creation 
of  Medicare,  insurers  began  to  offer  Medigap  policies  to  the 
elderly  to  fill  in  the  "gaps"  in  Medicare.    Medigap  policies 
cover  Medicare  deductible  and  coinsurance  costs,  and  some  cover 
extra-billing  by  physicians  and  outpatient  prescription  drugs. 
The  current  market  provides  incentives  to  avoid  risks  by  health 
screening  or  using  medical  underwriting  criteria  to  offer 
coverage  only  at  an  unaffordable  price.    They  also  estzdslish 
premiums  that  climb  steadily  as  the  beneficiary  ages  and  becomes 
more  likely  to  need  expensive  medical  services,  and  hence  to  need 
Medigap  insurance. 

Of  course,  in  principle,  one  could  establish  a  set  of  market 
rules  that  would  prevent  such  behavior.    In  fact,  the  Republican 
Medicare  restructuring  document  seems  to  acknowledge  this  by 
directing  the  Secretary  to  regulate  this  type  of  behavior  in 
numerous  instances  throughout  the  docviment.    This  is  ironic  in 
light  of  the  anti-regulatory  agenda  currently  pursued  by  many  in 
Congress. 

Even  more  basically,  there  is  a  strong  correlation  among 
Medicare  beneficiaries  —  as  in  most  populations  —  between 
income  emd  health  status.    Our  poorest  beneficiaries  are  also  our 
sickest.    A  poorly  designed  voucher  system  could  systematically 
disadvantage  the  most  vulnerable. 

IV.  CONCLUSION 

There  is  right  way  and  a  wrong  way  to  reform  Medicare.  The 
right  way  is  to  protect  beneficiaries'  access  to  quality  care  and 
strengthen  the  HI  Trust  Fund  while  pursuing  the  broader  goal  of 
balancing  the  Federal  budget  in  a  reasonable  time  frame.  The 
wrong  way  —  the  way  the  Republican  budget  resolution  has  turned 
—  would  demolish  the  basic  protections  embodied  in  Medicare  in 
order  to  finance  tax  cuts  for  the  wealthy.    We  believe  that  the 
right  way  is  more  consistent  with  rational  health  policy,  fiscal 
prudence,  and  the  overwhelming  preferences  of  the  American 
people. 

Thank  you  for  the  opportunity  to  testify  on  this  important 
subject.     I  would  be  happy  to  answer  any  questions  you  may  have. 
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Chairman  Thomas.  Thank  you  very  much,  Doctor. 

Does  the  gentlewoman  from  Connecticut  wish  to  inquire? 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman.  And  welcome,  Dr. 
Vladeck.  It  is  a  pleasure  to  be  getting  to  the  point  where  we  can 
be  somewhat  more  specific  about  the  changes  that  have  to  be 
adopted  in  order  to  protect  Medicare  for  the  seniors  of  America  and 
to  assure  its  presence  for  future  retirees. 

I  was  interested  and  I  am  very  pleased  that  you  really  are  going 
to  get  out  there  and  work  with  competitive  bidding  and  more  real- 
istic risk  contracts  and  so  on  and  so  forth.  I  do  want  to  clear  up 
one  fact  in  your  testimony  because  I  think  it  is  an  important  one. 
It  is  one  that  I  think  we  understand  differently,  but  I  am  not  sure 
from  the  way  you  have  used  it. 

In  your  testimony,  you  mention  that  currently  there  are  only  9.5 
percent  of  Medicare  beneficiaries  enrolled  in  managed  care  plans. 
To  be  enrolled  in  a  managed  care  plan,  that  managed  care  plan  has 
to  have  completed  a  Medicare  risk  contract  with  the  government. 
Isn't  that  so? 

Mr.  Vladeck.  No,  Mrs.  Johnson.  That  includes  our  cost  contrac- 
tors and  our  so-called  health  care  prepajnnent  plans,  which  also 
have  contracts  with  us  but  which  are  not  paid  on  a  risk  basis. 

Mrs.  Johnson.  But  a  senior  cannot  just  join  a  managed  care 
plan.  It  has  to  be  one  of  the  ones  that  has  a  contract  with  the  gov- 
ernment. 

Mr.  Vladeck.  That  is  correct. 

Mrs.  Johnson.  So  not  only  9.5  percent  of  Medicare  beneficiaries 
are  in  a  managed  care  plan.  You  follow  that  statement  with  a 
statement  that  74  percent  of  Medicare  beneficiaries  have  access. 
Now,  they  do  live  in  areas  of  the  country  where  there  are  managed 
care  choices,  but  in  many  of  those  areas  of  the  country,  there  are 
not  Medicare  risk  contracts  available. 

Mr.  Vladeck.  In  metropolitan  areas  accounting  for  74  percent  of 
the  beneficiary  population,  we  have  contracts  with  managed  care 
plans  for  Medicare.  They  are  not  risk  contracts  in  every  instance. 
Some  are  cost  contracts.  But  in  almost  every  one  of  those  commu- 
nities, there  is  the  full  HMO  that  is  seeking  to  enroll  Medicare 
beneficiaries. 

Mrs.  Johnson.  I  think  this  is  important  to  get  clear.  What  you 
are  saying  is  that  for  74  percent  of  the  population,  they  live  in  a 
region  where  there  is  a  Medicare  risk  contract  or  some  other  Medi- 
care managed  care  contract.  The  problem  is  that  there  is  often  no 
more  than  one  or  two.  There  is  not  the  capacity  for  everyone  who 
lives  in  those  areas  to  join  these  contracts  because  they  are  a  rel- 
atively minor  aspect  of  Medicare  at  this  time.  Isn't  that  correct? 

Mr.  Vladeck.  Well,  I  think  that  is  changing  very  rapidly. 

Mrs.  Johnson.  It  is  changing  rapidly,  absolutely. 

Mr.  Vladeck.  I  think  your  point  is  that  there  is  not  capacity 
among  our  existing  contractors  to  enroll  a  much  larger  fraction  of 
Medicare  beneficiaries. 

Mrs.  Johnson.  Correct. 

Mr.  Vladeck.  I  think  that  is  true.  I  think  that  is  one  reason  we 
need  to  have  a  lot  more  contracts  

Mrs.  Johnson.  That  is  right.  I  just  do  not  want  the  implication 
to  stand  that  only  9.5  percent  are  choosing  it  when  74  percent 
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could.  Seventy-four  percent  could  not  because  the  9.5  percent  are 
at  the  capacity  level  of  our  current  contractors,  roughly.  It  may  be 
12  percent  or  something.  And  so  I  commend  you  on  really  looking 
to  a  far  more  aggressive  effort  to  change  the  way  we  contract  with 
the  private  sector  and  to  move  toward  competitive  bidding.  I  think 
there  is  an  enormous  opportunity  out  there  to  make  that  happen. 
Furthermore,  I  think  we  have  already  the  data  an  experience  to 
show  that  if  we  do  that,  seniors  can  get  more  care  for  the  same  dol- 
lar. You  described  it  as  overpaying.  Well,  you  can  either  describe 
it  as  overpaying  and  then  we  will  cut  what  we  pay,  or  you  can  say 
to  seniors  you  can  get  more  for  that  dollar.  I  would  hope  that  we 
would  take  the  latter  course. 

In  your  testimony,  you  talk  about  the  fact  that  there  are  $124 
billion  in  net  spending  reductions  over  the  next  7  years  that  the 
administration  has  identified,  and  I  assume  that  you  do  have  a  list 
of  those  that  is  fairly  detailed. 

Mr.  Vladeck.  We  have  a  series  of  options  that  can  be  combined 
in  a  variety  of  ways  to  reach  that  amount. 

Mrs.  Johnson.  Have  you  made  any  decision  as  to  which  of  those 
options  you  prefer? 

Mr.  Vladeck.  No.  We  are  hopeful  that  at  some  point  the  congres- 
sional Majority  will  have  specific  proposals,  at  which  point  we  can 
make  ours  public  and  begin  the  negotiations  process. 

Mrs.  Johnson.  I  understand.  So  it  is  really  a  game  of  chicken. 
We  are  all  out  there  on  the  road,  and  you  do  not  want  to  put  your 
cards  on  the  table  until  we  put  our  cards  on  the  table.  You  are, 
after  all,  the  administration.  And,  frankly,  it  is  your  team  that  has 
said  this  program  is  going  bankrupt,  and  2  years  ago  they  said  it, 
too,  and  we  paid  no  attention.  At  least  1  year  ago,  they  said  it  and 
Congress  paid  no  attention. 

I  hope  we  can  find  a  way  to  overcome  the  game  of  chicken,  but 
roughly  knowing  what  that  list  is,  I  would  say  that  there  is  $124 
billion  we  will  be  quite  able  to  agree  on  that  will  not  compromise 
the  quality  of  the  Medicare  system  or  beneficiaries.  But  I  would 
ask  you,  when  you  go  on  to  say  other  cost  savings,  do  you  expect 
then  to  realize  additional  cost  savings  over  and  above  the  $124  bil- 
lion over  7  years  from  competitive  bidding  for  lab  fees  and  durable 
medical  equipment? 

Mr.  Vladeck.  Actually,  there  are  a  number  of  things  we  are  pro- 
posing to  do  which  CBO  will  not  score.  They  actually  will  score 
some  savings  from  competitive  bidding.  Some  of  the  other  negotiat- 
ing prices  which  we  propose  to  do  and  which  may  save  us  money 
will  not  produce  scorable  savings  at  the  moment. 

Mrs.  Johnson.  My  time  has  expired,  and  I  will  come  back  later. 

Chairman  THOMAS.  I  thank  the  gentlewoman. 

The  gentleman  from  California. 

Mr.  Stark.  I  would  submit  that  we  do  have  a  number  from  the 
Republicans,  that  is,  $270  billion.  I  believe  the  President  came  out 
with  120-something  in  cuts  over  10  years.  Is  that  

Mr.  Vladeck.  Our  proposed  reductions  are  over  7  years. 

Mr.  Stark.  And  how  much  

Mr.  Vladeck.  It  is  $127  billion  gross.  There  are  $3  billion  in  ad- 
ditional benefits,  so  that  the  net  reduction  is  $124  billion. 
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Mr.  Stark.  And  you  did  not  have  a  specific  wish  Ust  of  exactly 
which  cuts  to  make? 

Mr.  Vladeck.  There  are  a  number  of  ways,  we  beUeve,  to  

Mr.  Stark.  Don't  we  have  lists  from  previous  years  of  many  sug- 
gestions for  savings? 

Mr.  Vladeck.  I  think  there  are  literally  hundreds  of  people  in 
town  who  could  produce  such  a  list. 

Mr.  Stark.  So  I  would  stipulate  that  if  the  gentlewoman  from 
Connecticut  would  like  to  go  for  the  $124  billion  that  the  President 
is  suggesting  and  pick  cuts  out  of  the  President's  previous  lists,  I 
will  sponsor  the  bill  and  put  it  in  if  that  is  what  she  is — ^then  she 
could  show  us  hers.  There  is  no  real  secret.  There  is  nothing  new 
in  this  business.  It  is  just  a  question  of  can  you  sustain  $270  billion 
in  cuts  without  destroying  the  Medicare  system. 

But  one  of  the  things  that  keeps  coming  up,  in  particular,  out  of 
some  of  these  proxies  for  the  Republicans,  these  new  think  tanks 
keep  talking  about  the  Federal  Employee  Health  Benefit  Plan. 
First  of  all,  they  say  it  is  more  efficient,  which  I  hope  you  can  ex- 
plain why  that  is  wrong.  And  then  they  are  just  saying,  well,  we 
all  get  a  voucher;  why  can't  we  just  give  the  same  voucher  to  my 
Mom? 

Can  you  explain  some  of  the  differences  to  my  colleagues  be- 
tween the  Federal  Employee  Health  Benefit  Plan  and  the  Repub- 
lican voucher  plan  and  where  it  is  different? 

Mr.  Vladeck.  There  are  several  differences  given  that  there  are 
a  lot  of  variants  of  so-called  voucher  plans  floating  around,  and  it 
is  hard  to  get  your  arms  around  any  one  in  particular.  But  the 
most  important  difference  is  that  historically  the  employer's  con- 
tribution to  the  Federal  Employees  Benefit  Plan  has  been  pegged 
to  a  fixed  proportion  of  the  cost  of  a  fixed  benefit  package  as  de- 
fined in  a  benchmark  plan,  which  is,  in  effect,  what  we  do  with 
Medicare  now. 

Mr.  Stark.  So  as  the  benefit  package  goes  up  in  cost,  the  govern- 
ment's share  goes  up. 

Mr.  Vladeck.  That  is  correct,  and  that  is,  in  effect,  in  terms  of 
our  pajonent  to  managed  care  plans,  what  we  do  in  the  Medicare 
system  at  the  moment.  And  what  we  would  propose  to  do  is  the 
basis  for  expanding  managed  care  choices. 

Most  of  the  voucher  proposals  that  I  have  seen  index  the  growth 
in  the  voucher  to  some  external  measure  apart  from  what  it  actu- 
ally costs  to  provide  a  defined  set  of  benefits. 

Mr.  Stark.  Would  it  be  fair  to  say  if  you  took  the  Federal  Em- 
ployee Benefit  Plan  and  just  gave  it  to  the  seniors  with  the  govern- 
ment paying  its  increase  it  has  in  the  past,  that  it  would  be  far 
more  expensive  than  the  current  Medicare  system? 

Mr.  Vladeck.  I  have  not  looked  at  that.  Looking  at  the  general 
experience  of  private  insurance,  I  would  expect  that  Medicare  has 
grown  less  quickly  over  the  last  20  years. 

Mr.  Stark.  There  has  also  been  a  lot  of  discussion  about  the 
trust  fund  going  broke  and  a  lot  of  hand  wringing.  Can  you  give 
us  some  idea  of  how  the  trust  fund's  status  is  today  relative  to  how 
it  has  been  in  the  past  and  what  you  think  the  realities  of  its  going 
broke  and  the  urgencies  that  exist  today? 
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Mr.  Vladeck.  The  trust  fund  at  the  moment  is  in  considerably 
better  health  than  it  was  in  the  last  18  months  of  the  Bush  admin- 
istration. It  is  in  considerably  better  health  than  it  was  in  the  first 
2  years  of  the  current  administration.  The  exhaustion  date  that  is 
now  projected  by  the  actuaries  and  the  trustees  of  around  2002  or 
so  is  7  years  away.  That  is  the  most  breathing  room  we  have  had 
since  the  late  eighties.  I  think  that  is  the  basic  circumstance. 

In  the  30-year  history  of  the  trust  fund,  if  you  look  at  where  it 
stood  in  terms  of  exhaustion  date  or  ratio  of  assets  to  outlays,  it 
has  been  in  far  worse  circumstances  in  most  years  in  the  history 
of  the  fund  than  it  is  at  the  moment. 

Chairman  Thomas.  Does  the  gentleman  from  Nevada  wish  to  in- 
quire? 

Mr.  Ensign.  Thank  you,  Mr.  Chairman. 

Dr.  Vladeck,  how  did  CBO  score  the  $124  billion  from  the  Presi- 
dent's Medicare  decreases  in  rate  of  growth? 

Mr.  Vladeck.  We  have  not  put  specific  proposals  to  CBO  be- 
cause  

Mr.  Ensign.  Did  they  score  those? 

Mr.  Vladeck.  We  have  not  put  specific  proposals  in  public,  and 
so  I  cannot  tell  you  exactly  how  CBO  would  score  them.  Many  of 
them,  as  Mr.  Stark  has  suggested,  are  similar  to  or  in  some  in- 
stances identical  to  proposals  that  were  scored  by  CBO  in  the  past. 
We  took  a  rough  cut  at  this,  which  is  purely  an  estimate,  and  we 
would  expect  that  CBO  would  score  the  kinds  of  things  we  are  talk- 
ing about  at  a  level  very,  very  close  to  that  of  0MB. 

Mr.  Ensign.  Does  the  administration  think  that  we  can  continue 
the  current  fee-for-service  without  increasing  copays,  deductibles, 
or  payroll  taxes  and  have  a  viable  system? 

Mr.  Vladeck.  Yes. 

Mr.  Ensign.  And  what  dollar  amount  does  the  administration 
think  actually  goes  on  on  a  yearly  basis  in  fraud  or  abuse? 

Mr.  Vladeck.  Well,  again,  we  are  asked  that  question  many 
times,  and  I  am  afraid  I  have  

Mr.  Ensign.  Just  a  rough  guess. 

Mr.  Vladeck.  We  do  not  know.  The  GAO  some  years  ago  esti- 
mated that  roughly  10  percent  of  all  health  care  expenditures,  in- 
eluding  those  of  Medicare  and  Medicaid,  was  lost  to  fraud  and 

!     abuse.  That  would  equate  in  the  current  year  to  between  $17  and 

j     $18  billion  in  the  Medicare  Program. 

\        Mr.  Ensign.  You  think  that  that  is  an  accurate  number? 

Mr.  Vladeck.  We  do  not  know.  If  we  knew  exactly  how  much 
fraud  and  abuse  out  there,  we  would  be  able  to  catch  it  all  better 
than  we  are  currently  able  to  do. 

Mr.  Ensign.  And  if  we,  through  efficiencies  and  market  forces, 
are  able  to  slow  the  rate  of  growth  of  Medicare  expenditures,  would 
the  administration  classify  those  savings  as  a  cut? 
Mr.  Vladeck.  If  one  is  purchasing  the  same  benefits  under  the 

I    same  marketplace  conditions  as  a  period  of  time  

Mr.  Ensign.  No,  no.  We  may  have  to  change  the  marketplace 
j    conditions.  That  is  one  of  the  efficiencies.  I  said  market  forces.  If 
under  market  forces  and  efficiencies  through  the  system  we  can 
j    provide  the  same  or  better  quality  care,  if  we  are  able  to  have  sav- 
j    ings  when  we  do  that,  similar  to  what  the  private  sector  has 
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done — maybe  we  get  prescription  drug  coverage  out  of  it.  May  be 
we  provide  better  quadity  care.  If  we  are  able  to  do  that  and  save 
money,  would  the  administration  classify  that  as  a  cut? 

Mr.  Vladeck.  It  would  be  a  cut  in  outlays.  It  would  be  defined 
as  such  by  CBO.  Since  we  have  been  criticized  so  much  for  not 
using  CBO  for  all  things,  I  would  go  along  with  CBO  in  that  re- 
gard. 

Mr.  Ensign.  So  now  the  administration  does  go  along  with  CBO. 
Chairman  Thomas.  In  that  regard. 
Mr.  Ensign.  Yes,  in  that  regard.  OK. 

Yesterday,  Mr.  Cardin  did  not  feel  that  the  government  could  de- 
sign a  system  that  could  take  advantage  as  the  private  sector  has 
done  and  slow  the  rate  of  growth  as  well  as  the  private  sector  has 
done.  He  asked  that  question  time  after  time  to  the  panels  yester- 
day. Does  the  administration  feel  that  either  the  administration  is 
smart  enough  or  that  the  Congress  is  smart  enough  to  design  a 
system  to  take  advantage  of  what  the  private  sector  has  done  and 
at  least  slow  the  rate  of  growth  down  close  to  what  the  private  sec- 
tor has  done? 

Mr.  Vladeck.  I  think  the  historical  record  of  Medicare  suggests, 
particularly  when  the  administration  and  the  Congress  work  to- 
gether, that  for  each  type  of  service  Medicare  purchases,  it  is  pos- 
sible to  design  a  system  in  which  our  costs  grow  at  a  rate  equal 
to  or  below  that  of  the  private  sector.  It  has  been  our  experi- 
ence  

Mr.  Ensign.  So  a  4-  or  5-percent  rate  of  growth  would  not  be  an 
unreasonable  rate  of  growth,  then,  for  Medicare  over  the  next  7 
years? 

Mr.  Vladeck.  If  it  were  obtained  in  that  way  and  if  the  private 
sector  can  sustain  that,  which  none  of  the  bodies  that  are  engaged 
in  formal  forecasting  predict  they  will  be  able  to  do.  If  you  gave  us 
a  target  

Mr.  Ensign.  But  the  private  sector  has  been  doing  that  over  the 
last  few  years,  and  so  if  we  are  able  to  match  what  the  private  sec- 
tor is  doing  in  Medicare  growth,  we  will  have  saved  Medicare  by 
the  year  2002,  but  we  also  will  have  met  and  perhaps  even  ex- 
ceeded $270  billion  in  savings  through  efficiencies  improving  the 
system. 

Mr.  Vladeck.  Quite  the  contrary,  sir.  I  believe  the  analysis  we 
have  done  suggests  that  CBO  projection  is  that  private  sector  per 
capita  health  insurance  costs  in  the  budget  window  will  grow  at 
the  rate  of  approximately  7  percent  per  year.  They  also  believe  that 
Medicare  outlays  on  a  per  capita  basis  in  the  budget  resolution 
grow  at  less  than  5  percent  per  year.  So  that  in  order  to  preserve 
the  same  benefits  under  the  budget  resolution,  you  have  to  30  per- 
cent better  

Mr.  Ensign.  The  budget  resolution  you  are  talking  about  is  

Mr.  Vladeck  [continuing].  Than  the  private  sector. 
Mr.  Ensign.  Are  you  talking  about  the  budget  resolution  after 
conference? 
Mr.  Vladeck.  Yes,  sir. 

Mr.  Ensign.  I  was  under  the  impression  that  it  was  over  6  per- 
cent. 
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Mr.  Vladeck.  That  is  total.  But,  again,  I  have  said  it  on  a  per 
capita  basis,  per  enrollee,  which  is  the  most  vaHd  basis  for  com- 
parison with  the  private  sector,  since  there  is  about  a  1.8-percent- 
per-year  growth  in  beneficiaries  over  that  period. 

Mr.  Ensign.  Does  the  administration  not  put  any  stock  in  the 
fact  that  the  private  sector  has  already  made  a  lot  of  these  reforms 
and  Medicare  has  not,  and  looking  historically,  the  last  3  or  4  years 
at  the  private  sector,  the  administration  does  not  think  that  now 
if  we  put  those  same  reforms  into  Medicare  and  carry  those  in  the 
next  3  or  4  or  5  years  that  we  are  not  going  to  get  those  savings? 

Mr.  Vladeck.  I  think  you  have  to  be  very  careful,  sir.  One  of  the 
things  the  private  sector  has  done  is  reduce  benefits  in  many  in- 
stances. And  if  you  read  the  Foster  &  Higgins  survey  that  is  often 
cited  as  showing  have  private  sector  costs  went  down  

Mr.  Ensign.  The  private  sector  provides  better  coverage  in  most 
cases  than  Medicare  does. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 

Mr.  Ensign.  Thank  you,  Mr.  Chairman.  Including,  obviously, 
prescription  drug  coverage. 

Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  The  gentleman  from  Washington. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  can  you  imagine  the  practical  problem  of  sending 
these  two  documents  to  34  million  Americans  and  asking  them  to 
go  through  page  after  page  of  lists  and  deciding  which — we  are 
talking  senior  citizens  and  disabled  people  now — going  through  and 
filling  out  an  application  and  sending  it  back  into  you  so  you  would 
know  where  to  send  the  voucher?  Have  you  begun  to  think  about 
what  that  is  going  to  be  like  if  they  put  the  Federal  Employees 
Health  Benefit  Program  out  there  as  choices  for  senior  citizens? 

Mr.  Vladeck.  Mr.  McDermott,  I  have  been  in  Washington  for 
2V2  years.  I  can  imagine  damn  near  anything  by  now.  [Laughter.] 

In  fact,  we  need  to  get  better  information  about  plan  choices  to 
our  beneficiaries.  We  believe  that  we  can  do  a  substantially  better 
job  than  FEHBP  does  of  putting  that  in  comprehensible,  accessible 
form. 

We  have  also  talked  to  a  lot  of  employers,  and  they  have  invari- 
ably told  us  that,  in  order  to  get  expanded  choice  of  plans  among 
their  covered  populations,  they  need  to  make  an  enormous  invest- 
ment not  only  in  written  material  but  also  in  human  beings  who 
can  provide  counseling,  advice,  and  assistance  to  the  employees  in 
making  these  choices.  And  we  believe  that  is  a  direction  in  which 
we  should  go.  But  we  have  no  idea  how  it  would  be  paid  for,  or 
whether  in  the  long  run  the  government  would  be  prepared  to  con- 
tinue to  make  the  investment  that  private  employers  will  tell  you 
is  necessary  in  order  to  really  have  a  good,  effective  education  of 
choice. 

At  the  moment,  our  budget  does  not  permit  us  to  mail  the  Medi- 
care handbook,  which  is  the  equivalent  of  an  annual  benefit  sum- 
mary statement,  to  every  Medicare  beneficiary.  It  costs  us  about 
$30  million  a  year.  It  costs  about  $30  million  to  do  a  one-time  mail- 
ing to  all  36  million  beneficiaries. 
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And  so  we  are  very  much  troubled  by  and  are  giving  a  lot  of 
thought  to  the  question  of  how,  in  fact,  we  would  pay  for  the  me- 
chanics of  expanded  choice  and  who  would  pay  for  it. 

Mr.  McDermott.  I  think  you  are  raising  the  whole  question  of 
the  personnel  department  of  a  big  corporation  like  Boeing  or 
Weyerhaeuser  where  they  sit  down  and  counsel  their  people.  But 
when  you  have  as  many  choices  as  we  do,  I  hope  that  if  you  figure 
out  how  to  make  it  simple,  you  will  send  it  to  Members  of  Con- 
gress, because  most  of  us  do  not  know  what  is  covered  in  our  own 
plan  and  do  not  understand  what  is  the  difference  between  the 
seven,  eight,  or  nine  choices  each  of  us  has. 

I  want  to  go  one  other  question,  though,  and  I  really  want  this 
to  be  informational  for  the  Subcommittee,  because  I  think  that  one 
of  the  things  that  we  sometimes — we  sit  up  here  and  think  Medi- 
care is  all  by  itself  over  here  and  Medicaid  is  all  by  itself  over  here. 
Because  of  my  personal  experience  out  in  the  field,  I  always  think 
of  them  as  interconnected  and  very  interwoven.  And  I  am  trying 
to  figure  out  what  is  going  to  happen  to  Medicare  when  you  have 
block  granted  Medicaid  and  at  least  jeopardized  the  QIMB  Pro- 
gram, if  not  a  whole  series  of  other  things. 

I  would  like  you  to  talk  a  little  bit  about  the  interface  between 
Medicare  and  Medicaid,  because  we  have  already  made  a  major 
change  in  the  health  care  system  with  the  block  granting  of  Medic- 
aid. Now  we  are  talking  about  Medicare.  Would  you  please  talk 
about  that  interface  and  what  we  have  already  done  and  what  will 
happen? 

Mr.  Vladeck.  We  are  very,  very  concerned  about  that.  About 
one-half  of  all  Medicaid  expenditures  are  on  behalf  of  Medicare 
beneficiaries.  Medicaid  is  Medicare's  safety  net.  For  the  12  percent 
of  Medicare  beneficiaries  who  are  also  eligible  for  Medicaid,  it  is 
Medicaid  that  pays  the  out-of-pocket  expenses,  the  part  B  pre- 
miums, the  copayments,  as  well  as  providing  the  prescription  drug 
benefit.  And,  of  course.  Medicaid  is  Medicare's  long-term  care  sys- 
tem in  a  very  basic  sense  as  well,  because  the  long-term  care  bene- 
fits in  the  Medicare  Program  are  so  limited. 

We  do  not  know  what  the  States  would  do  under  a  block  grant, 
but  it  is  very  plausible  to  imagine  that  under  the  kinds  of  things 
that  are  being  talked  about  for  Medicare,  the  lowest  income,  rough- 
ly the  lowest  income,  15  percent  of  Medicare  beneficiaries,  would 
suffer  a  double  whammy  from  reductions  in  their  Medicare  at  the 
same  time  as  reductions  in  Medicaid.  And  many  of  them  in  the  ab- 
sence of  some  compensatory  mechanism  would  literally  be  left 
without  access  to  health  care. 

Mr.  McDermott.  You  are  really  saying  that  the  11  million  single 
women,  mostly  widows,  whose  average  income  is  about  $8,000,  who 
are  almost  certainly  to  be  covered  by  that  QIMB  Program  in  Medic- 
aid, will  be  without  that  benefit? 

Mr.  Vladeck.  Well,  the  numbers  are  slightly  smaller,  sir.  It  is 
about  6  to  6.5  million  people.  But  if  Medicaid  goes  away,  they  are 
up  a  tree  in  terms  of  getting  health  care. 

Mr.  McDermott.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  THOMAS.  Does  the  gentleman  from  Nebraska  wish  to 
inquire? 
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Mr.  Christensen.  Thank  you,  Mr.  Chairman. 

Earlier  this  year,  Dr.  Vladeck,  you  testified  here  you  were  look- 
ing at  a  prospective  payment  system  for  skilled  nursing  facilities. 
Where  is  the  administration  at  this  point  in  their  study?  Have  you 
checked  with  the  industry,  and  what  is  their  thoughts  on  that? 

Mr.  Vladeck.  We  are  continuing  to  work  on  that.  We  have  met 
with  the  industry.  The  industry  is  very  concerned  that  at  the  rate 
we  have  been  going  in  the  past  it  would  be  several  years  before  we 
could  put  into  place  a  fully  articulated  prospective  payment  system 
for  skilled  nursing  facilities.  The  industry  has  proposed  to  us  an  in- 
terim system  which  we  think  holds  very  considerable  promise. 

Mr.  Christensen.  An  interim  system  being  months  or  years? 

Mr.  Vladeck.  Being  something  that  we  could  put  into  effect  in 
fiscal  year  1996  if  we  were  to  do  budget  resolution  legislation  in 
the  next  few  weeks,  but  that  we  could  put  into  place  in  calendar 
1996  if  we  get  reconciliation  by  October. 

Mr.  Christensen.  Would  you  agree  with  me,  the  numbers  I  have 
looked  at — and  I  do  not  know  if  your  numbers  reflect  this  as  well, 
but  the  numbers  I  have  looked  at  show  skilled  nursing  facilities  for 
subacute  and  postacute  care  being  nearly  one-half  or  60  percent  of 
what  hospitals  provide  in  terms  of  cost.  What  do  the  administra- 
tion's numbers  reflect? 

Mr.  Vladeck.  We  have  an  enormous  variation  in  what  we  pay 
per  day  for  skilled  nursing  facilities,  some  of  tied  to  the  level  of  so- 
phistication of  service  for  the  illness  of  the  patients.  There  are  a 
number  where  we  are  paying  as  much  as  $500  a  day  under  the  cur- 
rent system. 

Our  average  reimbursement  for  inpatient  hospital  care  is  not  a 
heck  of  a  lot  higher  than  that. 

Mr.  Christensen.  On  average,  you  would  say  that  from  the  ad- 
ministration's point  of  view  it  is  what  percent  of  hospital  care? 

Mr.  Vladeck.  Well,  again,  I  think  the  average  per  diem  payment 
for  skilled  nursing  facilities  is  very  much  less.  So  on  a  per  day 
basis,  we  are  probably  paying  somewhere  about  one-third  as  much 
for  a  nursing  facility.  But  I  could  get  you  more  exact  information. 

Mr.  Christensen.  I  would  like  that.  If,  as  you  say,  it  is  one-third 
less — and  I  think  that  some  reports  have  been  even  as  much  as 
one-half  less — I  would  encourage  the  administration  to  move  policy 
along  the  lines  that  it  was  able  to  save  money  for  the  American 
taxpayer  through  a  reduced  savings  and  increasing  the  use  of 
skilled  nursing  facilities. 

[The  following  was  subsequently  received:] 

There  is  wide  variation  in  per  diem  payments  for  skilled  nursing  facilities.  The 
variation  is  due  in  part  to  the  level  of  intensity  of  service.  SNF,  skilled  nursing  facil- 
ity services,  are  reimbursed  on  a  cost  basis,  subject  to  limits.  The  extent  of  the  vari- 
ation limits  the  usefulness  of  an  average  per  diem  estimate. 

According  to  1994  SNF  data,  the  average  cost  per  day  for  skilled  nursing  facilities 
is  $317.  This  includes  averages  for  free-standing,  $275,  and  hospital-based  facilities, 
$435.  Some  skilled  nursing  facilities  receive  per  diem  payments  of  $600  to  $700. 

HCFA  pays  for  hospital  care  on  the  basis  of  the  prospective  payment  system.  Pay- 
ment is  made  for  a  hospital  stay,  regardless  of  the  length  of  stay.  Research  has  indi- 
cated that  the  first  few  days  of  care  are  the  most  expensive.  Thus,  while  on  average 
HCFA  pays  $840  for  each  inpatient  hospital  day,  the  costs  of  the  last  few  days  of 
hospital  care  would  be  considerably  less. 

Source:  BPD,  8/21/95. 
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Mr.  Christensen.  You  have  been  at  HCFA  now  for  a  couple  of 
years,  you  said. 
Mr.  Vladeck.  Yes,  sir. 

Mr.  Christensen.  Give  me  three  examples  of  where  HCFA  can 
do  a  lot  better  in,  in  terms  of  efficiency,  in  terms  of  reducing  bu- 
reaucratic redtape  and  bureaucracy?  In  your  opinion,  where  can  we 
make  better  strides  at  making  your  organization  a  better  organiza- 
tion? 

Mr.  Vladeck.  Well,  I  think  we  discussed  one  of  them  earlier,  sir, 
which  is  how  we  pay  for  durable  medical  equipment  or  clinical  lab- 
oratory services  and  certain  other  Medicare  services  is  now  speci- 
fied in  statute  in  incredible  detail.  It  is  a  very  cumbersome,  time- 
consuming  process. 

If  we  had  the  authority  to  engage  in  something  closer  to  a  pri- 
vate sector  model  of  negotiated  prices  or  even  open  competitive  bid- 
ding the  way  the  government  buys  other  things,  it  would  save  us 
a  lot  of  work  and  effort.  It  would  make  us  more  responsive,  and  we 
believe  we  could  save  a  lot  of  money. 

Second,  we  are  going  to  make  a  proposal  to  the  Congress  in  the 
next  few  months  to  bring  the  law  of  our  relationships  with  the 
Medicare  contractors,  the  intermediaries  and  carriers  who  actually 
pay  bills  and  are  the  front  line  part  of  the  system.  We  propose  to 
bring  that  law  under  general  Federal  procurement  law  rather  than 
all  of  the  special  statutory  requirements  those  contractors  now 
have,  which  is  also  costly  and  inefficient. 

Mr.  Christensen.  In  my  last  few  seconds  here,  I  want  to  also 
thank  Congresswoman  Johnson  for  bringing  out  some  of  the  testi- 
mony, and  talking  about  your  numbers,  I  believe  it  was  74  percent 
of  Medicare  beneficiaries  have  access  to  managed  care  plans.  I 
think  one  of  the  things  that  you  did  not  include  in  your  testimony 
that  I  think  needs  to  be  put  in  there  is  the  fact  that  they  may  or 
may  not  have  access  to  those  plans,  but  the  thing  that  I  found  in 
all  our  townhall  meetings  and  talking  to  seniors  is  that  they  do  not 
have  the  information.  They  do  not  know  about  the  access,  if  they 
do  indeed  have  access.  You  may  have  sent  out  information  or  pro- 
vided information,  but  I  have  found  that  there  is  very  little  out 
there  as  far  as  actual  knowledge  of  what  is  available  to  them.  And 
I  would  concur  wholeheartedly  with  Dr.  McDermott  in  the  complex- 
ity of  our  Federal  employee's  health  care  plan. 

Thank  you  for  your  testimony  today,  and  I  appreciate  your  being 
here. 

Mr.  Vladeck.  Thank  you,  sir. 

Chairman  Thomas.  Does  the  gentleman  from  Wisconsin  wish  to 
inquire? 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Dr.  Vladeck,  you  were  in  the  room  when  I  indicated  some  res- 
ervations I  had  about  shifting  vast  numbers  of  the  Medicare  popu- 
lation to  managed  care,  knowing  full  well  the  dialog  we  went 
through  on  the  health  care  bill  on  not  giving  people  the  right  to 
choose  their  own  providers  or  their  own  doctor.  We  have  had  Medi- 
care Select  around  for  a  while  in  some  selective  States.  Now,  there 
is  a  report  coming  out  at  the  end  of  the  year  on  that  program? 
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Mr.  Vladeck.  I  promised  Mrs.  Johnson  and  other  Members  of 
the  Subcommittee  that,  plus  or  minus  Labor  Day,  we  will  have 
some  much  more  systematic  data  on  the  Medicare  Select  plan. 

Mr.  Kleczka.  Now,  will  we  be  able  to  ascertain  from  that  report 
the  acceptance  level  and  the  fact  that  this  might  be  a  viable  option, 
or  are  we  going  to  have  to  wait  a  while — and  we  do  not  have  the 
luxury  of  time — to  see  how  your  Medicare  choices  program  is  ac- 
cepted? Could  you  comment? 

Mr.  Vladeck.  Well,  I  think,  as  we  have  discussed,  the  Medicare 
Select  is  a  very  limited  hybrid  of  a  true  managed  care  plan  and  a 
traditional  Medigap  plan.  And  so  while  I  will  be  in  considerable 
trouble  if  we  cannot  give  you  lots  of  data  early  in  the  fall — and  I 
expect  we  will  be  able  to — I  do  not  know  how  much  that  will  tell 
us  about  managed  care  options  more  generally.  And  it  will  be  a 
while  before  our  choices  demonstration  yields  us  systematic  data. 
We  have  been  doing  

Mr.  Kleczka.  Is  that  just  going  online  now? 

Mr.  Vladeck.  Pardon? 

Mr.  Kleczka.  Is  that  just  going  online  now? 

Mr.  Vladeck.  We  have  just  sent  out  a  solicitation  for  proposals. 
But  we  have  supported  and  have  worked  with  a  number  of  others 
to  support  various  kinds  of  survey  research  and  other  public  opin- 
ion research  among  Medicare  beneficiaries,  caretakers  of  bene- 
ficiaries, and  preretirees  in  their  sixties,  regarding  their  percep- 
tions and  feelings  about  managed  care  and  managed  care  choices. 
We  do  have  a  growing  body  of  data  about  people's  preferences, 
about  what  is  important  to  them,  about  what  those  who  are  in 
managed  care  like  and  dislike  about  managed  care  and  so  forth. 

Mr.  Kleczka.  Do  you  have  any  opinion  on  what  that  data  is 
showing  at  this  point? 

Mr.  Vladeck.  I  would  say  in  general  it  shows  the  following,  very 
quickly:  First,  with  a  voluntary  election  process  among  Medicare 
beneficiaries  who  are  in  managed  care,  the  overwhelming  propor- 
tion are  highly  satisfied.  Among  those  who  are  not  in  managed 
care,  the  overwhelming  proportion  do  not  want  to  be  in  managed 
care. 

The  second  thing  I  would  say  is  that  there  is  a  maturation  and 
life  cycle  phenomenon  at  the  level  of  the  metropolitan  area.  In 
those  areas  where  HMOs  have  been  established  in  the  private  sec- 
tor for  a  longer  period  of  time,  like  the  Pacific  Northwest  or  parts 
of  California,  beneficiaries  know  HMOs;  they  understand  them. 
There  is  substantially  less  negative  feeling  toward  them  and  sub- 
stantially more  interest,  although  it  is  still  a  minority  of  the  bene- 
ficiaries. In  communities  where  HMOs  are  much  newer  on  the 
health  care  scene,  there  is  much  less  interest. 

What  beneficiaries  who  enter  HMOs  like  most  are  the  elimi- 
nation of  paperwork  and  the  reduction  in  out-of-pocket  pa3rrQents. 
They  rate  additional  benefits  third  or  fourth  in  priority. 

Those  who  do  not  enroll  or  chose  to  disenroll  from  HMOs  most 
dislike  the  restrictions  on  choice  of  physicians.  This  has  more  to  do 
with  the  ability  to  self-refer  or  to  negotiate  referrals  to  specialists 
than  with  problems  with  choice  of  primary  care  physician. 

Mr.  Kleczka.  The  other  concern — and  I  must  say  that  the  ad- 
ministration and  your  testimony  are  very  sensitive  to  this — is  the 


230 


actual  beneficiary  liability.  As  I  have  indicated  over  the  last  2  days, 
if,  in  fact,  that  voucher  grows  in  a  limited  way  over  a  period  of 
years  and  there  are  no  controls  on  every  other  factor,  you  know, 
starting  from  premium  to  out  of  pocket  to  reimbursement,  we  are 
going  to  have  a  really  serious  problem,  especially  knowing  that  the 
population  that  we  are  dealing  with  has  fixed  income,  and  I  think 
in  your  figures,  75  percent  of  the  population,  their  total  annual  in- 
come is  less  than  $25,000. 

Do  you  have  any  guesstimate  as  to  what  we  could  be  seeing  for 
total  out  of  pocket  using  a  $270  billion  cut  in  the  program? 

Mr.  Vladeck.  Again,  it  really  depends  on  how  that  is  achieved. 

Mr.  E^LECZKA.  I  know  it  is  a  guess  because  there  is  very  

Mr.  Vladeck.  Our  estimate  is  that  one-half  of  those  savings  fall 
on  beneficiaries,  on  increased  out-of-pocket  payments  for  bene- 
ficiaries, that  is  about  $600  or  $700  a  year  in  2002.  It  is  about 
$2,800  over  the  7-year  budget  cycle  in  increased  out-of-pocket  li- 
ability for  beneficiaries. 

Mr.  Kleczka.  Above  and  beyond  what  is  out  of  pocket  today? 

Mr.  Vladeck.  That  is  correct. 

Mr.  Kleczka.  That  is  not  total. 

Mr.  Vladeck.  Above  and  beyond  what  is  out  of  pocket  in  the 
baseline,  which  actually  grows  with  inflation  in  part  B. 
Mr.  Kleczka.  Thank  you  very  much. 
Chairman  Thomas.  I  thank  the  gentleman. 
Does  the  gentleman  from  New  York  wish  to  inquire? 
Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  in  your  testimony,  you  talk  about  voucher-like  ap- 
proaches. You  cite  two  figures:  The  growth  per  capita  in  the  private 
sector  and  the  growth  in  the  Republican  budget  resolution.  I  have 
just  sort  of  a  statement  first  and  then  a  question  afterward. 

The  7.1  percent  sounds  awfully  high.  I  do  not  know  whether  it 
is  CBO — if  you  say  it  is,  that  is  fine.  But  every  sounding  I  make, 
it  is  a  lot  less  than  that.  But  even  if  it  were  that  figure,  aren't  you 
really  comparing  apples  and  oranges?  Isn't  there  a  different  base 
when  you  talk  about  the  7.1  percentage  in  the  private  sector  versus 
the  Medicare  base,  the  ingredients  that  go  into  that  figure? 

Mr.  Vladeck.  Yes,  sir,  and  the  Urban  Institute  I  think  just  yes- 
terday released  a  study,  which  I  trust  will  be  available  to  all  of  you 
soon,  that  suggests  the  base  works  to  Medicare's  disadvantage. 
That  is  to  say,  most  private  health  insurance  covers  very  little  in 
the  way  of  skilled  nursing  facility  or  home  health  care,  which  have 
been  the  two  fastest  growing  sources  of  Medicare  outlays.  Con- 
versely, most  private  health  insurance  does  cover  prescription 
drugs,  which  Medicare  does  not,  and  over  the  last  2  or  3  years  pre- 
scription drug  prices  have  grown  less  quickly  than  other  compo- 
nents of  health  care  expense. 

So,  to  the  extent  that  the  benefit  packages  are  dissimilar  and, 
therefore,  the  comparison  is  potentially  misleading,  then,  in  fact. 
Medicare's  comparative  performance  looks  better  and  the  differen- 
tials between  the  budget  resolution  and  the  private  sector  would  be 
even  harder  to  achieve. 

Mr.  Houghton.  Sure,  but  is  it  fair  to  say  that  those  two  num- 
bers should  really  not  be  compared  or  contrasted? 
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Mr.  Vladeck.  No,  I  think  they  are  an  appropriate  basis.  Cer- 
tainly hstening  to  speeches  of  Members  of  the  Majority  since  Janu- 
ary and  to  all  the  experts  and  pundits,  the  ostensible  performance 
of  the  private  sector  is  referred  to  constantly.  We  think,  therefore, 
it  is  appropriate  to  talk  about  the  comparison  between  Medicare 
and  the  private  sector  but  to  use  the  most  reliable  numbers  that 
are  available. 

Mr.  Houghton.  I  have  no  more  questions. 

Chairman  Thomas.  Does  the  gentleman  from  Michigan  wish  to 
inquire? 

Mr.  Levin.  Mr.  Chairman,  thank  you  for  this  opportunity.  I  think 
these  hearings  are  very  useful,  and  I  do  hope  there  will  be  a  chance 
at  the  Subcommittee  or  the  Committee  level  for  hearings  on  the 
plans  when  they  are  unveiled. 

I  think  Mr.  Houghton  

Chairman  Thomas.  If  I  might  respond  to  the  gentleman,  if  we 
could  get  some  specifics  from  the  administration  rather  than  gener- 
alities, I  would  be  more  than  willing  to  hold  a  hearing  to  examine 
those  options  as  well.  I  think  we  need  to  look  at  all  sources  of  op- 
tions as  we  have  been  doing  with  the  private  groups,  and  I  would 
look  forward  to  that  hearing. 

Mr.  Levin.  OK.  Well  enough,  as  long  as  there  are  specifics  under 
the  budget  resolution,  there  are  some  hearings. 

I  think  Mr.  Houghton,  as  usual,  has  put  his  finger  on  what  is 
really  the  gist  or  the  most  important  point  in  this  debate.  There 
are  others  that  are  significant,  but  I  think.  Dr.  Vladeck,  your  state- 
ments on  page  9  of  your  testimony  are  what  much  of  the  shooting 
and  shouting  are  all  about.  And  I  think  your  answers  to  Mr. 
Houghton  indicate  the  dilemma  that  the  budget  resolution  has 
placed  its  advocates  in.  It  is  this  syllogism  on  page  9,  "CBO  data 
indicate  that  the  private  sector  per  capita  growth  rate  would  be  7.1 
percent  .  .  . This  is  CBO  data.  You  generally  embrace  CBO.  That 
is  their  data. 

The  budget  resolution — and  I  will  leave  out  the  adjectives  for  a 
moment — would  require  4.9  percent,  and  I  do  not  see  how  you  es- 
cape the  conclusion  that 

Constraining  the  costs  of  providing  care  for  a  much  more  vulnerable  Medicare 
population  to  a  rate  of  increase  so  much  smaller  than  that  of  the  private  sector  is, 
i      at  best,  unrealistic  ....  Such  an  approach  would  put  all  the  risk  of  increased  medi- 
cal care  costs  on  the  beneficiaries. 

That  last  line  would  place  all  the  risk  of  increased  medical  care 
costs  on  the  beneficiaries.  That  is  what  the  present  approach  or  the 
suggested  approach  does,  places  the  risk  of  increased  medical  care 
!    costs  on  the  beneficiaries. 

i       That  is  why  the  loud  protests,  including  from  this  side  and  from 
I    seniors.  Essentially,  there  is  a  gamble  being  suggested  here.  And 
J    the  losers,  I  think  there  would  also  be  hospitals  who  would  lose. 
But  the  main  losers  would  be  the  beneficiaries. 

Someone  needs  to  respond  to  that  syllogism.  I  have  heard  no  re- 
sponse that  is  at  all  persuasive  except  hopeful  thinking.  And,  in- 
deed, I  want  to  ask  Dr.  Vladeck  about  the  $124  billion,  because  I 
think  we  have  got  to  be  realistic  and  straight  about  all  these  fig- 
ures. 

i 

I 
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Now,  we  do  not  have  the  details  yet  on  the  $124  billion.  But  isn't 
it  true  that  there  has  been  reference  to  what  has  been  suggested 
in  the  last  few  years,  but  some  of  the  proposed — I  think  it  was 
$108  billion  deficit  reduction  in  the  plan  of  a  few  years  ago  that 
came  through  this  Subcommittee,  was  offset  by  increases,  for  exam- 
ple, for  certain  hospitals.  So,  I  mean,  is  $124  billion  going  to  be  so 
easy?  Is  that  a  given?  Weren't  there  some  offsets  there? 

Mr.  Vladeck.  I  do  not  think  it  is  easy  by  any  stretch  of  the 
imagination.  I  think  we  do  take  to  heart  the  notion  that  since  1993 
the  bigger  buyers  in  the  private  sector,  not  all  private  insurers  but 
the  bigger  buyers,  have  been  getting  significant  price  reductions 
from  certain  providers.  We  would  like  to  take  advantage  of  that. 

Mr.  Levin.  Reform  is  necessary,  clearly. 

Mr.  Vladeck.  Pardon? 

Mr.  Levin.  We  need  to  change,  that  is  clear.  But  is  this  so  easy, 
the  

Mr.  Vladeck.  No,  I  do  not  think  reform  is  easy.  If  there  ever  are 
hearings  on  anyone's  specific  proposals,  I  think  we  will  make  it 
clear. 

There  are  no  painless  ways  to  cut  Medicare  outlays  at  all.  There 
are  only  two  places  the  money  can  come  from:  One  is  payments  to 
providers,  and  the  other  is  out-of-pocket  costs  for  beneficiaries.  And 
you  will  not  have  a  provider,  I  do  not  believe,  come  here  today  or 
in  any  of  your  hearings  and  tell  you  they  think  Medicare  is  over- 
paying them,  and  many  of  them  have  grounds  for  good  sympathy. 

So  unless  you  believe  in  some  alchemical  processes  of  throwing 
numbers  around,  the  fact  is  that  whether  it  is  $124  billion  or  $270 
billion,  either  somebody  is  paying  a  lot  more  or  somebody  is  receiv- 
ing a  lot  less. 

We  believe  that  in  a  balanced,  measured  way,  over  a  period  of 
7  years  you  could  reduce  payments  to  providers  by  $100  billion  or 
so  in  a  way  that  they  will  be  able  to  respond  to  v/ith  productivity 
improvements.  Because  for  the  first  time,  the  private  sector  is  mov- 
ing in  the  same  direction.  But  that  will  not  be  easy,  and  it  will  not 
be  painless.  No  one  should  have  any  illusions  that  any  reduction 
in  expended  Medicare  outlays  is  going  to  hurt  somebody  and  that 
the  amount  of  pain  grows  exponentially  with  the  dollars  involved. 

Mr.  Levin.  Thank  you. 

Chairman  Thomas.  Does  the  gentlewoman  from  Connecticut 
wish  to  inquire  for  a  second  round? 
Mrs.  Johnson.  Yes,  Mr.  Chairman. 

Dr.  Vladeck,  what  is  your  per  capita  growth  rate  on  your  0MB 
baseline  in  your  latest  proposal? 

Mr.  Vladeck.  In  the  President's  proposal,  I  believe  it  is  some- 
where in  the  range  of  6  percent,  but  I  would  have  to  get  back  to 
you  on  that  because  we  were  trying  to  figure  that  out  last  night 
and  ran  into  some  technical  problems. 

Mrs.  Johnson.  Well,  you  can  get  back  to  me  on  the  specifics,  but 
you  are  sa3dng  roughly  6  percent.  Did  you  calculate  the  Republican 
increase  using  your  baseline? 

Mr.  Vladeck.  No.  We  calculated  the  Republican  numbers  using 
the  CBO  baseline.  Using  the  CBO  baseline,  our  growth  rates  with 
our  reductions  would  be  substantially  higher. 

[The  following  was  subsequently  received:] 
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Average  Per  Capita  Growth  Under  the  Administrations  Proposal  1/ 

Fiscal  Year  Annual  Per  Capita  Growth 

1997  4.7% 

1998  6.5 

1999  5.5  . 

2000  4.8 

2001  6.5 

2002  6.5 

2003  7.2 

2004  7.4 

2005  7.5 

Average  (1997-2005)  6.3  % 


1/  Per  capita  growths  are  based  on  savings  from  the  Administrations  proposals  measured  against 
the  0MB  Midsession  Review  baseline. 
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Mrs.  Johnson.  I  am  interested  that  growth  rates  using  your 
basehne  are  6  percent,  which  is  higher  than  CBO  says  ours  will  be, 
but  in  talking  with  CBO,  they  believe  that  when  we  rectify  the 
baselines,  the  percentage  growth  will  be  roughly  the  same.  So  I 
think  we  do  need  to  go  through  that  exercise  because  I  think  a  lot 
of  what  we  are  talking  about  here  today  is  fundamentally  irrele- 
vant to  what  is  going  to  happen  in  the  end. 

Mr.  Vladeck.  Mrs.  Johnson,  we  believe  that  the  difference  be- 
tween $270  billion  and  $124  billion  is  far  more  than  a  baseline  esti- 
mation issue.  We  believe  that  even  correcting  for  differences  in 
baseline,  we  are  talking  about  between  a  50-  and  100-percent  dif- 
ference in  the  magnitude  in  outlay  reductions. 

Mrs.  Johnson.  I  believe  that  CBO  does  not  agree  with  you,  but 
we  will  go  through  that.  Some  difference  is  manageable.  A  lot  of 
difference  is  a  problem.  And  I  think  when  we  get  the  baselines  rec- 
tified, we  are  going  to  find  that  there  is  a  manageable  difference. 

In  your  section  on  vouchers,  you  are  very  negative  about  vouch- 
ers, but  you  make  a  lot  of  assumptions  that,  frankly,  none  of  us  is 
making.  If  the  voucher  is  pegged  to  cover  the  Medicare  service  bas- 
ket and  it  is  indexed  properly  so  it  continues  to  be  able  to  cover 
that  and  it  is  age-adjusted  so  that  as  people  get  older  and  their 
costs  are  higher  that  is  taken  into  account,  and  we  do  not  allow 
any  exclusion  on  the  basis  of  medical  underwriting,  which  we  know 
is  possible  because  in  the  Medigap  market  in  every  single  sector  of 
their  market,  there  are  Medigap  policies  that  do  not  exclude  for 
preexisting  conditions,  and  we  maintain  the  subsidies  of  the  cur- 
rent system  for  low-income  seniors,  I  do  not  understand  why  that 
would  not  work. 

You  assume  in  your  testimony  that  somehow  we  would  not  peg 
it  at  the  right  level  to  cover  services.  You  assume  it  would  not  be 
indexed.  You  assume  there  would  be  no  consideration  of  frailty  and 
age.  You  assume  that  we  would  allow  exclusion  of  people  on  the 
basis  of  health  history.  Of  course,  we  are  not  going  to  do  those 
things.  We  are  guaranteeing  to  the  seniors  of  America  that  the  pre- 
mium would  buy  them  just  exactly  what  they  get  under  Medicare 
now,  the  service  basket  they  get  under  Medicare  now,  the  access 
they  get  under  Medicare  now.  But  it  would  allow  them  to  buy  those 
services  in  a  managed  care  system. 

So  your  assumptions  are  so  wrong  that  of  course  your  conclusion 
is  hostile. 

Mr.  Vladeck.  No,  you  cannot  make  that  guarantee,  Mrs.  John- 
son, under  the  terms  of  the  budget  resolution.  The  budget  resolu- 
tion would  have  the  voucher  growing  at  $270  billion  less  than  is 
necessary  to  maintain  the  existing  set  of  benefits. 

Mrs.  Johnson.  Yes,  but  you  see  

Mr.  Vladeck.  And  unless  we  have  a  miracle-  

Mrs.  Johnson  [continuing].  That  is  a  different  judgment  to  be 
made.  Dr.  Vladeck.  I  think  we  all  have  to  start  from  the  assump- 
tion that  if  we  give  seniors  the  right  to  buy  a  premium,  we  are  giv- 
ing them  the  buying  power  to  buy  a  plan  comparable  to  Medicare. 
The  reason  we  want  to  do  that  is  because  we  know — and  you  have 
acknowledged  in  your  testimony  this  morning — ^they  can  buy  more 
than  the  Medicare  package  for  that  premium. 
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Now,  rather  than  make  the  savings  of  dropping  the  premium,  as 
you  are  suggesting  in  your  testimony,  we  are  going  to  allow  them 
to  buy  more  for  the  same  price.  Now,  we  think  that  that  is  abso- 
lutely doable  within  the  larger  picture  of  growth  that  we  put  in 
Medicare  because  there  are  so  many  other  areas  where  Medicare 
needs  to  be  far  more  efficient. 

For  instance,  if  the  government  is  paying  for  a  voucher  for  a  sen- 
ior, they  are  just  paying  the  insurance  company.  Now  they  are  pay- 
ing the  insurance  company  of  the  senior's  choice.  Now  they  are 
paying  every  time  that  patient  goes  to  the  doctor.  Think  of  the  fis- 
cal intermediary  costs  that  are  going  to  be  cut  if  we  move  into  a 
system  where  seniors  have  more  choice,  but  government  does  not 
have  the  burden  of  procedure-by-procedure  reimbursement,  a  visit- 
by-visit  reimbursement.  We  certainly  would  not  have  that  burden 
under  a  system  that  provided  more  choice  and  greater  access  to 
seniors. 

Mr.  Vladeck.  Mrs.  Johnson,  I  believe  you  are  misinterpreting 
the  data  in  two  ways.  The  reason  HMOs  are  providing  additional 
benefits  and  no  premium  is  because  we  are  overpaying  them.  The 
Mathematic  study  shows  that  in  Dade  County,  Florida,  or  Los  An- 
geles County  or  Orange  County,  what  we  are  actually  paying  the 
HMOs  is  more  than  we  would  be  spending  on  the  same  bene- 
ficiaries in  the  fee-for-service  system.  That  is  where  the  extra  bene- 
fits come  from.. 

Mrs.  Johnson.  Of  course,  it  depends  on  whether  the  benefit  has 
high  cost  or  low  cost  as  to  what  you  would  be  paying. 

Mr.  Vladeck.  No,  but  that  is  why  we  say  we  are  overpaying. 
Second,  the  fact  is  that  all  of  that  detailed  administrative  activity 
you  talk  about  in  the  Medicare  fee-for-service  system  costs  the  gov- 
ernment 2  cents  of  the  benefit  dollar.  There  is  no  private  plan, 
whether  an  HMO,  a  PPO,  or  a  private  indemnity  plan,  that  can 
manage  a  plan  at  that  level  of  overhead.  In  fact,  the  average  medi- 
cal loss  ratio  of  Medicare  HMOs  is  in  the  range  of  80  percent.  So, 
in  fact,  in  order  to  provide  the  same  benefits  to  Medicare  bene- 
ficiaries as  they  receive  now,  assuming  we  pay  them  exactly  the 
same  amount  as  we  would  pay  in  fee-for-service,  a  private  plan  has 
to  reduce  utilization  by  20  percent  to  break  even  in  terms  of  the 
benefit. 

Mrs.  Johnson.  The  light  is  on,  so  I  cannot  continue,  but  there 
are  answers  to  the  charges  you  just  made.  I  think  to  keep  the 
record  clear  we  do  have  to  acknowledge  that  the  Medicare  reim- 
bursement system  through  the  fiscal  intermediaries  is  now  com- 
promising access  to  seniors  because  the  fiscal  intermediaries  will 
not  reimburse  the  way  Medicare  directs  because  of  budget  con- 
cerns. So  they  are  reimbursing  for  office  visits  at  the  lowest  level 
regardless  of  how  much  care  was  given.  In  Connecticut,  that  is 
$19.19,  and  if  you  do  not  think  that  is  not  going  to  hurt,  is  not 
hurting  Medicare  beneficiaries  now  and  is  not  later,  I  sure  would 
not  tout  the  efficiency  of  the  Medicare  administration  capability 
now  to  provide  access  and  quality  to  seniors  when  it  is  on  the- 
skids. 

Thank  you. 

Chairman  Thomas.  The  gentlewoman's  time  has  expired. 
Does  the  gentleman  from  California  wish  a  second  round? 


236 


Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Mr.  Vladeck,  did  the  President's  plan  put  any  financial 
burdenpaying  for  that  $124  billion  on  the  beneficiaries? 

Mr.  Vladeck.  The  President's  plan  continues  the  proposal  that 
was  in  his  budget  in  January  and  in  the  extenders  of  keeping  the 
part  B  premium  at  25  percent. 

Mr.  Stark.  In  other  words,  you  did  not  add  any  financial  bur- 
den  

Mr.  Vladeck.  But  other  than  that,  there  is  no  additional  cost  to 
beneficiaries  in  the  President's  proposal. 

Mr.  Stark.  And  what  do  you  suppose  the  Republican  plan  adds 
to  the  burden?  About  $1,000  a  year  by  the  year.  2002,  as  we  heard? 
Is  that  right? 

Mr.  Vladeck.  Again,  that  would  be  on  average  of  a  range  of  pos- 
sible proposals. 

Mr.  Stark.  Let  me  ask  you  this:  Do  you  know — ^you  were  an  offi- 
cial in  the  New  Jersey  government  and,  before  that,  ran  a  large 
hospital  charity  operation  in  New  York.  Do  you  know  of  any  pri- 
vate insurance,  fee-for-service,  that  would  provide  Medicare-style 
benefits  that  is  available  to  people  over  65  if  they  do  not  qualify 
for  Medicare?  Is  anybody  selling  that  today  in  the  whole  United 
States? 

Mr.  Vladeck.  Not  that  I  am  aware  of. 

Mr.  Stark.  In  other  words,  you  give  these  folks  a  voucher.  Is 
there  any  law  on  the  books  of  the  United  States  or  any  State  that 
you  know  of  that  requires  an  insurer  to  sell  a  policy  to  any  particu- 
lar individual? 

Mr.  Vladeck.  Several  States  now  have  laws  that  if  they  sell 
health  insurance  at  all,  they  have  to  sell  in  the  individual  market, 
to  any  individual. 

Mr.  Stark.  If  they  sell  it.  But  there  is  no  law  that  requires  an 
insurance  company,  that  says  you  have  got  to  sell  this  insurance 
or  you  go  to  jail? 

Mr.  Vladeck.  That  is  correct. 

Mr.  Stark.  They  can  pull  out  of  the  market.  So,  in  effect,  we 
could  give  all  these  vouchers  to  seniors,  and  as  we  sit  here,  there 
is  no  insurance  company  in  the  country  that  offers  a  policy  that 
they  could  purchase.  Is  that  not  correct? 

Mr.  Vladeck.  That  is  correct. 

Mr.  Stark.  And  there  is  no  law  of  the  land  and  never  has  been 
one  that  would  require  an  insurance  company  to  offer  it. 
Mr.  Vladeck.  That  is  correct. 

Mr.  Stark.  Can  you  think  of  any  circumstance  under  which  you 
offer  people  a  $5,000  voucher  to  purchase  6,000  or  7,000  dollars' 
worth  of  benefits — I  know  that  we  often  hear  from  my  colleagues 
in  the  Majority  about  free  enterprise.  None  of  them  ever  had  a  job 
in  free  enterprise,  but  they  all  talked  about  it  a  lot.  But  for  those 
of  us  who  have  occasionally  worked,  how  would  you  sell  something 
to  people  for  $5,000  that  costs  $7,000  and  win  one  of  the  Presi- 
dent's awards  for  entrepreneurship?  How  would  you  do  that? 

Mr.  Vladeck.  Mr.  Stark,  my  particular  concern  is  actually  the 
opposite.  I  think  at  any  price  you  set  the  voucher,  there  would  be 
people  in  the  marketplace  who  would  exploit  that  price.  Unless  you 
had  a  very  extensive  regulatory  system,  there  would  be  people  who 
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would  thrive  in  such  a  market  by  promising  to  provide  7,000  dol- 
lars' worth  of  benefits  for  $5,000 — and,  in  fact,  providing  3,000  dol- 
lars' worth  of  benefits.  And  we  have  a  lot  of  history  of  that  in  the  . 
history  of  managed  care  in  both  Medicare  and  Medicaid. 

Mr.  Stark.  We  have  that  problem  today,  do  we  not,  particularly 
in  Florida  

Mr.  Vladeck.  Less  in  the  past  

Mr.  Stark.  Less,  but  we  have  had  it  in  California. 

Mr.  Vladeck.  Yes,  sir. 

Mr.  Stark.  Pericles  Celsus,  $12  million  they  stole,  and  they  are 
back  in  business.  We  have  no  Federal  regulations  that  would  pre- 
vent these  scalawags  from  offering  to  take  the  $5,000  from  my 
mother  and  only  give  her  3,000  dollars'  worth  of  benefits.  There  is 
no  law  now  that  would  prevent  that,  is  there? 

Mr.  Vladeck.  Well,  once  again,  there  is  no  actual  voucher  pro- 
posal, but  we  hear  on  the  one  hand  that  there  would  be  all  those 
sorts  of  consumer  protections  but  that  there  would  be  no  new  bu- 
reaucracy or  regulation.  One  of  those  two  things  cannot  be  so. 

Mr.  Stark.  Thank  you. 

Chairman  Thomas.  Does  the  gentleman  from  Washington  want 
to  do  a  foUowup? 

Mr.  McDermott.  Were  there  any  of  those  consumer  protections 
in  the  Medicare  Select  bill  that  went  out  of  this  Subcommittee? 

Mr.  Vladeck.  No,  I  do  not  believe  so. 

Mr.  McDermott.  So  they  are  talking  about  some  consumer  pro- 
tections they  are  going  to  cook  up  between  now  and  the  passage  of 
the  reconciliation  bill,  is  what  you  are  talking  about? 

Mr.  Vladeck.  Again,  according  to  those  who  have  seen  the  draft 
that  was  attributed  to  the  Majority  of  the  Subcommittee,  it  enu- 
merates quite  an  extensive  list  of  protections. 

Mr.  McDermott.  You  mean  there  is  a  draft  floating  around 
somewhere? 

Mr.  Vladeck.  I  only  know  what  I  read  in  the  newspaper. 

Mr.  McDermott.  Would  you  please  send  a  copy  to  my  office? 

[Mr.  Vladeck  subsequently  stated  he  had  only  seen  the  article 
and  not  any  draft  proposal.  He  stated  this  information  did  not 
originate  with  HCFA.] 

Chairman  Thomas.  Would  the  gentleman  yield?  Would  the  gen- 
tleman yield  briefly? 

Mr.  McDermott.  Yes. 

Chairman  Thomas.  The  Chair  has  been  relatively  patient  in 
some  of  the  show  going  on  here,  and  there  may  be  somebody  who 
walked  in  the  room  who  now  believes  that  Congress  just  passed  a 
law  for  which  there  are  no  consumer  protections.  And,  frankly,  Dr. 
Vladeck,  I  think  you  just  did  a  great  disservice.  Do  we  have  any 
consumer  protections  in  the  basic  Medigap  law  that  is  currently  on 
the  books? 

Mr.  Vladeck.  We  have  some  limited  consumer  protections,  yes, 
sir. 

Chairman  Thomas.  Some  limited  ones.  Are  you  advocating  that 
they  be  improved?  Do  you  have  suggested  legislation  in  front  of  us 
to  improve  them? 

Mr.  Vladeck.  No,  we  have  not  suggested  legislation. 
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Chairman  THOMAS.  No,  you  do  not.  And  will  the  Medicare  Select 
legislation  that  the  President  signed  have  that  same  basic  protec- 
tion that  applies  to  all  other  Medigap  programs  applied  to  it? 

Mr.  Vladeck.  That  is  correct. 

Chairman  THOMAS.  Thank  you. 

Mr.  McDermott.  May  I  reclaim  my  time? 

Chairman  THOMAS.  You  certainly  may. 

Mr.  McDermott.  Thank  you. 

I  wanted  to  ask  you  about  another  issue,  and  that  is  the  inter- 
face between  Medicare  and  Medicaid  with  respect  to  hospital  reim- 
bursement, particularly  rural  hospitals.  Some  of  the  Members,  be- 
fore you  came  in,  were  talking  about  the  impacts.  I  would  like  the 
Subcommittee  to  understand  what  all  these  changes  are  going  to 
do  to  rural  hospitals,  particularly,  but  also  urban  hospitals,  as  you 
see  the  machinations  that  are  going  on  here. 

Mr.  Vladeck.  In  general — and,  of  course,  it  varies  very  substan- 
tially from  community  to  community,  but,  in  general,  rural  hos- 
pitals receive  more  than  one-half  of  their  total  revenues  from  a 
combination  of  Medicare  and  Medicaid.  The  proportion  of  folks  who 
are  privately  insured  in  rural  communities  is  lower  than  it  is  in 
urban  communities,  and  rural  populations  tend  to  be  somewhat 
older  than  the  metropolitan  area  populations.  So,  in  general,  rural 
hospital  are  more  dependent  on  Medicare  and  Medicaid  between 
them  than  are  other  hospitals.  Therefore,  significant  reductions  in 
the  amount  of  money  flowing  through  Medicare  and  Medicaid 
would  have  a  particularly  severe  effect  on  them. 

Mr.  McDermott.  If  you  figure  that  the  Federal  Government  is 
going  to  spend  15  percent  less  in  the  Medicaid  block  grant  to  the 
States,  where  do  you  think  a  State — I  mean,  you  operated  in  State 
government  I  think  in  New  Jersey. 

Mr.  Vladeck.  Right. 

Mr.  McDermott.  What  would  be  your  guess  about  the  segment 
of  the  Medicaid  Program  that  would  take  the  hit  for  the  15  per- 
cent? 

Mr.  Vladeck.  I  think  both  the  politics  and  the  economics  are 
that  to  reduce  Medicaid  outlays  by  that  level,  you  have  to  signifi- 
cantly reduce  the  number  of  people  you  are  covering.  And  I  think 
in  order  to  do  that,  most  States  would  start  with  the  top  of  the  in- 
come distribution  of  the  low-income  mothers  and  kids,  but  they  are 
not  that  expensive.  So  you  would  have  to  end  up  significantly  cut- 
ting back  on  coverage,  the  supplemental  coverage  for  the  non- 
institutionalized  elderly  and  for  the  non-State-responsibility  dis- 
abled persons,  the  physically  disabled  and  so  forth.  Those  are  ex- 
pensive populations,  and  those  are  the  ones  you  would  have  to  cut 
to  meet  the  targets  in  the  block  grant. 

Mr.  McDermott.  You  would  cut  those  before  you  cut  the  nursing 
home  program? 

Mr.  Vladeck.  My  impression  of  the  politics  of  Medicaid  in  most 
States  is  that  nursing  homes  tend  to  do  relatively  better  in  both 
cutting  and  adding  scenarios  than  do  other  beneficiaries  or  provid- 
ers of  service. 

Mr.  McDermott.  So  you  are  really  talking  about  the  least  able 
to  defend  themselves,  the  mother  and  the  child,  of  the  working  poor 
or  the  poorer  families  in  this  country? 
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Mr.  Vladeck.  I  think  they  would  be  most  at  risk  from  a  Medic- 
aid cut. 

Mr.  McDermott.  I  had  the  feehng  that  you  might  have  had 
some  response  to  Mrs.  Johnson's  last  comments,  and  if  you  want 
to  take  1  minute  to  respond  to  that,  I  would  like  to  offer  you  that 
opportunity,  because  I  think  you  ought  to  have  your  chance  to  say 
what  your  response  was  to  that. 

Mr.  Vladeck.  Well,  again,  I  think  it  is  important  to  get  the  facts 
straight  and  to  get  the  record  straight  here.  And  the  fact  is  that 
I  am  not  familiar  with  the  particular  problem  in  Connecticut,  and 
we  may  well  be  having  one.  The  program  does  not  always  work 
perfectly.  But,  in  fact,  over  the  last  several  years,  since  the  fee 
schedule  was  put  into  place,  the  proportion  and  number  of  physi- 
cians seeing  Medicare  patients  has  increased.  The  proportion  of  the 
income  of  primary  care  doctors  that  is  attributable  to  Medicare  has 
increased.  And  the  proportion  of  all  physicians  accepting  Medicare 
assignment  has  increased.  So  while  we  do  have  problems  in  some 
parts  of  the  country,  the  aggregate  data  is  very,  very  clear  that 
Medicare  beneficiaries'  access  to  all  physician  services,  including 
primary  care  services,  has  improved  measurably  over  the  last  sev- 
eral years. 

Chairman  Thomas.  The  gentleman's  time  has  expired. 
Mr.  McDermott.  Thank  you.  Thank  you,  Mr.  Chairman. 
Chairman  Thomas.  Does  the  gentleman  from  Nevada  wish  to 
have  a  second  round? 
Mr.  Ensign.  Thank  you,  Mr.  Chairman. 

While  I  probably  could  go  down  and  just  play  politics  and  say 
why  does  the  administration  feel  that  it  needs  to  balance  the  budg- 
et in  10  years  when  during  the  campaign  5  years  was  necessary, 
we  will  not  go  down  that  road. 

Let  me  turn  to  something  concrete. 

Mr.  Vladeck.  I  thank  you  for  not  mentioning  it. 

Mr.  Ensign.  No  problem.  No,  seriously  

Chairman  THOMAS.  What  was  it  that  the  gentleman  did  not  men- 
tion? [Laughter.] 

Mr.  Ensign.  One  of  the  problems  that  we  have  in  the  whole  Med- 
icare system  is  the  way  the  incentives  are  put  in  for  hospitals  and 
doctors  is  to  spend  a  lot  of  money  at  the  end  of  a  person's  life.  Now, 
granted,  we  Imow  that  the  problem  is  that  we  are  always  looking 
retrospectively.  We  do  not  know  that  that  is  the  last  60  days  of  a 
person's  life,  but  a  lot  of  times  we  do.  A  lot  of  times  we  have — espe- 
cially physicians,  you  work  in  the  field  long  enough,  and  you  pretty 
much  know  when  those  last  60  days  are. 

What  are  your  and  the  administration's  ideas  on  changing  the  in- 
centives prospectively  toward  hospices?  Because  a  lot  of  times,  the 
money  is  spent  when  people  would  not  even  want  that  money  spent 
on  them.  A  lot  of  times  their  living  will  is  with  them,  but  their  fam- 
ily members  are  not  around  to  enforce  the  living  will.  I  am  talking 
about  care  they  would  not  want  done  on  themselves  in  the  first 
place. 

Mr.  Vladeck.  I  appreciate  your  raising  that,  sir,  because  it  is  an 
issue  about  which  I  feel  very,  very  strongly.  I  frankly  feel  that 
these  are  kinds  of  issues  that  really  transcend  the  economic  consid- 
erations, whether  they  are  public  or  private. 
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We  have  in  the  final  stages  a  final  regulation,  implementing  leg- 
islation that  the  Congress  enacted  about  4  or  5  years  ago,  I  believe 
emanating  from  this  Subcommittee,  that  is  entitled  "The  Patient's 
Self-Determination  Act."  The  legislation  makes  certain  that  all  pa- 
tients in  Medicare-certified  hospitals  are  advised  in  appropriate 
ways  about  their  right  to  have  a  living  will,  to  make  decisions 
about  terminal  care.  It  makes  certain  that  hospitals  have  appro- 
priate procedures  for  educating  patients  and  their  families,  and 
that  there  is  community- wide  education  as  well. 

It  is  my  belief,  and  from  your  question,  if  I  can  imply  that  it  is 
your  belief,  that  if  we  really  gave  patients  and  families  more  con- 
trol over  this  decisionmaking  process,  they  would  make  more  ra- 
tional, humane,  and  often  less  expensive  determinations  than  phy- 
sicians who,  for  a  whole  variety  of  legitimate  reasons,  tend  to  err 
on  the  side  of  too  much  service  and  too  much  technological  inten- 
siveness  and  so  forth. 

So  we  are  very  much  committed  to  helping  patients  and  their 
families  be  clearer  about  what  they  want,  be  more  assertive  about 
it,  and  have  more  control  over  terminal  care. 

Mr.  Ensign.  Let  me  toss  this  out  for  discussion,  because  it  is  one 
of  the  reasons  that  I  think,  and  you  mentioned  in  your  testimony, 
the  administration  is  committed  to  this  as  well  as  the  Republican 
Congress;  that  is,  giving  people  more  choice.  That  is  the  reason  I 
think  some  of  the  people  have  tossed  out  the  Federal  Employees 
Health  Plan.  Can  it  be  devised  in  such  a  way  that  one  of  the  things 
they  are  doing  when  they  are  choosing  plans  is  they  are  choosing 
that  type  of  health  coverage;  that  they  can  decide  if  they  want  all 
these  heroic  measures  being  done  at  the  end  of  their  life,  that  is 
one  part  of  the  plan  the  private  sector  could  offer  that  as  one  of 
the  options  so  that  that  choice  is  built  in  that  they  have  made,  and 
it  is  obvious  because  they  made  those  choices  up  front.  And  maybe 
the  beneficiaries  could  share  in  the  benefits  because  maybe  that  is 
what  allows  them  to  have  prescription  drug  coverage. 

Mr.  Vladeck.  In  principle,  the  Medicare  hospice  benefit  works 
that  way.  When  someone  has  a  diagnosis  of  being  terminally  ill 
with  limited  life  expectancy,  they  choose  palliative  care  and  a  dif- 
ferent package  of  benefits  than  they  would  had  they  not  entered 
Medicare  hospice. 

Now,  some  changes  in  the  law  and  the  program  over  the  last  sev- 
eral years  have  moved  us  away  from  that.  But  I  would  be  con- 
cerned, sir,  about  people  having  the  right  to  change  their  minds. 
We  often  tend  to  deny  our  own  mortality.  One  may  make  an  elec- 
tion at  one  point  in  life,  and  later  find  out  that  they  are  terminally 
ill  and  then  be  unsure  they  want  to  continue  to  live  with  their  elec- 
tion. Morally  or  as  a  matter  of  public  policy,  I  am  not  sure  how  pre- 
pared I  would  be  to  hold  them  to  their  decision  and  say.  Look,  you 
have  been  getting  prescription  benefits  for  10  years,  so  you  are  out 
of  luck  in  terms  of  heroic  therapy.  I  am  not  sure  I  would  be  com- 
fortable with  setting  up  choices  in  that  regard. 

Mr.  Ensign.  Thank  you  for  the  extra  time,  Mr.  Chairman,  and 
it  is  just  an  issue  that  I  think  needs  to  be  raised  and  we  need  to 
continue  to  work  on,  because  it  is  such  a  large  area  of  expenditures 
in  the  Medicare  system. 

Thank  you. 
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Mr.  Vladeck.  I  will  put  in  a  plug.  I  have  an  article  in  the  Jour- 
nal of  the  American  Medical  Association  next  month  on  this  sub- 
ject. 

Chairman  Thomas.  The  issue  needs  to  be  raised,  it  needs  to  be 
pursued,  and  it  needs  to  be  resolved. 
The  gentleman  from  Michigan. 
Mr.  Cardin.  Maryland. 

Chairman  Thomas.  I  apologize.  I  have  been  accustomed  to  Sandy 
down  there.  Sorry,  Ben. 
The  gentleman  from  Maryland. 
Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Dr.  Vladeck,  one  of  the  options  that  is  being  looked  at  to  open 
up  Medicare  more  to  private  insurance  is  to  continue  those  individ- 
uals who  become  qualified  for  Medicare  in  their  employer- 
sponsored  plan.  I  know  that  you  have  looked  at  that.  You  have 
done  some  work  with  some  of  the  larger  employers  to  see  whether 
there  is  interest  among  the  employers  to  take  on  the  responsibility 
of  all  of  their  retirees  with  some  contractual  arrangements  with 
HCFA.  And  I  am  wondering  whether  you  have  any  observations  as 
to  your  discussions  with  large  employers  as  to  whether  there  is  a. 
willingness  to  take  on  the  total  responsibility  for  their  population 
over  65;  how  the  Medicare  beneficiaries  are  responding  to  the  pros- 
pects of  remaining  in  their  employer-sponsored  plans  versus  tradi- 
tional Medicare;  and  whether  there  has  been  any  indication  as  to 
potential  savings  to  the  Federal  treasury  as  a  result  of  these  ar- 
rangements. 

Mr.  Vladeck.  We  have  talked  to  a  number  of  employers  in  a  rel- 
atively preliminary  way,  and,  frankly,  their  views  are  mixed.  We 
have  talked  to  two  employers  over  the  last  5  or  6  years  very  inten- 
sively in  a  process  that  got  a  lot  of  attention,  I  believe,  in  the  late 
eighties.  Both  the  Chrysler  Corp.  in  conjunction  with  the  UAW, 
and  John  Deere,  also  with  the  UAW,  proposed  the  creation  of  a  so- 
called  Medicare-insured  group  in  which  we  would  treat  their  em- 
ployee benefit  plan  for  their  retirees  as  though  it  were  a  capitated 
managed  care  plan. 

We  have  been  in  negotiations  with  John  Deere  around  such  a 
plan  to  the  present  day  and  believe  they  are  finally  going  to  go  for- 
ward on  a  very  small  and  cautious  basis. 

Several  years  ago,  Chrysler  concluded  that  the  risks  to  them 
from  an  actuarial  point  of  view  of  such  an  arrangement  would  be 
too  great  to  justify  potential  savings  they  had  initially  hoped  for 
and,  therefore,  discontinued  the  discussions  with  us. 

So  I  would  say  I  think  it  depends.  It  depends  on  the  nature  of 
the  retiree  benefits  now  being  offered.  It  depends  on  how  the  em- 
ployer feels  about  what  kind  of  deal  they  are  getting  from  their 
health  plan.  It  depends  on  the  ratio  of  retirees  to  workers  and 
where  they  are  located — a  set  of  issues.  I  think  you  will  find  some 
continuing  interest  from  employers  and  the  opportunity  to  provide 
some  real  benefit  to  beneficiaries  in  the  process.  But  I  do  not  think 
it  will  be  anywhere  near  a  universal  response  even  from  the  largest 
and  most  sophisticated  employers.  And  one  of  the  things  we  would 
like  to  work  with  you  on  is  to  provide  that  option,  again,  as  a  vol- 
untary one  for  both  the  employer  and  the  retiree,  and  see  how 
many  takers  we  can  get. 
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Mr.  Cardin.  Well,  if  it  is  maintained  as  a  voluntary  option — I 
understand  the  political  difficulty  of  anything  other  than  a  vol- 
untary—don't you  run  the  risk  of  the  adverse  selection  problems  or 
the  risk  that  the  employer  will  try  to  pawn  off  on  the  Federal  Gov- 
ernment their  highest  cost  beneficiaries,  therefore  taking  the  best 
of  both  possible  worlds  from  the  private  sector  but  the  worst  from 
the  government  sector? 

Mr.  Vladeck.  You  do  run  that  risk,  although  I  think  there  are 
ways  to  accommodate  it.  But,  again,  I  think  the  ways  in  which  you 
accommodate  it  may  reduce  the  attractiveness  to  some  of  the  em- 
ployers. 

I  hate  to  respond  in  this  way,  sir,  but  the  basic  answer  is  that 
it  is  very  complicated  and  different  employers  feel  differently. 

Mr.  Cardin.  Do  you  think  you  will  save  money  for  the  Federal 
Government? 

Mr.  Vladeck.  Not  in  significant  amounts. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

Chairman  THOMAS.  I  would  tell  the  gentleman  that  that  line  of 
questioning  is  an  interesting  one,  and  obviously  it  would  be  a  vol- 
untary one  with  complete  protection  on  an  all-or-nothing  arrange- 
ment. But  in  pursuing  that,  we  found,  frankly,  some  very  positive 
discussed  with  labor  unions,  especially  the  Taft-Hartley  labor 
unions  that  already  have  the  employer's  dollars  by  which  they 
structure  their  plans.  They  find  this  is  a  relatively  attractive  one 
for  the  union  family,  especially  since  many  of  the  labor  contracts 
have  retirement  at  55  now.  And  I  think  we  can  probably  on  a  vol- 
unteer basis  draft  some  programs  that  would  be  modest  initially, 
but  I  think  perhaps  have  some  long-term  benefits  not  only  from 
employers  but  from  union  health  plans  as  well. 

Mr.  Vladeck.  And,  if  I  may,  Mr.  Chairman,  we,  in  fact,  find 
more  enthusiasm  for  these  sorts  of  ideas  among  the  unions,  and  we 
are  in  discussions  both  with  Amalgamated  Life  Insurance,  an  affili- 
ate of  what  used  to  be  the  Amalgamated  Clothing  Workers  that 
also  goes  back  many  years,  and  more  recent  discussions  initiated 
by  the  Joint  States  Welfare  Plan  of  the  Teamsters.  So  we  do  think 
there  is  some  interest  in  the  multiemployer  union  plans,  and  we 
are  pursuing  it  and  would  be  interested  in  continuing  to  explore  it. 

Chairman  Thomas.  I  thank  the  gentleman.  And  I  guess  people 
are  through,  so  I  can  ask  some  questions. 

Mr.  Cardin.  Mr.  Chairman,  before  you  do  that,  could  I  just  ex- 
plain the  reasons  why  several  Members  of  our  Subcommittee  will 
not  be  here?  Three  of  the  Members  of  the  Subcommittee  serve  also 
on  the  Ethics  Committee,  which  will  be  meeting  shortly,  and  we 
are  required  to  be  at  the  Ethics  Committee.  Mr.  Thomas  does  not 
require  us  to  be  at  this  Subcommittee.  I  particularly  want  to  apolo- 
gize to  Dr.  Bennett,  who  will  be  on  the  next  panel,  from  Johns  Hop- 
kins, and  also  Dr.  Foreman,  who  was  previously  from  Maryland, 
for  why  I  cannot  personally  be  here  to  listen  to  their  testimony,  but 
our  staffs  are  present. 

Thank  you,  Mr.  Chairman. 

Chairman  Thomas.  Certainly.  The  testimony  is  made  a  part  of 
the  record,  and  we  do  utilize  the  information  as  we  move  forward 
in  trying  to  craft  a  strategy  to  preserve  and  strengthen  Medicare. 
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Earlier,  the  gentleman  from  California  made  a  statement:  There 
is  nothing  new  in  this  business.  You  spent  some  pages,  Dr. 
Vladeck,  explaining  some  of  the  things  that  you  are  doing.  Is  any 
of  this  new? 

Mr.  Vladeck.  We  believe  it  is,  but  none  of  it  is  scored  for  sav- 
ings, sir. 

Chairman  Thomas.  Well,  if  we  relied  in  terms  of  the  scoring  to 
define  what  we  should  be  doing  in  terms  of  new,  we  would  not  do 
anything. 

I  am  concerned  that  people  do  not  believe  and  have  a  mental  set 
going  into  the  solution  for  Medicare  that  there  is  nothing  new.  Ap- 
parently, they  are  not  paying  attention  to  what  is  going  on  in  the 
private  sector,  and  I  thought  the  dialog  here,  although  you  may 
have  been  pursuing  employers  for  some  time,  based  upon  what  we 
may  do  with  incremental  health  reform  in  other  areas,  might,  in 
fact,  increase  the  comfort  level  of  some  employers.  Because,  frank- 
ly, what  I  have  heard  from  them  was  that  they  were  scared  to 
death  that  we  would  get  them  into  the  retiree  business  and  then 
walk  away  from  them  and  then  have  them  hold  the  bag  in  terms 
of  risk.  And  I  said.  Well,  based  upon  some  of  my  experience,  that 
may,  in  fact,  be  a  real  worry.  And  so  to  the  degree  that  we  can  cre- 
ate a  structure  which  alleviates  some  of  those  concerns,  I  think  we 
have  perhaps  a  greater  opportunity  to  move  forward. 

Dr.  Vladeck,  in  your  busy  schedule,  did  you  get  a  chance  to  see 
the  editorial  page  of  the  Washington  Post  this  morning? 

Mr.  Vladeck.  I  did. 

Chairman  Thomas.  You  did.  And  so  you  saw  the  editorial  enti- 
tled "Medicare  As  We  Know  It."  The  last  paragraph  says, 

But  Medicare  as  we  know  it  is  too  costly  to  be  sustained,  and  the  problem  will 
only  grow  worse  as  the  baby  boomers  begin  to  retire  in  the  next  century.  The  Re- 
publicans are  right  that  it  has  to  be  restructured.  The  questions  are  how  drastically, 
at  whose  expense,  and  how.  Vouchers  will  not  magically  solve  the  problem  all  by 
themselves.  They  can't.  But  they  might  be  part  of  a  tolerable  solution.  The  idea  de- 
serves some  thought. 

It  is  focusing  on  the  whole  question  of  vouchers.  Obviously,  to  a 
great  extent,  the  discussion  here  was  over  the  vouchers. 

As  a  matter  of  fact,  in  your  testimony  you  discuss — and  this  is 
the  question  I  want  to  ask  you,  Mr.  Vladeck.  In  your  testimony, 
you  used  a  phrase,  "In  short,  the  choice  beneficiaries  would  face 
under  the  Republican  voucher  plan  .  .  . ."  That  is  in  your  written 
testimony.  It  was  reviewed  by  the  administration  officials.  It  is 
your  official  testimony  characterizing  the  Republican  voucher  plan. 
And  yet  just  1  minute  ago,  in  your  exchange  with  the  gentleman 
from  California,  you  admitted  there  is  no  actual  voucher  program. 

Now,  was  that  just  a  moment  of  candor  on  your  part,  or  was  your 
written  statement  a  true  reflection  of  your  belief  about  whether  or 
not  there  is  a  Republican  voucher  plan? 

Mr.  Vladeck.  Well,  I  think  without  getting  into  semantics,  sir, 
the  reason  for  the  phrasing  of  my  statement  earlier  was  my  under- 
standing of  some  of  the  dialog  that  occurred  in  one  of  your  sister 
Committees  on  Tuesday  with  one  of  my  colleagues.  A  document 
that  has  been  widely  circulated  as  a  staff  draft  was  disavowed  by 
many  of  the  Members  of  the  Majority.  And  we  both,  based  on  press 
reports  and  other  sources  of  information,  had  reason  to  believe  it 
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was  being  still  talked  about  by  Majority  staff.  The  Majority  has 
since  advised  in  other  settings  that  this  was  not  their  plan.  So  to 
the  extent  that  the  timing  of  a  written  statement  predates  this  and 
to  the  extent  that,  in  fact,  you  and  your  colleagues  are  prepared  to 
say  that  you  do  not,  in  fact,  have  a  plan,  then  I  would,  in  fact,  cor- 
rect the  record. 

Chairman  Thomas.  If  the  gentleman  had  looked  at  any  purloined 
materials,  I  think  he  would  have  realized — and  he  certainly  could 
not  have  gotten  it  from  reading  Washington  Post  stories  over  it — 
that,  in  fact,  that  was  salted  constantly  with  phrases  like  "alter- 
natives A,  B,  C,"  and  "options  1,  2,  3,  4,"  and  that  an  entire  pano- 
ply— in  fact,  the  universe  of  suggested  topics  were  part  of  that  pro- 
gram. The  stories  do  not  talk  about  options  or  alternatives.  They 
invariably  take  the  largest  or  the  worst  possible  scenario  and  paint 
that  as  "a  Republican  plan."  And  yet  at  the  same  time  a  reporter 
is  playing  those  kinds  of  games,  the  Washington  Post  is  writing  an 
editorial  that  says  we  ought  to  at  least  take  a  look  at  it. 

Now,  I  will  assure  you  there  is  no  plan,  notwithstanding  your 
statement  and  then  your  attempt  to  trash  it  based  upon  assump- 
tions which  were  not  in  the  plan  and  options  which  were  not  con- 
tained in — and  your  certainly  heard  the  response  of  the  gentle- 
woman from  Connecticut  about  her  concerns  in  couching  any  struc- 
ture and  that  it  serves  no  useful  purpose  in  trying  to  solve  the 
problem  that  is  in  front  of  us  by  carrying  on  the  kind  of  political 
dialog. 

Are  we  looking  at  every  possible  option  to  make  sure  that  Medi- 
care does  not  go  bankrupt?  You  bet  we  are.  We  would  be  irrespon- 
sible if  we  did  not.  Does  that  mean  that  that  is  what  we  are  plac- 
ing in  front  of  the  Congress  tomorrow?  Of  course  not.  Have  we 
ended  the  hearings  in  terms  of  tr3dng  to  get  ideas  about  how  to 
solve  this  problem  in  front  of  us?  No.  And  yet  you  folks  decide  to 
take  the  valuable  time  that  we  have  here  playing  the  kind  of  cute 
games  that  you  play  when  you  knew  there  were  consumer  protec- 
tions in  the  law  under  the  Medigap  provision;  the  Medicare  Select 
is  in  addition  to  the  10  Medigap  proposals. 

Now,  that  does  not  get  us  anywhere  in  trying  to  resolve  the  prob- 
lem in  front  of  us. 

In  your  exchange  with  the  gentleman  from  California  about  the 
condition  that  the  trust  fund  is  in  vis-a-vis  earlier  periods,  and 
your  representation  that  the  trust  fund  has  been  in  trouble  in  pre- 
vious periods  much  more  so  than  currently,  in  those  previous  peri- 
ods had  the  cap  on  payroll  been  removed?  In  fact,  when  was  the 
cap  on  payroll  deductions  for  the  part  A  trust  fund  removed.  Dr. 
Vladeck? 

Mr.  Vladeck.  I  believe  it  was  removed  in  OBRA  1993,  sir. 

Chairman  Thomas.  In  OBRA  1993,  the  cap  on  payroll  was  re- 
moved. So  in  previous  years,  the  way  in  which  you  partially  re- 
solved the  trust  fund  dilemma  was  to  up  the  dollar  amounts  that 
people  had  to  pay  on  payroll  deduction  into  the  trust  fund? 

Mr.  Vladeck.  May  I  note  for  the  record,  sir,  that  every  Repub- 
lican in  the  House  of  Representatives  voted  against  that  change  in 
OBRA  1993. 
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Chairman  Thomas.  I  appreciate  that  very  much,  because  I  think 
it  is  very  important  as  we  go  along,  and  I  really  do  appreciate  your 
underscoring  that. 

Now,  back  to  the  question.  Was  one  of  the  ways  in  which  you 
saved  the  trust  fund  from  impending  bankruptcy  increasing  the 
amount  of  income  that  people  were  required  to  deduct  for  payroll 
deduction  into  the  part  A  trust  fund? 

Mr.  Vladeck.  That  was  done  on  a  number  of  occasions,  yes,  sir. 

Chairman  Thomas.  Can  we  do  it  any  more? 

Mr.  Vladeck.  No,  we  cannot. 

Chairman  Thomas.  No.  And  when  was  that  done?  In  1993.  You 
have  exhausted  that  option,  which  was  available  earlier  to  do  these 
short-term  increased-tax  approaches  to  saving  Medicare. 

Anything  else  done  in  OBRA  1993  to  make  adjustments  on  the 
Medicare  Trust  Fund? 

Mr.  Vladeck.  Yes,  there  were  some  reductions  in  increases  in 
pa3mient  rates  to  part  A  providers. 

Chairman  THOMAS.  About  how  much  was  that? 

Mr.  Vladeck.  I  honestly  do  not  recall  the  number. 

Chairman  Thomas.  $55.8  billion,  revisions  

Mr.  Vladeck.  That  included  the  B  providers. 

Chairman  Thomas.  $55.8  billion. 

Now,  the  President  submitted  a  1996  budget.  Were  there  adjust- 
ments on  Medicare  in  the  1996  budget? 

Mr.  Vladeck.  No,  there  were  no  further  adjustments — other 
than  extenders  of  current  law. 

Chairman  Thomas.  There  were  $10.9  billion  of  doing  what? 

Mr.  Vladeck.  Of  extensions  of  what  would  be  expiring  authori- 
ties. 

Chairman  Thomas.  You  are  going  to  have  to  explain  that  a  little 
bit.  You  mean  there  were  reductions  already  in  place  that  were 
going  to  expire? 

Mr.  Vladeck.  That  is  correct. 

Chairman  Thomas.  Suggested  dates. 

Mr.  Vladeck.  Pardon? 

Chairman  Thomas.  What  were  the  suggested  dates?  When  were 
they  going  to  expire? 

Mr.  Vladeck.  They  will  expire  at  the  end  of  fiscal  year  1995  un- 
less Congress  extends  them. 

Chairman  Thomas.  And  so  instead  of  coming  up  with  new  reduc- 
tions that  were  available,  basically  your  arsenal  was  reduced  to 
taking  things  that  were  going  to  stop  and  extending  the  date  at 
which  they  continued.  So  we  do  not  have  the  payroll-upping  proce- 
dure anjmiore.  That  cap  has  completely  been  blown.  You  have  now 
decided  you  think  you  can  balance  the  budget.  You  do  believe  it  is 
over  10  years,  and  you  do  believe  there  are  changes  that  need  to 
be  made  in  Medicare.  But  in  the  1996  budget,  what  you  offered 
were  simply  extensions  of  decisions  that  had  been  made  earlier. 

Frankly,  one  of  the  reasons  we  are  in  the  problem  we  are  in  is 
because  all  of  the  easy  decisions  have  already  been  made.  In  the 
mideighties  and  in  the  early  nineties,  including  OBRA  1993,  you 
folks  continued  to  do  what  used  to  save  Medicare.  That  is  whack, 
cut  back,  modify,  squeeze  providers.  And  in  your  1996  budget  you 
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pretty  well  admit  you  cannot  keep  doing  that  anymore.  All  you  did 
was  extend  current  law. 

Now  you  have  decided  that  maybe  you  can  go  back  in  and  whack 
providers  if  you  need  some  kind  of  a  model  to  offset  the  apparently 
attractive  position  that  the  Republicans  have  advocated  that  maybe 
we  ought  to  balance  the  budget  and  maybe  we  ought  to  save  the 
trust  fund.  And  one  of  the  things  that  concerns  me  very  much  as 
we  try  to  go  forward  to  save  this  trust  fund  is  to  make  the  kinds 
of  statements  that  you  make  out  of  context;  that,  Gee,  this  is  no 
different  than  any  other  period  in  terms  of  the  Medicare  Trust 
Fund  being  threatened  because  we  have  had  serious  conditions  in 
the  past  and  we  have  always  rectified  them. 

Isn't  it  true  that  we  have  far  fewer  weapons  that  have  been  used 
in  the  pa^st  in  our  arsenal  to  deal  with  the  current  crisis?  Is  that 
a  fair  statement? 

Mr.  Vladeck.  I  think  it  is  fair  to  say  we  have  one  less  weapon 
in  our  arsenal. 

Chairman  Thomas.  And  what  is  that? 

Mr.  Vladeck.  We  can  no  longer  raise  the  wage  ceiling  on  the  HI 
tax  because  we  have  removed  the  ceiling.  Other  than  that,  nothing 
that  has  been  done  in  the  past  in  principle,  in  general  form,  to 
strengthen  the  trust  fund  could  not  be  done  again. 

Chairman  Thomas.  Except  that  we  have  a  number  of  current  re- 
ductions in  the  law  that  all  you  can  do  is  extent  them.  And  that 
certainly  is  not,  in  my  opinion,  a  substitute  for  a  solid  policy  to 
rethink  the  system. 

Mr.  Vladeck.  Mr.  Chairman,  the  President  has  laid  out  the 
shape  of  a  proposal  that  would  extend  the  life  of  the  trust  fund  sev- 
eral more  years.  Our  concern  about  this  argument  is  that,  as  far 
as  we  are  given  to  understand,  none  of  the  options  that  have  been 
talked  about  by  the  Majority  in  implementing  the  budget  resolution 
dedicate  all  of  the  savings  to  the  trust  fund.  In  fact,  we  have  heard 
numbers  anywhere  from  one-third  to  two-thirds  of  the  $270  billion 
outlay  reduction  is  coming  on  the  part  B  side  or  the  premium  side 
and  doing  the  trust  fund  no  good  whatsoever. 

So  we  think  there  is  a  long  history  that  raises  questions  about 
whether  anyone  is  prepared  to  have  an  apolitical  discussion  of  the 
future  of  the  trust  fund.  We  do  not  envision  ourselves  at  the  mo- 
ment of  being  in  the  circumstances  where  the  Majority  has  had  a 
straightforward  discussion  of  these  issues  either  because  it  is  clear 
you  do  not  need  $270  billion  in  savings  to  keep  the  trust  fund  going 
through  the  next  decade  or  through  the  budget  window.  And  it  is 
also  clear  that  even  $270  billion  in  savings  will  not  put  the  trust 
fund  on  a  long-term,  sound  actuarial  basis. 

Chairman  Thomas.  If  what  we  are  doing  will  not  put  the  trust 
fund  on  a  sound  actuarial  basis  long  term,  what  is  the  President 
doing  since  his  objective  and  the  numbers  that  you  stated  are  far 
less  than  ours? 

So  you  would  characterize  it  as  what? 

Mr.  Vladeck.  We  believe  that  the  prudent  course  of  action  is  to 
adopt  a  set  of  measures  that  will  keep  the  trust  fund  solvent  for 
the  next  10  years  which  ought  to  be  enough  time  for  cooler  heads 
to  prevail  and  for  us  to  have  some  long-term,  serious,  scholarly  dis- 
cussion. 
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Chairman  Thomas.  And  that  is  why  it  is  prudent,  but  ours  is 
not? 

Mr.  Vladeck.  Pardon? 

Chairman  Thomas.  You  just  characterized  what  we  were  trying 
to  do  as  not  enough  money  to  save  the  trust  fund  for  the  long  term. 
Everyone  knows,  who  is  trying  to  carry  on  a  rational  discussion 
about  the  Medicare  Trust  Fund,  that  by  2012,  2013,  and  certainly 
by  2015  because  of  the  demographic  problem  of  the  baby  boomers 
coming  along,  we  have  to  make  some  fundamental  changes.  Some- 
body has  to  start  looking  at  the  long-term  problems.  That  is  the 
question  of  age  and  the  question  of  trying  to  open  up  the  Medicare 
Trust  Fund. 

What  you  have  suggested  the  President  is  doing  in  a  prudent 
way  is  to  buy  a  few  more  months.  And  I  think  what  that  does  is 
get  you  by  November  1996.  And,  frankly,  I  think  the  American  peo- 
ple are  a  little  tired  of  Band-Aid  approaches  that  buy  a  few  more 
months  that  you  say  gets  you  out  into  the  years  when  cooler  heads 
will  prevail. 

All  your  plan  does  is  buy  a  few  months.  And  if  you  want  to  say 
it  is  a  couple  of  years,  you  are  certainly  privileged  to  say  that  be- 
cause 24  months  is  a  couple  of  years  and  that  we  have  not  fun- 
damentally addressed  the  problem. 

It  seems  to  me  that  we  have  an  opportunity  to  lay  the  ground- 
work to  fix  Medicare  through  that  next  real  crunch  which  is  about 
2012.  Are  you  interested  in  really  going  to  work  to  solve  this  first 
wave  problem  of  Medicare  to  2012,  or  are  you  interested  in  a  few 
little  gimmicks  that  gets  you  by  the  election  which  allow  you  to  say 
that  you  can  push  Medicare  along  until  2004,  2005,  depending? 

Mr.  Vladeck.  Mr.  Chairman,  it  is  not  the  leader  or  my  party  or 
paid  political  advertising  supported  by  my  party  that  says  that 
$270  billion  in  cuts  are  necessary  to  save  the  trust  fund. 

No  Democrat  of  whom  I  am  aware  in  the  executive  branch  or  in 
the  legislative  branch  has  claimed  that  any  level  of  proposed  sav- 
ings this  year  are  necessary  to  save  the  trust  fund.  That  is  an  as- 
sertion the  Majority  has  been  making,  sir. 

Chairman  Thomas.  Medicare  is  not  just  the  part  A  trust  fund. 
I  have  used  the  term.  Medicare.  Medicare  is  part  A  and  part  B. 
Currently  what  do  beneficiaries  pay  per  month  for  their  premium? 

Mr.  Vladeck.  Approximately  $46. 

Chairman  Thomas.  That  is  $46.10  and  everyone  pays  that  same 
amount,  correct? 
Mr.  Vladeck.  Essentially,  yes,  sir. 

Chairman  Thomas.  And,  in  fact,  you  brag  about  that  on  the  first 
page  of  your  testimony,  do  you  not,  that  it  is  available  to  all  Ameri- 
cans no  matter  how  rich  or  poor.  So  that  there  are  millionaires 
today  who  are  retired  who  are  subsidized  by  young  taxpayers  try- 
ing to  make  a  living  to  feed,  clothe,  and  house  their  family,  is  that 
not  correct? 

Mr.  Vladeck.  It  depends  on  what  they  are  paying  in  income 
taxes,  sir. 
Chairman  Thomas.  Who? 
Mr.  Vladeck.  Those  retired  millionaires. 

Chairman  Thomas.  Regardless  of  what  they  pay  in  income  taxes, 
are  they  being  subsidized? 
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Mr.  Vladeck.  Their  health  care  is  being  subsidized,  yes,  sir. 

Chairman  Thomas.  And,  yet,  you,  in  later  pages,  talk  about  the 
wealthy  in  a  very  derogatory  way.  You  brag  about  the  fact  that  you 
cover  the  rich,  in  one  sense,  and  you  criticize,  in  terms  of  the 
wealthy,  in  another.  I  think  that  is  interesting. 

In  addition  to  that  you  use  the  term  ironic.  To  try  to  get  you  to 
understand  how  frustrating  it  is  as  we  are  moving  forward  to  deal 
with  the  problem  that  the  previous  Majority  simply  ignored,  except 
by  raising  taxes,  principally,  at  the  bottom  of  the  page  you  talk 
about,  in  fact,  the  Republican  Medicare  restructuring  document 
seems  to  acknowledge  this  by  directing  the  Secretary  to  regulate 
the  type  of  behavior  in  numerous  instances  throughout  the  docu- 
ment. 

This  is  ironic.  Not  hopeful.  Not  encouraging.  Not  reassuring  in 
terms  of  us  being  responsible,  understanding  the  inner  workings  of 
this  operation  and  taking  into  consideration  the  need  to  deal  with 
this,  but  you  see  it  as  ironic. 

Do  you  believe  if  we  move  forward  in  some  of  these  changes  in 
a  responsible  way  that  we  are,  in  fact,  going  to  have  to  deal  with 
those  issues  that  you  have  indicated  apparently  were  dealt  with  in 
a  document  that  you  characterize  as  a  Republican  one? 

Mr.  Vladeck.  Absolutely. 

Chairman  Thomas.  Then  why  is  that  ironic? 

Mr.  Vladeck.  Well,  for  those  of  us  who  sat  here  over  the  last  2 
years  being  accused  of  creating  all  sorts  of  new  bureaucratic  inter- 
ventions and  regulations  in  the  private  market  as  a  part  of  health 
care  reform,  we  find  it  ironic.  We  believe  that  in  order  to  make  a 
real  voucher  system  work  fairly  for  the  majority  of  beneficiaries, 
one  would  have  to  create  many  of  the  interventions  in  the  insur- 
ance market  precisely  of  the  sort  for  which  we  were  so  roundly 
criticized  when  we  suggested  them  as  a  part  of  health  care  reform. 

Chairman  Thomas.  So  you  do  

Mr.  Vladeck.  And  that  I  find  ironic. 

Chairman  Thomas  [continuing].  Believe  that  we  can  have  a 
voucher  system  that  works? 

Mr.  Vladeck.  I  believe  that  in  order  to  have  a  voucher  system 
that  works,  you  would  require  a  level  of  regulation  and  bureauc- 
racy that  is  so  extensive  that  folks  who  criticized  the  Health  Secu- 
rity Act's  alliances  would  find  very  ironic,  because  it  would  be  even 
more  expensive  than  what  we  laid  out  there. 

Chairman  Thomas.  Is  it  worth  the  effort  to  try  to  see  if  we  can 
put  something  together  that  works? 

Mr.  Vladeck.  I  believe  that  the  fundamental  principle  of  putting 
the  beneficiary  at  risk  for  growth  in  the  cost  of  services  and  

Chairman  Thomas.  I  guess  you  did  not  hear  the  gentlewoman 
from  Connecticut  in  her  response  to  you  in  which  she  got  rather 
emotional  because,  frankly  you  did  not  listen  to  her  then.  She  said 
we  are  not  going  to  do  that,  but  you  choose  not  to  hear  the  words. 

Mr.  Vladeck.  Mr.  Chairman,  if  you  have  to  hit  a  target  of  $270 
billion  in  savings,  you  have  to  do  that.  That  is  what  the  budget 
analyses,  that  is  what  the  CBO  numbers  show.  A  voucher  indexed 
to  produce  270  billion  dollars'  worth  of  savings,  with  what  CBO 
projects  to  be  the  increased  costs  of  medical  care,  will  not  maintain 
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the  same  package  of  benefits  at  the  same  level  of  out-of-pocket  li- 
abilities. It  just  \^'ill  not  do  it,  sir. 

Chairman  Tho>l\s.  I  appreciate  your  attitude  and  willingness  to 
move  forward  with  the  changes  that  are  necessary-  in  Medicare.  It 
is  really  ironic  to  find  out  that  even  the  Washington  Post  thinks 
that  what  we  are  doing  is  something  that  is  worthwhile  and  ought 
to  go  forward  because  when  you  are  down  to  looking  for  editorial 
support  from  the  Washington  Post  you  have  gone  a  long  way.  But 
I  think  it  is  ironic  and  I  really  would  like  to  have  you  folk  work 
with  us. 

It  is  difficult  when  the  administration  leaks  stuff,  and  it  makes 
it  even  more  difficult  to  try  do  to  a  job  when,  in  fact,  we  have  had 
assurances  that  that  sort  of  thing  w^as  not  going  to  go  on. 

My  problem  is  that  if  you  are  down  to  going  back  to  the  old  solu- 
tion of  raising  taxes,  now  you  have  got  to  raise  the  basic  deduction 
amount  two  to  three  times,  CBO  tells  us,  that  is  certainly  unac- 
ceptable and  this  Majority  is  not  going  to  do  it. 

If  you  keep  the  old  fee-for-service  and  continue  to  repeat  the 
mantra  that  you  have  got  the  fee-for-service  and  that  if  you  ex- 
trapolate off  a  fee-for-service  base  you  cannot  do  any  of  the  things 
you  are  doing  without  getting  into  a  new  conceptual  framework 
about  taking  what  is  outside,  turning  HCFA,  in  fact,  inside  out, 
and  having  some  of  these  changes  come  in  with  a  full  understand- 
ing that  the  profile  of  the  beneficiaries  in  the  Medicare  Program 
are  different  from  the  outside,  that  does  not  mean  we  cannot  move 
forward  with  some  changes. 

I  was  pleased  with  the  interchange  between  the  gentleman  from 
Maryland  and  the  Administrator  of  HCFA  about  the  ongoing  pur- 
suit for  new  and  novel  approaches  like  employers  and  unions. 
Frankly,  I  think  we  are  going  to  have  to  look  at  all  of  these  ap- 
proaches and,  of  course,  we  have  been  criticized  because  we  actu- 
ally are  circulating  materials  from,  outside  organizations,  from  peo- 
ple within  the  Congress  looking  at  a  lot  of  different  alternatives. 

The  goal  is  not  to  focus  on  those  alternatives  that,  perhaps,  best 
achieve  sohing  the  problem  of  Medicare.  Apparently  your  job,  Mr. 
Vladeck,  I  do  not  know  if  you  relish  it  or  not — Dr.  Vladeck,  excuse 
me — is  to  focus  on  what  you  indicate  in  your  written  statement  as 
a  Republican  plan  and  then  create  a  whole  series  of  suggested 
nightmares  which  will  lead  to  the  inevitable  result  of  a  failed  and 
collapsed  system  with  seniors  handed  a  voucher,  shoved  out  into 
the  cold  and  that  this  is,  of  course,  an  approach  that  is  unaccept- 
able. 

That  does  not  really  help  us  solve  the  problem  in  front  of  us.  I 
look  forward  to  the  time  when  either  privately  or  otherwise  we  can 
sit  down  and  carry  on  a  little  more  of  this  conversation.  Because 
Republicans  want  to  change  the  program;  they  believe  there  is  a 
need  to  change  the  program.  Even  the  Washington  Post  thinks  we 
need  to  restructure  Medicare  and  I  would  very  much  like  your  help 
in  restructuring. 

And  if  you  are  not  willing  to  do  it  in  the  brief  tim.e  you  have  left 
in  this  administration,  we  will  work  with  the  new  administration. 

Mr.  Vladeck.  We  look  forward  to  seeing  your  plan  and  w^orking 
on  it,  sir. 
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Chairman  Thomas.  We  look  forward  to  having  you  come  as  the 
people  who  are  currently  charged  fiduciarily  with  running  Medi- 
care to  put  something  specific  on  the  table  if  you  do  not  like  what 
we  have  offered.  That  is  the  American  way  of  doing  business. 

Mr.  Vladeck.  We  look  forward  to  that. 

Chairman  Thomas.  Thank  you,  very  much. 

Mr.  Houghton  [presiding].  We  would  like  our  next  panel  to  come 
forward.  Susan  Zagame,  Dr.  Wood,  Mr.  Van  Etten,  and  Dr.  Ben- 
nett, 

All  right,  we  have  a  little  shift  in  chairmanship  here  on  a  tem- 
porary basis.  I  am  delighted  you  are  here.  I  am  going  to  refer  to 
you  all  as  doctors,  because  I  am  not  sure  of  Mr.  Van  Etten  or  Ms. 
Zagame  are. 

So,  Dr.  Zagame,  would  you  please  commence  your  testimony. 

STATEMENT  OF  SUSAN  K.  ZAGAME,  VICE  PRESmENT  FOR  PAY- 
MENT AND  HEALTH  CARE  DELIVERY,  HEALTH  INDUSTRY 
MANUFACTURERS  ASSOCIATION 

Ms.  Zagame.  Thank  you,  very  much,  Mr.  Chairman. 

My  name  is  Susan  Zagame.  I  am  not  a  doctor,  I  am  a  lawyer, 
however.  And  I  am  also  the  vice  president  for  Payment  and  Health 
Care  Delivery  at  HIMA,  the  Health  Industry  Manufacturers  Asso- 
ciation. HIMA  also  will  be  submitting  additional  written  comments 
for  the  record  on  Medicare  restructuring  issues. 

What  I  would  like  to  address  in  my  testimony  today  is,  however, 
the  importance  of  restoring  Medicare  coverage  for  items  and  serv- 
ices provided  as  part  of  a  medical  device  clinical  trial  and  urge  pas- 
sage of  H.R.  1744,  the  Advanced  Medical  Device  Access  Assurance 
Act  of  1995. 

This  legislation  addresses  questions  that  have  been  raised  about 
Medicare  coverage  for  medical  device  clinical  trials  by  making  it 
clear  that  HCFA  has  the  authority  to  pay  for  this  treatment.  If  en- 
acted, this  bill  would  help  to  ensure  that  Medicare  patients  have 
the  same  access  to  new  technologies  as  all  other  patients  and  it  is 
budget  neutral. 

At  a  time  when  there  are  so  many  important  and  complex  chal- 
lenges surrounding  Medicare,  not  the  least  of  which  is  proper  re- 
structuring, we  appreciate  the  focused  leadership  and  foresight 
that  you  and  Chairman  Thomas  have  brought  to  this  issue.  Both 
H.R.  1744  and  its  Senate  companion,  S.  955,  enjoy  remarkably 
broad  bipartisan  support.  HIMA  supports  their  immediate  consid- 
eration and  enactment. 

Let  me  say  briefly  a  word  about  who  we  are  and  who  we  rep- 
resent. We  are  a  Washington,  DC,  based  national  trade  association 
representing  more  than  700  manufacturers  of  medical  devices,  di- 
agnostic products,  and  health  information  systems.  Our  members 
manufacture  more  than  90  percent  of  the  nearly  $50  billion  in  an- 
nual domestic  sales  of  health  care  technology  products. 

I  would  like  to  take  a  moment  to  dispel  one  of  the  prevalent 
myths  about  our  industry  which  is  that  device  manufacturers  are 
mainly  large  corporations.  In  fact,  the  opposite  is  true.  Of  the 
11,000  firms  in  the  medical  device  industry,  nearly  80  percent  are 
smaller  firms  with  annual  revenues  of  less  than  $20  million  who 
generally  have  fewer  than  50  employees. 
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Much  of  the  early  stage  research  and  development  of  medical 
technologies  is  conducted  at  thousands  of  small  companies  scat- 
tered across  the  country.  Medical  device  innovation  is  an  incremen- 
tal process,  t5rpically  involving  numerous  successive  generations  of 
product  development  each  requiring  clinical  trials. 

The  cost  of  the  device,  itself,  as  well  as  the  associated  health  care 
services  can  be  substantial  for  an  individual  patient.  Recognizing 
the  unique  economies  of  an  industry  of  mostly  small  companies  the 
Food  and  Drug  Administration,  by  regulation,  allows  device  manu- 
facturers to  recover  manufacturing,  research,  development,  and 
handling  costs  for  investigational  devices  with  an  approved  inves- 
tigational device  exemption  known  as  an  IDE. 

I  think  this  current  practice  to  deny  Medicare  reimbursement  for 
all  investigational  technologies  has  caused  some  of  the  Nation's  top 
research  centers  to  terminate  studies  using  medical  devices  and  is 
doing  serious  damage  to  this  industry's  competitiveness. 

A  very  important  study,  released  last  month,  conducted  by  the 
Wilkerson  Group  indicated  that  patients  over  65  years  of  age  are 
currently  being  denied  access  to  new  products  and  therapies  be- 
cause of  HCFA's  restrictive  payment  policy.  And  7 1  companies  that 
were  surveyed  reported  that  clinical  trials  had  been  suspended  by 
hospitals  due  to  Medicare's  refusal  to  reimburse  providers  for  care 
when  investigational  devices  are  used. 

Of  these  companies,  40  percent  reacted  by  limiting  clinical  trials 
to  non-Medicare  patients,  thereby,  depriving  the  elderly  of  access 
to  the  latest  technologies;  59  percent  moved  projects  or  clinical 
trials  overseas;  57  percent  said  they  planned  to  move  future  trials 
overseas;  and  67  percent  of  the  cardiovascular  companies  that  have 
had  clinical  trials  suspended  as  a  result  of  Medicare  practices  said 
they  are  moving  research  projects  or  clinical  trials  overseas  as  a  re- 
sult of  these  practices. 

Mr.  Chairman,  I  do  have  some  more  data  in  my  testimony  with 
regard  to  all  of  the  very  rigorous  requirements  that  FDA  imposes 
upon  manufacturers  as  part  of  the  process.  I  would  like  to  point  out 
the  Medicare  statute  already  gives  HCFA  the  authority  to  pay  for 
these  types  of  devices  and  says  only  that  there  shall  not  be  a  reim- 
bursement for  services  that  are  not  reasonable  or  necessary. 

It  is  out  understanding  that  HCFA  is  exploring  ways  in  which 
it  can  modify  its  practices.  We  believe  that  H.R.  1744  and  S.  955 
must  be  enacted  so  that  there  be  no  doubt,  at  all,  that  Congress 
intends  HCFA  to  exercise  its  broad  authority  to  pay  for  clinical 
trials. 

As  Gail  Wilensky,  Chair  of  the  Physician  Payment  Review  Com- 
mission stated,  'This  policy  question  requires  only  a  relatively 
minor  modification  to  fix  Medicare  payment  practices." 

In  conclusion,  we  enthusiastically  urge  the  enactment  of  H.R. 
1744  during  this  session.  It  would  restore  access  to  important  new 
and  improved  technologies  for  Medicare  patients,  would  remove  a 
significant  barrier  to  the  American  medical  device  industry's  ability 
to  remain  competitive. 

HIMA,  Mr.  Chairman,  respectfully  requests  that  the  Subcommit- 
tee recommend  approval  of  this  legislation. 

Thank  you,  and  I  would  be  happy  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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TESTIMONY  BEFORE 
THE  SUBCOMMITTEE  ON  HEALTH 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 

by 

Susan  K.  Zagame 
Vice  President 
Payment  and  Health  Care  Delivery 
Health  Industry  Manufacturers  Association 

July  20,  1995 

Mr.  Chairman,  my  name  is  Susan  K.  Zagame,  and  I  am  Vice  President,  Payment 
and  Health  Care  Delivery  of  the  Health  Industry  Manufacturers  Association  (HIMA). 

I  am  grateful  for  the  opportunity  to  testify  here  today  to  reinforce  die  importance 
of  restoring  Medicare  coverage  for  items  and  services  provided  as  part  of  a  medical 
device  clinical  trial  and  urge  passage  of  your  bill,  H.R.  1744,  the  "Advanced  Medical 
Device  Access  Assurance  Act  of  1995." 

Your  legislation  addresses  questions  that  have  been  raised  about  Medicare 
coverage  for  medical  device  clinical  trials  by  making  it  clear  that  tiie  Health  Care 
Financing  Administration  (HCFA)  has  the  authority  to  pay  for  tiiis  treatment.  If 
enacted,  your  bill  would  help  to  ensure  that  Medicare  patients  have  the  same  access  to 
new  technologies  as  all  other  patients.  And  it  is  budget  neutral. 

At  a  time  when  there  are  so  many  important  and  complex  challenges 
surromiding  Medicare,  not  tiie  least  of  which  is  proper  restructuring,  we  appreciate  the 
focus,  leadership,  and  foresight  you  have  brought  to  this  issue.  Both  H.R.  1744  and  its 
Senate  companion,  S.  955,  enjoy  remarkably  broad  bipartisan  support.  HIMA  supports 
their  immediate  consideration  and  enactment. 

The  Medical  Technology  Industry 

Let  me  say  a  word  about  who  we  are  and  who  we  represent.  HIMA  is  a 
Washington,  D.C.-based  national  trade  association  representing  more  tiian  700 
manufacturers  of  medical  devices,  diagnostic  products,  and  health  information  systems. 
HIMA's  members  manufacture  more  than  90  percent  of  the  nearly  $50  billion  in  annual 
domestic  sales  of  health  care  technology  products. 

I  would  like  to  dispel  one  of  the  prevalent  myths  about  our  industry,  which  is 
that  device  manufacturers  are  mainly  large  corporations.  In  fact,  tiie  opposite  is  true. 
Of  the  1 1,000  firms  in  the  medical  device  industry,  nearly  80  percent  are  smaller  firms 
with  annual  revenues  of  less  than  $20  million  who  generally  have  fewer  tilian  50 
employees.  Much  of  the  early  stage  research  and  development  of  medical  technologies 
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is  conducted  at  thousands  of  small  companies  scattered  across  the  country. 

Medical  device  innovation  is  an  incremental  process  typically  involving 
numerous  successive  generations  of  product  development,  each  requiring  clinical  trials. 
The  cost  of  the  investigational  device  itself,  as  well  as  the  associated  health  care 
services,  can  be  substantial  for  an  individual  patient.  Recognizing  the  unique 
economies  of  an  industry  of  mostly  small  companies,  the  Food  and  Drug 
Administration  (FDA),  by  regulation,  allows  device  manufacturers  to  "recover 
manufacturing,  research,  development,  and  handling  costs." 

HCFA's  current  practice  to  deny  Medicare  reimbursement  for  all  investigational 
technologies  (i.e.  devices  that  have  received  an  Investigational  Device  Exemption 
(IDE)  from  the  FDA)  has  caused  some  of  the  nation's  top  research  centers  to  terminate 
studies  using  medical  devices,  thereby  denying  patients'  access,  and  is  doing  serious 
damage  to  this  industry's  competitiveness. 

A  study  released  last  month,  conducted  by  The  Wilkerson  Group,  Inc.,  indicated 
tiiat  patients  over  65  years  of  age  are  currently  being  denied  access  to  new  products 
and  ther^ies  because  of  HCFA's  restrictive  payment  policy. 

•       Seventy-one  companies  surveyed  reported  that  clinical  trials  had  been 
suspended  by  hospitals  due  to  Medicare's  refusal  to  reimburse  providers 
for  care  when  investigational  devices  are  used.  Of  these  companies: 

••      Forty  percent  had  reacted  by  limiting  clinical  trials  to  non- 
Medicare  patients,  thereby  depriving  the  elderly  of  access  to  the 
latest  technology. 

••      Fifty-nine  percent  had  moved  projects  or  clinical  trials  overseas. 

••      Fifty-seven  percent  said  they  plan  to  move  fiiture  trials  overseas. 

••      Sixty-seven  percent  of  the  cardiovascular  companies  that  have  had 
clinical  trials  suspended  as  a  result  of  Medicare  practices  said  they 
are  moving  research  projects  or  clinical  trials  overseas  as  a  result 
of  these  practices,  since  they  effectively  exclude  people  65  and 
over — a  necessary  patient  population — from  companies'  FDA  data 
gathering. 

riinical  Trials 

Patients  participating  in  clinical  trials  authorized  under  the  Federal  Food,  Drug 
and  Cosmetic  Act  receive  a  very  high  level  of  care  because  himaan  testing  protocols 
require  that  patients  be  monitored  more  carefuUy  and  more  frequently  than  those 
patients  not  involved  in  clinical  trials.  During  the  entire  process  from  medical  device 
design  through  preclinical  laboratory  testing  to  clinical  testing  in  humans,  the  medical 
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device  manufacturer,  the  clinical  investigators  who  oversee  the  clinical  trials,  and  the 
Institutional  Review  Boards  (IRBs)  are  subject  to  numerous  regulations  and  procedures 
to  assure  patient  safety,  such  as: 

•  Pre-clinical  testing  -  Prior  to  receiving  IDE  approval  from  the  FDA, 
products  must  be  rigorously  tested  in  the  laboratory.  This  draws  the 
distinction  between  what  is  investigational  versus  what  is  truly 
gxpgripi^t^l. 

•  Fac/7/rv  co«rro/s  -  Approved  IDE  products  must  be  authorized  by  the 
hospital's  IRB,  which  oversees  the  way  in  which  the  device  is  being  used, 
with  special  attention  paid  to  controls  on  patient  safety  and  welfare. 

-    •       P/»>'j/c/a«  ^wa//y/car/o/w  -  Only  certain  physicians  are  authorized  to  use 
products  subject  to  an  approved  IDE  and  then  are  limited  to  specified 
protocols. 

•  Informed  consent  -  Patients  chosen  to  be  diagnosed  or  treated  with  the 
investigational  device  must  give  their  frill  consent  to  participate  in  a 
clinical  trial. 

All  of  these  protections  are  in  addition  to  Medicare's  requirements  tfiat  ensure 
that  services  are  reasonable  and  necessary. 

M^^ic^re  Cpvgrag^ 

HCFA  already  has  the  authority  to  pay  for  services  provided  as  part  of  a  medical 
device  clinical  trial.  The  Medicare  statute  simply  states  that  no  payment  may  be  made 
under  Parts  A  or  B  for  any  expenses  for  items  or  services  that  are  not  "reasonable  and 
necessary"  for  the  diagnosis  or  treatment  of  illness  or  injury.  There  is  no  statutory  or 
regulatory  language  that  impels  HCFA  to  deny  coverage,  on  a  wholesale  basis,  for  any 
procedure  performed  in  any  setting  solely  because  an  investigational  device  is  used.  In 
fact,  HCFA  traditionally  paid  for  such  services  until  June  oT^94  when  an  HHS  Office 
of  Inspector  General  (OIG)  investigation  drew  attention  to  the  unclear  policy. 

Today  HCFA  denies  payment  for  all  services  solely  on  the  grounds  that  a  device 
under  an  IDE  was  involved.  Even  if  the  patient,  his  or  her  physician,  and  the  medical 
institution  seek  treatment  with  a  device  in  a  clinical  trial,  and  all  the  ^propriate  FDA 
guidelines  are  followed.  Medicare  now  flatly  denies  coverage  without  exception. 
Several  major  research  institutions  decided  to  stop  participating  in  device  clinical  trials 
for  Medicare  patients  with  a  few  stopping  trials  for  all  patients  as  a  result  of  this  strict 
interpretation. 

It  is  our  understanding  that  HCFA  is  exploring  ways  in  which  it  can  modify  its 
practice.  HIMA  believes  that  H.R.  1744  and  S.  955  must  be  enacted  so  that  there  is  no 
doubt  that  Congress  intends  HCFA  to  exercise  its  broad  authority  to  pay  for  clinical 


255 


trials.  As  Gail  Wilensky,  chair  of  die  Physician  Payment  Review  Commission  stated 
"(^uring  its  June  14  meeting,  tiiis  policy  question  requires  only  a  "relatively  minor 
modific^on"  to  fix  Medicare  payment  practices. 

"The  Medical  Device  Access  Assurance  Act  of  1995" 

In  conclusion,  we  enthusiastically  urge  die  enactment  of  H.R.  1744  during  this 
session.  It  would  restore  access  to  important  new  and  improved  technologies  for 
Medicare  patients.  It  would  remove  a  significant  barrier  to  die  American  medical 
device  industry's  ability  to  remain  competitive.  Provider,  patirat,  and  industry  groups 
all  support  your  bill.  In  its  1995  Annual  Report  to  Congress,  PPRC  recommended  that 
Medicare  should  pay  for  FDA-q)proved  clinical  trials.  It  has  been  scored  budget 
neutral  by  the  Congressional  Budget  Office  (CBO).  It  enjoys  bipartisan  cosponsorship 
in  both  die  House  and  Senate. 

The  Health  Industry  Manufacturers  Association  siqiports  H.R.  1744,  Mr. 
Chairman,  and  respectfully  requests  diat  die  Subcommittee  recommend  its  ^proval. 
Thank  you.  I  would  be  h^py  to  answer  any  questions. 
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Mr.  Houghton.  Thank  you,  very  much,  Ms.  Zagame. 
Dr.  Wood. 

STATEMENT  OF  DOUGLAS  L.  WOOD,  D.O.,  PH.D.,  CHAIRMAN- 
ELECT,  BOARD  OF  GOVERNORS,  AMERICAN  ASSOCIATION 
OF  COLLEGES  OF  OSTEOPATHIC  MEDICINE 

Mr.  Wood.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  would  Hke  to  very  briefly  summarize  my  re- 
marks and  submit  my  full  written  statement  for  the  record. 

Mr.  Chairman,  and  Members  of  the  House  Ways  and  Means  Sub- 
committee on  Health,  my  name  is  Douglas  L.  Wood,  D.O.,  Ph.D., 
and  I  am  chairman-elect  of  the  Board  of  Gk)vernors  of  the  American 
Association  of  Colleges  of  Osteopathic  Medicine,  which  I  will  refer 
to  as  AACOM.  And  for  the  past  5  years  I  have  been  dean  of  the 
College  of  Osteopathic  Medicine  at  Michigan  State  University. 

On  behalf  of  the  16  colleges  of  osteopathic  medicine  which  are 
members  of  AACOM,  I  appreciate  the  opportunity  to  present  our 
views  regarding  Medicare  funding  of  graduate  medical  education 
which  I  will  refer  to  as  GME. 

AACOM  supports  all  congressional  initiatives  that  both  assure 
the  provision  of  the  best  health  care  in  a  cost-effective  delivery  sys- 
tem, and  that  maintain  the  capacity  to  educate  outstanding  practi- 
tioners to  provide  these  cost-effective  services  at  a  level  of  quality 
that  the  American  public  expects  and  deserves. 

We  recognize  the  responsibility  of  the  Subcommittee  to  examine 
the  Medicare  Program  and  GME  with  an  eye  toward  increasing  fis- 
cal responsibility.  However,  Congress  must  also  develop  a  reason- 
able health  care  work  force  policy  while  achieving  dollar  savings. 
We  believe  the  recommendations  of  AACOM  are  entirely  consistent 
with  these  objectives  and  with  the  recommendations  of  the  Council 
on  Graduate  Medical  Education  in  its  recently  released  seventh  re- 
port. 

GME  funding,  through  Medicare,  can  be  modified  to  produce  sig- 
nificant savings  to  the  Federal  Government  while  enhancing  the 
physician  work  force's  capacity  to  meet  the  primary  care  needs  of 
our  citizens.  Primary  care  has  always  been  the  centerpiece  of  osteo- 
pathic medical  education.  Indeed,  more  than  60  percent  of  osteo- 
pathic physicians  practice  in  the  primary  care  fields. 

Similarly,  AACOM  member  schools  have  a  long  history  of  dedica- 
tion to  training  primary  care  physicians  to  work  in  America's 
smaller  communities.  Accordingly,  AACOM  believes  that  this  Sub- 
committee and  the  Congress  should  consider  the  following  rec- 
ommendations. 

First,  we  urge  that  graduate  medical  education  providers  be  paid 
direct  medical  education  or  DME  and  indirect  medical  education, 
IME  payments,  for  all  residents  who  are  graduates  of  U.S.  medical 
schools. 

In  addition,  DME  and  IME  payments  for  international  medical 
graduates  should  be  gradually  reduced  to  25  percent  of  the  1994 
levels. 

Second,  AACOM  recommends  that  funding  criteria  should  be 
modified  in  order  to  consider  the  participation  of  programs  in  con- 
sortia of  educational  programs.  Osteopathic  teaching  hospitals,  the 
typically  smaller  community-oriented  facilities  frequently  joined 
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with  colleges  of  osteopathic  medicine  to  form  consortia  which  we 
feel  serve  to  increase  the  availability  of  graduate  medical  education 
for  training  in  family  medicine,  internal  medicine,  and  other  spe- 
cialties within  the  profession. 

Third,  primary  care  training  payments  should  be  upweighted  to 
125  percent  to  provide  incentives  for  physicians  to  train  as  general- 
ists  and  to  lower  the  increasing  costs  of  primary  care  training.  Cor- 
respondingly, we  feel  that  DME  and  IME  should  be  downweighted 
to  75  percent  for  nongeneralists  positions. 

Fourth,  the  DME  and  IME  components  of  the  average  adjusted 
per  capita  costs  should  be  removed  from  Medicare  capitation  rates 
and  these  GME  funds  used  specifically  for  GME  purposes.  Cur- 
rently, a  Medicare  GME  funds  are  factored  into  these  payments 
which  go  to  HMO  contractors  whether  they  have  teaching  pro- 
grams or  not. 

Fifth,  we  recommend  that  direct  medical  education  payments  be 
made  without  reference  to  a  base  year. 

And  finally,  the  trend  in  many  cases  is  to  make  increasing  use 
of  ambulatory  care  settings  for  teaching  purposes. 

So  we  would  like  to  encourage  ambulatory  care  training,  and  we 
would  recommend  that  GME  pa3rments  should  be  made  for  primary 
care  resident's  time  spent  in  walk-in  clinics,  physician's  offices, 
group  practices,  community  health  centers,  and  managed  care  fa- 
cilities. 

Mr.  Chairman,  AACOM  believes  that  these  recommendations 
would  generate  significant  savings  while  targeting  taxpayer  funds 
to  train  primary  care  physicians  in  both  hospital  and  nonhospital 
settings. 

I  thank  you  for  your  time,  Mr.  Chairman,  and  Members  of  the 
Subcommittee,  and  would  be  glad  to  answer  any  questions. 
[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  DOUGLAS  L.  WOOD,  PH.D. 
CHAIRMAN-ELECT.  BOARD  OF  GOVERNORS 
AMERICAN  ASSOCIATION  OF  COLLEGES  OF  OSTEOPATHIC  MEDICINE 

Mr.  Chairman  and  Members  of  the  House  Ways  and  Means  Subcommittee  on  Health,  my  name  is 
Douglas  L.  Wood,  D.Q.,  Ph.D.  and  I  am  Chairman-Elect  of  the  Board  of  Governors  of  the  American 
Association  of  Colleges  of  Osteopathic  Medicine  (AACOM)  and  for  the  past  five  years,  I  have  been 
Dean  at  Michigan  State  University  College  of  Osteopathic  Medicine.  On  behalf  of  the  sbcteen 
Colleges  of  Osteopathic  Medicine  that  are  m^nbers  of  AACOM,  I  would  like  to  take  this  opportunity 
to  present  our  views  regarding  Medicare  funding  of  graduate  medical  education  (GME). 

AACOM  supports  all  Congressional  initiatives  that  both  assure  the  provision  of  the  best  health  care 
in  a  cost-e£fective  delivery  system  and  that  maintain  the  capacity  to  educate  outstanding  practitioners 
to  provide  these  cost-eflfective  services  at  a  level  of  quality  that  the  American  public  expects  and 
deserves.  We  recognize  the  responsibility  of  the  Subcommittee  to  examine  the  Medicare  program 
and  GME  with  an  eye  toward  increasing  fiscal  responsibility  while  maintaining  their  eflfectiveness  in 
meeting  the  health  care  needs  of  all  Americans.  Congress  needs  to  be  concerned  about  developing 
a  reasonable  health  care  workforce  policy  and  at  the  same  time  achieving  dollar  savings.  Mr. 
Chairman,  policies  affecting  health  care  delivery  and  payment  should  reflect  the  unique  characteristics 
of  osteopathic  teaching  health  care  facilities  and  physicians  so  that  their  fimdamental  mission  can  be 
preserved.  We  believe  that  our  recommendations  are  entirely  consistent  with  these  objectives,  and 
with  the  recommendations  of  the  Council  on  Graduate  Medical  Education  (COGME)  in  its  recently 
released  Seventh  Report. 

GME  fijnding  through  Medicare  can  be  modified  to  produce  significant  savings  to  the  federal 
government  while  enhancing  the  physician  workforce's  capacity  to  meet  the  primary  care  needs  of 
our  citizens.  Primary  care  has  aljways  been  the  centerpiece  of  osteopathic  medical  education.  Indeed 
more  than  60%  of  osteopathic'physicians  practice  in  primary  care  fields.  Similarly,  AACOM  member 
schools  have  a  long  history  of  dedication  to  training  primary  care  physicians  to  work  in  America's 
smaller  communities.  Throughout  the  continuum  of  an  osteopathic  medical  student's  education,  both 
undergraduate  and  graduate,  the  principles  of  osteopathic  medical  practice  and  primary  care  are 
imparted  and  reinforced.  Accordingly,  AACOM  believes  that  this  Subcommittee  and  the  Congress 
should  seriously  consider  the  following  recommendations: 

First,  consistent  with  the  Council  on  Graduate  Medical  Education's  (COGME)  recommendation,  we 
urge  that  graduate  medical  education  providers  be  paid  Direct  Medical  Education  (DME)  and  Indirect 
Medical  Education  (IME)  payments  for  all  residents  who  are  graduates  of  U.S.  medical  schools.  In 
addition,  DME  and  IME  payments  for  International  Medical  Graduates  should  be  gradually  reduced 
to  25%  of  the  1994  levels.  We  are  aware  that  the  quality  of  American  medicine  is  such  to  attract 
physicians  fi-om  other  countries  to  learn  and  disseminate  our  practices.  However,  public  support  for 
such  training  should  be  separated  and  distinctly  recognized  as  part  of  our  country's  humanitarian 
commitment  to  other  nations,  and  support  for  graduate  medical  positions  for  IMGs  should  not  be  at 
the  expense  of  U.S.  medical  school  graduates  (D.O.  or  M.D.). 

Second,  AACOM  recommends  that  fianding  criteria  should  be  modified  in  order  to  consider  the 
participation  of  programs  in  consortia  of  educational  programs.  Osteopathic  teaching  hospitals  are 
typically  smaller,  community-oriented  facilities  frequently  joined  with  colleges  of  osteopathic 
medicine  to  form  consortia  which  serve  to  increase  the  availability  of  graduate  medical  education  for 
training  in  family  medicine,  internal  medicine  and  other  specialties  within  the  profession.  We  believe 
that  the  formula  for  reimbursement  should  be  revised  to  recognize  these  consortia  and  fund  them 
accordingly. 

Third,  primary  care  training  payments  should  be  upweighted  to  125%  to  provide  incentives  for 
physicians  to  train  as  generalists  and  to  lower  the  increased  cost  of  primary  care  training. 
Correspondingly,  DME  and  IME  should  be  downweighted  to  75%  for  non-ganeralist  positions. 
Primary  care  physicians  provide  services  that  most  effectively  meet  the  public's  needs  generally  and 
Medicare  beneficiaries'  needs  specifically.  Both  generalist  and  non-generalist  positions  should  be 
downweighted  at  50%  for  DME  and  IME  after  the  lesser  of  five  years  or  initial  board  certification. 
The  net  effect  of  these  changes  should  be  significant  savings  in  GME  expenditures. 

Fourth,  the  DME  and  IME  components  of  the  Average  Adjusted  Per  Capita  Cost  (AAPCC)  should 
be  removed  from  Medicare  capitation  rates  and  these  GME  funds  used  specifically  for  GME 
purposes.  Currently,  Medicare  GME  funds  are  factored  into  AAPCC  payments  which  go  to  HMO 
contractors  whether  they  have  teaching  programs  or  not. 
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Fifth,  we  recommend  that  Direct  Medical  Education  payments  be  made  without  reference  to  a  base 
year.  The  DME  base  year  of  1984  is  becoming  increasingly  outdated  and  inappropriate  especially  for 
osteopathic  graduate  medical  education  programs.  There  is  great  variation  of  DME  payments  around 
the  country.  Osteopathic  medidne  has  traditionally  been  at  the  lower  end  of  that  curve  and  allopathic 
medicine  had  been  at  the  upper  end.  In  19S4,  osteopathic  graduate  medical  training  sites  utilized 
large  numbers  of  volunteer  educators.  That  number  has  decreased  significantly  in  the  last  eleven 
years  with  many  volunteers  being  replaced  by  paid  faculty.  Accordingly,  costs  associated  with 
osteopathic  GME  have  risen.  We,  therefore,  suggest  that  in  place  of  the  base  year  formula  per 
resident  amounts  be  based  on  an  adjusted  national  average  of  per  resident  costs. 

Finally,  the  trend  in  many  cases  is  to  make  increasing  use  of  ambulatory  care  settings  for  teaching 
jMrposes.  While  all  specialities  could  benefit  from  education  in  ambulatory  settmgs,  it  is  critical  for 
the  primary  care  disciplines,  namely,  family  medicine,  general  internal  medicine  and  pediatrics  that 
rdmbursements  for  this  training  be  increased  to  recognize  the  higher  cost  of  ambulatory  education. 
To  encourage  ambulatory  care  training,  GME  payments  should  be  made  for  primary  care  physicians' 
resident  time  spent  in  walk-in  clinics,  physicians'  offices,  group  practices,  community  health  centers, 
and  managed  care  facilities. 

We  also  recommend  that  special  reimbursement  be  provided  to  clinical  settings  which  are  used  for 
the  education  of  undergraduate  medical  students.  Osteopathic  medical  schools  have  relied  heavily 
on  the  use  of  volunteer  primary  care  practitioners  to  provide  community-based  ambulatory  training 
experiences  for  our  students  although,  as  indicated  above,  the  numbers  of  these  volunteers  have 
dropped.  This  emphasis  on  cominunity-based,  ambulatory  clmical  education  has  played  a  major  role 
in  maintaining  our  students'  interests  and  competencies  in  primary  care.  The  dedication  of  our 
volunteer  primary  care  faculty  preceptors  to  the  osteopathic  medical  education  process  will  be  in 
danger  of  contracting  even  further  as  health  care  reform  encourages  practitioners  to  enter  the 
managed  care  sector. 

Health  maintenance  organizations  and  similar  managed  care  arrangements  have  not  shown  a  great 
interest  in  undergraduate  medical  education  because  it  would  reduce  the  number  of  patients  that  a 
preceptor  could  see  during  a  working  day.  Ironically,  just  as  the  nation  has  begun  to  recognize  the 
value  of  community-based  medical  education  (which  has  always  been  at  the  heart  of  osteopathic 
medical  education),  the  economic  forces  generated  by  reform  may  be  a  barrier  to  community-based 
participation  in  undergraduate  medical  education.  As  more  and  more  attention  is  paid  to  the  "bottom 
line,"  colleges  wiU  be  forced  to  utilize  hospitals  and  tertiary  care  centers  for  almost  all  of  their  clinical 
education,  losing  the  benefits  of  ambulatory  training;  or,  the  costs  of  that  education  would 
substantially  increase  as  a  significant  number  of  primary  care  preceptors  drop  out  of  the  volunteer 
faculty  network. 

With  the  above  concerns  in  mind,  AACOM  reconunends  that  special  funding  be  established  for 
undergraduate  tr^ning  in  ambulatory  care  settings  when  the  GME  reimbursement  formulas  are 
restructured:  For  example,  creation  of  an  all-payor  pool  for  training  programs  that  foster  primary 
care. 

Mr.  Chairman,  AACOM  believes  that  these  recommendations  will  generate  significant  savings  while 
targeting  taxpayer  funds  to  train  primary  care  physicians  in  both  hospital  and  non-hospital  settings. 
Thank  you  for  your  consideration  and  AACOM  looks  forward  to  working  with  the  Subcommittee 
to  achieve  these  objectives. 
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AMERICAN  ASSOCIATION  OF  COLLEGES  OF  OSTEOPATHIC  MEDICINE 

Chicago  College  of  Osteopathic  Medicine  of  Midwestern  University 
555  3 1st  Street,  Downers  Grove,  Illinois  605 15-1235 

College  of  Osteopathic  Medicine  of  the  Pacific 
College  Plaza,  Pomona,  California  91766-1889 

Kirksville  College  of  Osteopathic  Medicine 

800  West  Jefferson  Street,  Kirksville,  Missouri  6350 1 

Lake  Erie  College  of  Osteopathic  Medicine 

1858  West  Grandview  Boulevard,  Erie,  Pennsylvania  16509 

Michigan  State  University  College  of  Osteopathic  Medicine 
East  Fee  Hall,  East  Lansing,  Michigan  48824 

New  York  College  of  Osteopathic  Medicine  of  the  New  York  Institute  of  Technology 
Wheatley  Road,  Box  170,  Old  Westbury,  New  York  11568 

Nova  Southeastern  University  College  of  Osteopathic  Medicine 
1750  N.E.  167th  Street,  North  Miami  Beach,  Florida  33 162-3097 

Ohio  University  College  of  Osteopathic  Medicine 
Grosvenor  and  Irvine  Halls,  Athens,  Ohio  45701 

Oklahoma  State  University  College  of  Osteopathic  Medicine 
1 1 1 1  West  17th  Street,  Tulsa,  Oklahoma  74 107 

Philadelphia  College  of  Osteopathic  Medicine 
4170  City  Avenue,  Philadelphia,  Pennsylvania  19131 

The  University  of  Health  Sciences  College  of  Osteopathic  Medicine 
2105  Independence  Boulevard,  Kansas  City,  Missouri  64124 

University  of  Medicine  and  Dentistry  of  New  Jersey-School  of  Osteopathic  Medicine 
One  Medical  Center  Drive,  Suite  3 12,  Stratford,  New  Jersey  08084 

University  of  New  England  College  of  Osteopathic  Medicine 
1 1  Hills  Beach  Road,  Biddeford,  Maine  04005 

University  of  North  Texas  Health  Science  Center  at  Fort  Worth 

Texas  College  of  Osteopathic  Medicine 
3500  Camp  Bowie  Boulevard,  Fort  Worth,  Texas  76 107 

University  of  Osteopathic  Medicine  and  Health  Sciences/College  of  Osteopathic 

Medicine  and  Surgery 

3200  Grand  Avenue,  Des  Moines,  Iowa  50312 

West  Virginia  School  of  Osteopathic  Medicine 
400  North  Lee  Street,  Lewisburg,  West  Virginia  24901 
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Mr.  Houghton.  Thank  you,  very  much,  Dr.  Wood. 

We  are  going  to  have  a  vote  here,  so  we  are  going  to  have  Mr. 
Van  Etten  go  ahead  and  we  might  even  be  able  to  squeeze  Dr.  Ben- 
nett in  and  then  we  will  have  the  vote  and  come  on  back. 

Go  right  ahead,  Mr.  Van  Etten. 

STATEMENT  OF  PETER  W.  VAN  ETTEN,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  STANFORD  HEALTH  SERVICES,  STAN- 
FORD, CALIFORNIA;  ON  BEHALF  OF  ASSOCIATION  OF  AMER- 
ICAN MEDICAL  COLLEGES 

Mr.  Van  Etten.  Good  morning,  Mr.  Chairman. 

I  am  Peter  Van  Etten,  president  and  chief  executive  officer  of 
Stanford  University  Hospital.  While  I  am  here  today  representing 
all  of  the  Nation's  medical  schools  and  their  associated  teaching 
hospitals,  I  would  like  to  focus  my  initial  remarks  on  the  situation 
faced  by  Stanford  in  Northern  California. 

In  the  two  counties  adjacent  to  Stanford,  nearly  all  of  the  em- 
ployed population  and  40  percent  of  Medicare  recipients  belong  to 
managed  care  plans.  The  result  has  been  beneficial  to  employers 
who  pay  for  health  insurance.  However,  it  has  been  catastrophic  for 
doctors  and  hospitals  and,  as  a  result,  the  jury  is  out  as  to  what 
the  long-term  effect  will  be  upon  the  general  population. 

Most  hospitals  in  the  bay  area  are  losing  money,  including  the 
two  regional  teaching  hospitals,  UCSF  and  Stanford.  Stanford's  an- 
nual profitability  has  declined  by  $40  million  in  the  last  few  years, 
despite  increased  admissions  and  $80  million  of  cost  reductions  due 
to  declining  prices. 

Now,  I  fear  that  the  same  economic  forces  that  resulted  in  pay- 
ment well  below  our  cost  for  HMOs,  for  employed  managed  care  pa- 
tients, will  be  used  to  reduce  Medicare  patients.  I  have  the  follow- 
ing concerns  regarding  these  proposals. 

First,  several  recent  studies  have  concluded  that  under  present 
payment  methodologies  it  costs  the  government  around  5  percent 
more  for  the  9  percent  of  the  Medicare  population  enrolled  in 
HMOs  than  it  would  if  these  recipients  were  enrolled  in  traditional 
Medicare  Programs.  This  problem  is  due  to  adverse  selection.  Five 
percent  of  the  Medicare  population  uses  50  percent  of  the  Medicare 
resources;  10  percent  utilizes  70  percent.  To  put  it  another  way,  the 
10-percent  lowest  cost  Medicare  recipients  have  average  costs  to 
Medicare  of  $1,300  a  year.  The  10-percent  highest  cost  recipients 
have  average  costs  of  $28,000  a  year. 

Is  it  any  wonder  that  HMOs  have  signed  up  healthy  recipients 
rather  than  those  with  acute  illnesses?  Teaching  hospitals  are  par- 
ticularly exposed  to  adverse  selection  since  they  are  the  institutions 
of  last  resort.  I  believe  that  much  more  work  needs  to  be  done  de- 
signing adequate  risk  adjustment  mechanisms  so  that  Medicare 
managed  care  can  be  implemented  in  the  manner  that  results  in 
savings  to  the  government  and  fair  payment  to  providers. 

My  second  concern  is  that  during  the  last  few  years,  there  has 
been  a  massive  redistribution  of  money  in  California  from  doctors 
and  hospitals  to  HMOs,  most  of  which  are  for-profit,  publicly  trad- 
ed, billion  dollar  corporations.  Last  December  the  Wall  Street  Jour- 
nal ran  an  article  entitled  "HMOs  Pile  Up  Billions  in  Cash,  Try  To 
Decide  What  To  Do  With  It." 
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Whereas  Medicare  administrative  costs  are  approximately  2  per- 
cent of  total  costs,  the  five  largest  publicly  traded  HMOs  have  ad- 
ministrative costs  including  profits  of  22  percent.  Would  it  be  ap- 
propriate for  public  moneys  now  paid  for  nurses  and  other  care 
givers  to  be  directed  to  Wall  Street  investors? 

My  third  concern  is  that  I  am  particularly  concerned  with  the 
present  AAPCC  methodology  used  to  pay  HMOs  who  enroll  Medi- 
care recipients.  This  rate  includes  all  Medicare  expenditures  in  the 
county,  including  DME,  IME,  and  disproportionate  share  pay- 
ments. However,  there  is  no  assurance  that  the  teaching  hospitals, 
which  originally  earned  these  pa3mfients  will  receive  them.  In  fact, 
none  of  the  HMOs  which  we  deal  with  have  offered  to  pay  their 
share  of  DME,  IME,  or  disproportionate  share  payments. 

If  all  of  Stanford's  Me<ficare  recipients  sign  up  for  a  Medicare 
HMO  tomorrow,  under  present  methodologies,  Stanford  would  lose 
$40  million  of  revenue. 

We  believe  these  payments  should  be  excluded  from  the  AAPCC 
and  paid  directly  to  teaching  hospitals.  Our  written  testimony  ex- 
plains how  we  would  do  this.  This  is  an  urgent  matter  for  teaching 
hospitals.  The  longer  we  wait  to  correct  this  problem,  the  harder 
it  will  be  to  remove  these  dollars  from  the  rate. 

Compounding  this  problem  are  present  discussions  to  reduce 
Medicare  spending  cuts  in  the  level  of  payment  for  both  the  direct 
and  indirect  costs  associated  with  graduate  medical  education.  The 
particulars  about  how  to  do  so  involve  issues  that  could  undermine 
the  viability  of  the  Nation's  health  care.  These  decisions,  including 
decisions  about  IME  and  DME  payments,  must  be  informed,  fair, 
and  should  not  be  disproportionate. 

Further,  what  I  have  discussed  demonstrates  the  need  to  move 
to  a  system  of  shared  responsibility  for  costs  related  to  the  unique 
missions  of  academic  medicine.  I  would  like  to  make  one  last  point 
about  the  fragile  nature  of  medical  school  financing.  Revenue  from 
clinical  faculty  practice  plans  accounts  for  one-third  of  total  reve- 
nue school  revenues.  As  the  environment  becomes  more  competi- 
tive, less  money  will  be  available  from  the  faculty  practice  plan  to 
support  educational  and  research  efforts. 

You  may  have  seen  the  July  21  issue  of  U.S.  News  and  World 
Report  which  lists  America's  best  hospitals.  Of  the  128  hospitals 
listed,  virtually  all  are  teaching  hospitals.  Academic  medical  cen- 
ters are  ready,  willing,  and  able  to  do  their  fair  share.  However, 
changes  in  Medicare  pa5mients  will  substantially  affect  the  ability 
of  teaching  hospitals  to  fulfill  their  traditional  missions. 

We  urge  caution  as  you  consider  Medicare  reform  and  the  pro- 
gram's level  of  spending. 

I  would  be  happy  to  answer  your  questions. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  PETER  W.  VAN  ETTEN 
PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
STANFORD  HEALTH  SERVICES 

Mr.  rk^irmm  and  members  of  tbe  Committee.  I  am  Peter  W.  Van  Enen.  President  and  CEO  of  Stanford  Health  Services  in  Stanford. 
California.  The  AAMC  welctmies  the  opportunity  to  testify  on  the  importance  of  Medicare  payments  to  teaching  hospitals  and  their 
associated  medical  schools  and  faculty  in  providing  the  best  medical  care  in  the  world.  The  Association  represents  all  of  the  nation's 
125  accredited  medical  schools,  approximately  300  major  teaching  hospitals  that  participate  in  the  Medicare  program,  the  faculty  of 
diese  institutions  through  92  constitueu  academic  society  members,  and  the  more  than  160,000  men  and  women  in  medical  education 
as  students  and  residents. 

The  health  care  delivery  system  is  evolving  as  both  public  and  private  payers  struggle  to  control  health  care  expenditures,  and 
academic  medicine  is  prepared  and  willing  to  meet  the  delivery  system's  new  imperatives.  Teaching  hospitals,  medical  schools  and 
faculty  practice  plans  have  recognized  the  need  for  change  within  their  own  organizations  and  are  actively  engaged  in  reformulating 
the  health  delivery  system,  finding  ways  to  reduce  the  rate  of  increase  in  health  care  costs,  improving  accountability,  and  enhancing 
the  quality  of  care. 

Academic  medicine  is  ad^ting  to  a  market-driven  health  care  delivery  system,  but  is  concerned  about  proposals  that  would  jeopardize 
iu  ability  to  fulfill  its  core  missions.  There  are  three  fundamental  principles  which  the  AAMC  believes  should  guide  changes  in  the 
delivery  system  and  the  Medicare  program: 

1.  The  AAMC  believes  in  a  "shared  responsibility''  approach  to  financing  the  special  missions  of  academic  medicine.  All 
payers  should  recognize  and  pay  for  the  costs  associated  with  these  missions.  Teaching  hospitals  and  their  associated  medical 
schools  and  faculty  are  important  conq)onents  of  the  health  care  system  because  they: 

provide  all  levels  of  patieu  care-from  preventive  to  tertiary  services-often  to  the  most  disadvantaged  members  of  our 
society; 

ensure  the  availability  of  trained  health  care  providers,  including  physicians,  nurses  and  allied  health  professionals,  by  serving 
as  principal  sites  for  clinical  education;  and 

provide  the  environment  for  the  conduct  of  clinical  and  behavioral  research  and  the  introduction  of  new  technologies. 

The  cosu  of  these  additional  missions  traditionally  have  been  supponed  by  patiem  care  revenues  from  public  and  private  payers.  For 
example,  patient  service  revenues  have  supported  medical  education  and  research,  and  payments  from  paying  patients  have  supponed 
charity  care  patients. 

The  AAMC  believes  that  the  ability  of  teaching  hospitals  and  teaching  physicians  to  fund  their  mission-related  costs  through  charges 
to  patients  is  eroding.  In  a  price-conscious  delivery  system,  private  payers  of  patient  care  services  increasingly  limit  their  payments 
to  only  those  specific  services  that  their  enrollees  receive.  Teaching  hospitals  cannot  require  or  receive  higher  prices  for  their  services. 
Additionally,  some  state  Medicaid  programs,  which  traditionally  have  recognized  costs  associated  with  the  academic  missions,  are 
retreating  fi^om  the  mclusion  of  explicit  payments  for  these  missions  in  their  financing  struchires. 

At  a  time  when  it  is  most  needed,  the  AAMC  regrets  that  the  possibility  of  establishing  all-payer  funds  for  the  special  missions  of 
teaching  hospitals  and  medical  schools  appears  to  have  diminished.  However,  the  Association  continues  to  emphasize  the  fundamental 
importance  of  the  principle  that  all  payers  of  patiem  care  services  must  support  the  training  of  the  work  force  as  well  as  providing 
an  enviroimiem  in  which  education  and  clinical  research  can  flourish. 

2.  The  AAMC  believes  that  teaching  hospitals  and  teaching  physicians  should  not  bear  more  than  their  "fah-  share"  of 
reductions  in  the  rate  of  projected  Medicare  spending.  Teaching  hospitals  rely  heavily  on  the  two  Medicare  payments  with  an 
educational  label:  the  direct  graduate  medical  education  (DOME)  payment  and  the  indirect  medical  education  (IME)  adjustment.  In 
the  absence  of  a  marketplace  where  all  insurers  or  sponsors  of  patient  care  programs  share  responsibility  for  supporting  the  academic 
missions,  these  historical,  ejq)licit  payments  to  teaching  hospitals  take  on  added  importance. 

The  AAMC  recognizes  that  unrestrained  growth  in  Medicare  spending  threatens  the  long-term  solvency  of  the  Federal  Hospital 
Insurance  (HI)  Trust  Fund,  and  supporu  reforms  to  align  trust  fund  income  and  outlays.  But  any  reductions  proposed  for  DGME 
and  IME  payments  are  real  cuts  for  teaching  hospitals.  These  proposed  reductions,  coupled  with  private  sector  losses,  reductions  in 
Medicaid  spending  and  other  cuts  in  projected  Medicare  payments,  will  force  teaching  hospitals  to  bear  an  unfair  burden  of  Medicare 
payment  reductions,  making  it  more  difficult  for  diem  to  sustain  their  additional  missions. 

3.  Any  changes  hi  Medicare  payment  policy  should  be  hnplemented  gradually  with  an  annual  evaluation  of  then-  unpact  on 
the  financial  viability  of  different  groups  of  hospitals.  The  AAMC  believes  that  Congressional  decisions  on  Medicare  payment 
policies  should  be  made  in  the  context  of  their  impact  on  the  entire  health  care  system.  Nonfederal  members  of  the  AAMC's  Council 
of  Teaching  Hospitals  (COTH)  account  for  6  percent  of  the  nation's  hospitals,  but  nearly  2  million,  or  almost  20  percent,  of  all 
Medicare  discharges.  For  many  COTH  member  hospitals.  Medicare  payments  comprise  from  one-quarter  to  one-third  of  all  their 
revenue.  Clearly,  changes  in  Medicare  payments  will  have  a  profound  impact  on  these  institutions. 

As  the  Congress  turns  its  attention  from  the  overall  level  of  federal  spending,  die  particulars  about  which  programs  and  payments  to 
reduce  become  difficult.  These  decisions,  including  those  about  Medicare  support  for  graduate  medical  education  and  for  the  higher 
costs  incurred  by  teaching  hospitals  in  fiilfillment  of  their  special  missions,  must  be  informed  and  fair,  and  based  on  objective  analyses 
of  the  impaa  of  various  options  on  Medicare  beneficiaries  and  other  patients  and  on  the  fmancial  viability  of  health  care  providers. 

I  urge  the  members  of  this  Committee  to  consider  carefully  its  Medicare  payment  policy  recommendations.  Teaching  hospitals  and 
teaching  physicians  play  critical  roles  in  our  health  care  delivery  system.  They  could  be  damaged  severely  unless  changes  are  crafted 
carefully  and  are  based  on  an  extensive  understanding  of  the  education  and  service  missions  of  academic  medicine.  Massive  reductions 
in  Medicare  payments  for  activities  related  to  graduate  medical  education  will  negatively  affect  these  instimtions'  continued  excellence 
and  touch  every  American's  life. 

Today,  I  would  like  to  comment  specifically  on  four  issues  of  significance  to  academic  medicine:  1)  the  role  of  Medicare  payments 
for  DGME  costs  in  support  of  residency  training;  2)  the  importance  of  the  Medicare  IME  adjustment  to  the  financial  viability  of 
teaching  hospitals;  3)  the  methodology  for  calculating  the  adjusted  average  per  capita  cost  (AAPCC),  the  rate  that  the  Medicare 
program  pays  to  risk  contractors;  and  4)  the  importance  of  clinical  practice  income  as  a  source  of  financial  support  for  die  nation's 
medical  schools. 
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While  many  understand  the  importance  of  DOME  and  IME  payments  to  teaching  hospitals,  failure  to  address  the  way  in  which  they 
and  the  disproportionate  share  (DSH)  payment  are  incorporated  in  the  AAPCC  rate  poses  a  threat  to  the  financial  viability  of  teaching 
hospitals.  Finally,  it  should  be  understood  how  changes  in  the  delivery  system  threaten  the  ability  of  the  clinical  faculty  to  make  their 
traditional  contribution  to  medical  schools  in  support  of  the  schools'  education  and  research  activities. 

Direct  Graduate  Medical  Education  Payments 

In  addition  to  providing  health  care,  teaching  hospitals  provide  the  resources  for  the  clinical  education  of  physicians,  nurses,  and  allied 
health  personnel  To  provide  this  formal,  experientially-based  clinical  training,  hospitals  incur  costs  beyond  those  necessary  for  patient 
care.  These  added  slireci  costs  include:  salaries  and  fringe  benefits  for  trainees  and  the  faculty  who  supervise  them;  classroom  space; 
the  salaries  and  benefits  of  administrative  and  clerical  staff  in  the  graduate  medical  education  office;  and  allocated  institutional 
overhead  costs,  such  as  costs  for  electricity  and  maintenance. 

The  Purpose  and  Historv  of  the  Medicare  Direct  Graduate  Medical  Education  Pavment 

When  Congress  established  the  Medicare  program  in  1963,  it  acknowledged  that  educational  activities  enhanced  the  quality  of  care 
in  instinitions  and  recognized  the  need  to  support  residency  training  programs  to  help  meet  the  public  need  for  fiilly-trained  health 
professionals.  In  drafting  the  initial  Medicare  legislation.  Congress  stated: 

Educational  activities  enhance  the  quality  of  care  in  an  institution,  and  it  is  intended,  until  the  community  undertakes  to  bear 
such  education  costs  in  some  other  way,  that  a  pan  of  the  net  cost  of  such  activities  (including  stipends  of  trainees,  as  well 
as  compensation  of  teachers  and  other  costs)  should  be  borne  to  an  appropriate  extent  by  the  hospital  insurance  program 
(House  Repon.  Number  213.  89th  Congress.  1st  Sess.  32  (1965)  and  Senate  Repon.  Number  404.  Pt.  1.  89th  Congress.  1st 
Sess.  36  (1965)). 

Similarly,  in  the  regulations  governing  the  Medicare  program,  the  Secretary  of  Health,  Education  and  Welfare  stated: 

It  is  recognized  that  the  costs  of  such  educational  activities  should  be  borne  by  the  community.  However,  many  communities 
have  not  assumed  responsibility  for  financing  these  programs  and  it  is  necessary  that  support  be  provided  by  those  purchasing 
health  care.  Until  communities  undertake  to  bear  these  costs,  the  program  will  participate  appropriately  in  the  support  of 
these  activities  (42  C.F.R.  Section  413.85  [formerly  Section  405.421(c)]). 

Thus,  since  its  inception  the  Medicare  program  has  assumed  some  responsibility  for  graduate  medical  education  costs,  making  separate 
payments  to  teaching  hospitals.  If  there  was  ever  an  assumption  that  the  "community"  would  take  responsibility  for  its  share  of  these 
costs,  it  certainly  is  not  occurring  in  the  current  competitive  environment. 

Until  the  mid  1980s,  Medicare  paid  for  its  share  of  DGME  costs  based  on  the  hospital's  historical  and  reasonable  costs  as  determined 
by  an  audit.  Reimbursement  was  open-ended  in  that  a  portion  of  "reasonable  and  allowable"  DGME  costs  incurred  every  year  was 
"passed  through"  to  the  Medicare  program.  DGME  payments  also  were  open-ended  because  there  was  no  restriction  on  the  number 
of  years  that  Medicare  reimbursement  would  financially  support  a  resident's  training.  ' 

In  April  1986,  Congress  passed  the  Consolidated  Omnibus  Budget  Reconciliation  Act  (COBRA)  of  1985  (P.L.  99-72),  which 
dramatically  altered  the  DGME  payment  methodology  from  one  based  on  annual  historical  DGME  costs  to  a  prospective  per  resident 
amount.  The  Medicare  program  now  pays  its  proportionate  share  of  a  hospital-specific  per  resident  amount  based  on  audited  costs 
from  a  base  year  and  updated  for  inflation  rather  than  on  the  basis  of  DGME  costs  actually  incurred.  Today,  a  hospital's  DGME 
payment  is  calculated  by  multiplying  the  hospital's  fixed  amount  per  resident  by  the  current  number  of  residents  and  then  multiplying 
that  result  by  Medicare's  share  of  inpatient  days  at  the  hospital.  Other  legislative  and  regulatory  changes  have  been  made  since 
COBRA,  but  the  basic  methodology  for  calculating  the  DGME  payment  remains  the  same. 

In  addition  to  changing  the  payment  methodology,  COBRA  placed  limits  on  the  number  of  resident  trainee  years  for  which  full 
Medicare  payment  would  apply.  In  a  subsequent  change.  Congress  chose  to  restrict  full  support  to  the  direct  costs  of  those  residents 
within  the  minimum  number  of  years  of  formal  training  necessary  to  satisfy  the  educational  requirements  for  initial  board  certification, 
up  to  a  maximum  of  five  years.  Payments  for  residents  beyond  either  the  period  for  initial  board  certification  or  the  five-year  level 
are  reduced  by  SO  percent.  The  five-year  count  is  suspended,  however,  for  a  period  of  up  to  two  years  for  training  in  a  geriatric  or 
preventive  medicine  residency  or  fellowship  program. 

The  change  in  DGME  payment  methodology  required  by  COBRA,  which  the  AAMC  did  not  oppose,  terminated  the  previous  open- 
ended  commitment  to  fmancing  graduate  medical  education.  Although  COBRA  limits  DGME  payments,  it  still  acknowledges  the 
historical  scope  of  direct  graduate  medical  education  costs,  including  the  salaries  and  fringe  benefits  of  residents  and  supervising 
faculty  physicians  and  institutional  overhead  costs. 

Proposals  to  Change  Medicare  Payments  for  DGME  Costs 

Nearly  ten  years  after  COBRA'S  passage,  policy  makers  again  are  examining  proposals  to  reform  Medicare  DGME  payments.  Many 
of  these  proposals  are  intended  to  limit  the  growth  in  Medicare  expendimres.  Several  seek  to  achieve  a  more  appropriately  configured 
physician  work  force  by  shifting  the  balance  of  generalist  and  nongeneralist  physicians,  or  placing  limits  on  the  total  number  of 
physicians-in  training.  Among  the  more  frequently  mentioned  proposals  that  seem  to  have  captured  the  attention  of  some  policy 
makers  are: 

facilitating  the  development  of  non-hospital-based  ambulatory  training  by  allowing  entities  other  than  hospitals  to  receive 

Medicare  DGME  payments  and  by  encouraging  the  formation  of  graduate  medical  education  consortia; 

limiting  payments  to  the  period  required  for  initial  board  certification; 

limiting  payments  only  to  graduates  of  U.S.  medical  and  osteopathic  schools; 

weighting  Medicare  payments  by  specialty  to  encourage  training  in  the  generalist  specialties;  and 

constructing  a  national  average  per  resident  payment  methodology  to  reduce  the  variation  in  hospital-specific  per  resident 
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payments. 

Each  of  these  proposals  and  its  potential  impact  on  graduate  medical  education  is  discussed  below: 

Facilitating  the  development  of  non-hospital-based  ambulatory  training  sites.  The  AAMC  supports  changes  in  Medicare  DGME 
funding  to  encourage  residency  training  in  non-hospital,  ambulatory  sites,  such  as  private  physicians'  offices,  freestanding  clinics, 
or  nursing  homes. 

Entities  Eligible  for  Medicare  DGME  Payments.  Training  sites  chosen  by  residency  program  directors  should  be  selected  because 
they  offer  appropriate  educational  experiences,  not  because  they  are  more  easily  funded.  However,  the  law  regarding  Medicare 
DGME  payments  explicitly  states  that  DGME  payments  may  be  made  only  to  hospitals.  On  the  other  hand,  the  law  and  implementing 
regulations  allow  hospitals  to  receive  DGME  payments  for  the  training  of  residents  in  non-hospital,  ambulatory  senings  (subject  to 
certain  requirements).  Although  an  ambulatory  site  may  not  at  present  receive  a  Medicare  payment  directly  for  any  DGME  costs  it 
might  incur,  nothing  in  the  law  prevents  it  from  negotiating  for  a  payment  from  a  hospital  for  the  residents  that  the  non-hospital  site 
accepts. 

The  Association  believes  that  Medicare  DGME  payments  should  be  made  to  the  entity  that  incurs  the  cost.  Recipients  of  payments 
could  be  teaching  hospitals,  medical  schools,  multi-specialty  group  practices  or  organizations,  such  as  graduate  medical  education 
(GME)  consonia,  that  inctu-  training  costs.  Funding  for  graduate  medical  education  should  support  residents  and  programs  in  the 
ambulatory  and  inpatiem  training  sites  that  are  most  appropriate  for  the  educational  needs  of  the  residents.  However,  the  AAMC  does 
not  support  payments  being  awarded  directly  to  training  programs,  since  ultimately  the  organization  in  which  the  program  functions 
must  determine  the  instimtional  commitment  to  graduate  medical  education. 

Formation  of  GME  Consonia.  The  AAMC  strongly  encourages  the  formation  of  GME  consonia.  Local  or  regional  educational 
consortia  have  been  advanced  as  mechanisms  for  enhancing  the  quality  of  medical  education,  especially  graduate  medical  education, 
while  at  die  same  time  bener  aligning  the  physician  work  force  with  the  needs  of  the  newly  emerging  health  care  system.  GME 
consortia  are  defined  as  formal  partnerships,  involving  two  or  more  separate  institutions  involved  in  graduate  medical  education, 
formed  to  reorganize  or  strengthen  medical  education  and  characterized  by  shared  and  joint  decision  making. 

In  1993,  the  AAMC  and  the  Maine  Medical  Center  jointly  conducted  a  national  stu^'ey  to  determine  the  number,  composition  and 
accompUshments  of  existing  GME  consonia.  These  fmdings  were  subsequently  published,  and  led  to  anodier  research  effon.  At 
present,  the  AAMC,  in  conjunction  with  the  Center  for  the  Health  Professions  at  the  University  of  California,  San  Francisco,  is 
conducting  an  in-depth  study  of  GME  consortia. 

The  AAMC  urges  Congiess  to  consider  modifying  the  stamtory  requirement  that  only  hospitals  may  receive  Medicare  DGME 
payments  and  to  permit  other  entities  to  receive  payments  if  they  incur  the  cost  of  training.  A  payment  methodology  would  have  to 
be  developed  based  on  the  costs  of  training  at  those  sites.  To  explore  the  issues  inherent  in  such  a  change,  the  AAMC  supports  the 
interest  of  die  Healdi  Care  Financing  Administration  (HCFA)  in  designing  a  research  and  demonstration  project  to  encourage  the 
developmem  of  new  integraed  training  sites  and/or  GME  consonia.  Under  such  a  project,  HCFA  could  experiment  and  monitor  the 
impact  of  allowing  non-hospital  sites  to  receive  DGME  payments  if  diey  nm  the  training  programs  and  incur  the  costs. 

Limiting  Paymenu  to  the  Period  Required  for  Initial  Board  Certification.  Currently  the  Medicare  program  restricts  full  suppon  to  the 
direct  costs  of  those  residents  within  die  minimum  number  of  years  of  formal  training  necessary  to  satisfy  the  educational  requirements 
for  initial  board  certification,  up  to  a  maximum  of  five  years.  The  five  year  count  is  suspended,  however,  for  a  period  of  up  to  two 
years  for  training  in  a  geriatric  or  preventive  medicine  residency  or  fellowship  program.  Payment  for  residents  beyond  either  the 
period  for  initial  board  certification  or  the  five-year  level  are  reduced  by  50  percent.  The  Medicare  program  then  continues  to  suppon 
residents  at  the  50  percent  level  indefinitely,  as  long  as  they  remain  in  a  tiaining  program  approved  by  the  ACGME.  the  AOA,  or 
in  a  specialty  for  which  a  member  organization  of  the  American  Board  of  Medical  Specialties  (ABMS)  issues  a  certificate. 

Several  policy  maken  have  proposed  imposing  additional  limits  on  the  length  of  time  for  which  the  Medicare  program  should  provide 
its  suppon.  Some  have  suggested  diat  Medicare  should  pay  only  through  the  period  required  for  initial  board  cenification  in  a 
specialty  or  pay  only  for  a  three-year  period,  regardless  of  the  specialty. 

The  AAMC  believes  that  suppon  through  initial  board  eligibility  is  an  essential  minimum  training  period  that  every  patient  service 
payer  should  help  finance.  Medicine  involves  a  number  of  different  specialties,  and  each  specialty  area  has  developed  its  own 
residency  training  period.  The  initial  skills  and  techniques  needed  by  different  specialties  require  different  lengdis  of  training.  The 
AAMC  believes  rfiat  the  variable  length  of  training  for  each  specialty  area  is  appropriate  and  in  the  national  interest,  but  recognizes 
that  Medicare  payment  policies  must  be  balanced. 

Table  A,  derived  from  the  AAMC's  DGME  microsimulation  payment  model,  shows  the  fmancial  impact  of  limiting  Medicare  suppon 
to  the  period  required  for  initial  board  cenification  on  all  teaching  hospitals.  The  financial  impact  would  reduce  significantly  the 
viability  of  many  training  programs.  If  this  policy  were  implemented  for  Federal  FY  1996,  DGME  payments  would  decrease  $342 
million,  or  19  percem,  compared  to  what  Medicare  would  expect  to  pay  next  year  under  current  policy.  Those  groups  experiencing 
the  greatest  average  losses  would  be  integrated  academic  medical  center  hospitals,  hospitals  with  intern  and  resident-to-bed  ratios 
greater  than  0.40,  and  major  teaching  hospitals  that  receive  DSH  payments.  (An  integrated  academic  medical  center  hospital  is  either 
under  common  ownership  with  a  college  of  medicine,  or  has  the  department  chairmen  at  the  school  also  serving  as  the  chiefs  of 
service  at  the  hospital.) 

Another  often-discussed  policy  option  would  limit  Medicare  support  for  graduate  medical  education  to  three  years.  The  AAMC 
believes  that  limits  on  suppon  should  not  be  arbitrary  or  inconsistent  with  adequate  minimal  residency  training.  In  its  March  1993 
report  to  the  Congress,  the  Physician  Paymem  Review  Commission  (PPRC)  also  "rejected  as  unwise  the  options  of  paying  only  for 
primary  care  positions  or  only  for  the  fust  three  years  of  training"  (page  66).  The  commission  concluded  that  the  nation  would 
continue  to  require  well-trained  physicians  in  all  specialties,  and  that  such  a  policy  would  not  be  "sufficiently  flexible"  if  changes  in 
the  healdi  needs  of  die  population  called  for  physicians  in  specialties  that  required  more  than  three  years  of  training. 
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Limiting  Payments  Only  to  Graduates  of  U.S.  Medical  and  Osteopathic  Schools.  The  Medicare  program  currently  sets  no  limit  on 
the  number  of  residents  it  will  support.  Additionally,  Medicare  provides  support  for  medical  school  graduates  regardless  of  whether 
they  are  graduates  of  U.S.  or  foreign  medical  schools.  International  medical  graduates  (IMGs),  or  those  U.S.  citizens  or  nationals 
of  other  countries  who  have  graduated  from  overseas  medical  schools  must,  however,  pass  Steps  I  and  2  of  the  United  States  Medical 
Licensing  Examination  (USMLE)  and  be  in  an  approved  training  program. 

Some  policy  makers  have  called  for  an  examination  of  national  policy  on  IMGs  in  light  of  a  growing  consensus  that  U.S.  medical 
and  osteopathic  schools  have  sufficient  capacity  to  train  an  adequate  number  of  physicians  for  the  nation.  They  also  have  questioned 
whether  it  is  appropriate  to  use  public  funds,  including  Medicare  payments,  lo  support  the  large  number  of  foreign-trained  physicians 
entering  residency  programs  in  the  U.S.  when  many  agree  that  there  is  an  oversupply  of  physicians.  These  policy  makers  point  out 
that  the  majority  of  IMGs  who  panicipate  in  graduate  medical  education  ultimately  enter  practice  in  the  U.S.,  adding  to  the  projected 
oversupply  of  physicians  and  aggregate  health  care  costs. 

Data  show  that  in  the  past  few  years,  the  number  of  physicians-in-training  has  continued  to  increase.  While  the  number  of  graduates 
of  U.S.  allopathic  medical  schools  has  remained  relatively  stable  for  several  years,  the  number  of  international  medical  graduates 
(IMGs)  receiving  training  in  this  country  has  increased  substantially.  Between  1988  and  1993,  the  number  of  IMGs  in  graduate 
medical  education  nearly  doubled  from  approximately  12,000  to  nearly  23,000.  In  1993-94,  nearly  27  percent  of  all  first-year 
residency  training  slots  in  allopathic  and  osteopathic  programs  were  filled  by  IMGs. 

In  response  to  concerns  regarding  overall  physician  supply,  on  June  22,  1995,  the  AAMC  Executive  Council  adopted  a  policy  position 
on  the  physician  work  force  and  the  participation  of  IMGs  in  graduate  medical  education: 

That  the  Association  of  American  Medical  Colleges,  in  recognition  of  the  growing  oversupply  of  physicians  in  the  United 
States,  pursue  and  undertake  initiatives  to  address  the  future  supply  of  physicians  consonant  with  legal  restrictions  and 
requirements.  While  the  Association  should  consider  all  available  options  for  addressing  this  oversupply,  it  should-first 
and  foremost -pursue  options  to  diminish  the  number  of  international  medical  graduates  pursuing  graduate  medical 
education  in  the  United  States  and  remaining  in  the  United  States  following  the  completion  of  their  graduate  training.  Any 
options  supported  by  the  Association  that  would  result  in  constraints  on  the  number  of  international  medical  graduates 
receiving  training  must  include  mechanisms  to  mitigate  the  impact  on  hospitals  that  currently  train  IMGs  and  those  hospitals 
that  are  highly  dependent  on  IMGs  for  maintenance  of  their  patient  care  programs. 

It  should  be  understood  that  for  some  hospitals,  where  residents  provide  a  large  proportion  of  patient  services,  the  immediate 
elimination  of  Medicare  support  for  IMGs  would  cause  substantial  access  and  service  problems  for  Medicare  beneficiaries.  One  of 
the  issues  that  policy  makers  would  need  to  address  in  enacting  such  a  change  would  be  the  implementation  of  a  process  and  a  time 
table  so  that  patient  access  to  services  would  not  be  reduced  precipitously.  Additionally,  mechanisms  would  be  needed  to  mitigate 
the  impact  on  hospitals  that  currently  train  IMGs  and  on  hospitals  that  are  highly  dependent  on  IMGs  for  maintenance  of  their  patient 
care  programs. 

Table  B  demonstrates  the  significant  financial  impact  on  teaching  hospitals  in  FY  1996  if  Medicare  payments  were  limited  only  to 
graduates  of  U.S.  allopathic  and  osteopathic  medical  schools.  Medicare  DGME  payments  would  decrease  $374  million,  or  21  percent, 
compared  to  what  the  Medicare  program  would  expect  to  pay  in  19%  under  current  payment  rules.  The  greatest  average  losses  would 
be  for  hospitals  with  SO  to  100  residents;  resident-to-bed  ratios  between  .  10  and  .40;  major  teaching  hospitals  with  no  DSH  payments; 
other  teaching  hospitals  that  receive  DSH  payments;  and  hospitals  in  the  Middle  Atlantic  states. 

A  variation  of  this  proposal  offered  by  some  policy  makers  would  limit  Medicare  DGME  payments  to  a  defined  number  of  residents. 
One  option  could  be  to  freeze  the  number  of  full-time  equivalent  (PTE)  residents  that  the  Medicare  program  would  support  at  the 
current  number  of  residents  in  the  training  system.  A  more  aggressive  option  that  has  been  suggested  might  be  to  impose  an  aggregate 
limit  on  the  total  number  of  positions,  e.g.,  the  number  of  U.S.  graduates  plus  some  add-on  percentage  for  IMGs.  It  should  be 
understood  that  these  proposals  could  require  the  establishment  of  control  or  regulatory  mechanisms. 

Weighting  Payments  by  Specialty.  For  several  years,  some  policy  makers  have  proposed  changes  in  Medicare  payments  for  DGME 
costs  to  provide  incentives  for  training  generalist  physicians  and  to  eliminate  the  variation  in  hospital-specific  per  resident  amounts. 
Additionally,  these  proposals  could  reduce  the  Medicare  program's  role  in  GME  funding. 

Weighting  proposals  would  attempt  to  accomplish  these  policy  goals  by  paying  relatively  favorable  amounts  for  generalist  residencies, 
and  substantially  less  favorable  payment  amounts  for  all  other  residencies.  For  example.  Medicare  DGME  payments  could  be  based 
on  a  per  resident  amount  that  would  then  be  weighted  based  on  the  specialty  area  that  a  resident  is  pursuing.  The  Medicare  program 
would  make  a  higher  payment  for  a  resident  in  a  generalist  specialty  than  for  a  non-generalist  resident.  Thus,  a  hospital's  total 
DGME  payment  would  be  based  not  on  its  costs,  but  on  the  specialty  mix  of  its  trainees. 

Current  Medicare  payment  policy  includes  modest  differential  payments  for  residents  in  generalist  specialties.  OBRA  1993  (P.L.  103- 
66)  created  separate  hospital-specific  payment  rates  for  generalist  and  nongeneralist  residents.  In  FY  1994  and  1995,  only  hospitals' 
per  resident  payments  for  residents  in  generalist  disciplines  were  updated  by  the  annual  inflation  factor.  Per  resident  payment  levels 
for  all  other  residents  were  frozen. 

The  Association  did  not  oppose  the  change  adopted  in  OBRA  1993  and  strongly  supports  more  individuals  entering  generalist  practice. 
However,  the  AAMC  does  not  believe  that  more  intensive  weighting  of  DGME  payments  by  specialty  would  achieve  its  intended 
objective. 

The  Association  recognizes  that  the  present  system  has  not  produced  the  number  of  generalist  physicians  that  society  may  need  in  a 
reconfigured  health  care  system.  An  Association  policy  adopted  three  years  ago  calls  for: 

an  overall  national  goal  that  a  majority  of  graduating  medical  students  be  committed  to  generalist  careers  (family  medicine, 
general  internal  medicine  and  general  pediatrics)  and  that  appropriate  efforts  be  made  by  all  schools  so  that  this  goal  can 
be  reached  within  the  shortest  possible  time. 
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The  AAMC's  policy  rests  on  che  implementation  of  voluntary,  private  sector  initiatives.  Personal  incentives  such  as  loan  forgiveness, 
tax  benefits,  and  other  inducements  to  narrow  the  income  gap  between  generalist  and  non-generalist  physicians,  are  more  likely  to 
result  in  greater  numbers  of  U.S.  medical  school  graduates  entering  the  generalist  disciplines.  There  are  already  a  variety  of  federally- 
sponsored  student  loan  repa\Tnent  programs  that  could  be  bolstered.  If  monetary  incentives  are  to  be  provided,  they  should  be  aimed 
at  individuals,  not  hospitals  and  their  sponsored  residency  programs. 

The  nation's  medical  schools  have  implemented  programs  to  increase  the  awareness  and  attractiveness  of  generalist  medicine.  More 
schools  are  adding  required  clerkships  in  one  of  the  generalist  disciplines  during  the  third-  and  fourth-year  of  the  curriculum.  Schools 
have  convened  primary  care  task  forces,  appointed  new  Associate  Deans  for  Primary  Care,  and  developed  new  depanments  of  family 
medicine  and  divisions  of  general  internal  medicine  and  general  pediatrics. 

The  AAMC  is  pleased  that  medical  schools"  efforts  are  bearing  fruit  as  medical  students'  interest  in  generalist  practice  continues  to 
increase.  Although  data  on  medical  students"  career  choice  from  as  recently  as  the  graduating  class  of  1989  showed  a  declining 
selection  of  the  generalist  specialties,  more  recent  data  signal  that  medical  school  graduates  continue  to  respond  to  changes  in  the 
health  care  environment.  In  1994,  the  percentage  of  medical  school  graduates  indicating  their  intention  to  pursue  certification  in  one 
of  the  generalist  disciplines  increased  again.  Of  graduating  medical  smdents,  22.8  percent  indicated  an  intent  to  choose  a  generalist 
career  in  1994  compared  to  14.6  percent  in  1992  and  19.3  percent  in  1993.  In  addition,  results  from  the  National  Residency  Matching 
Program  (NRMP),  released  on  March  15,  1995.  showed  that  medical  smdents  "matched"  into  family  medicine  residency  programs 
at  the  highest  rate  in  the  NRMP's  43-year  history.  Over  2,000  graduating  seniors  from  U.S.  medical  schools,  or  15.4  percent  of  those 
seeking  first-year  residency  positions,  matched  into  a  family  medicine  residency.  This  compares  to  14.0  percent  of  all  U.S.  seniors 
in  1994. 

Additionally,  data  on  career  choices  of  medical  school  graduates  indicate  that  medical  smdents'  selection  of  residency  training 
programs  is  affected  not  by  Medicare  payments  to  hospitals,  but  by  market  conditions  and  personal  suitability  to  a  particular  specialty. 
At  presem,  there  are  more  generalist  training  positions  offered  than  there  are  interested  smdents  to  fill  them.  In  March  1993,  the 
PPRC  concluded  that  weighting  DOME  payments  to  hospitals  is  undesirable.  The  commission  indicated  that  there  was  already  a 
sufficient  number  of  existing  generalist  training  slots,  and  weighting  would  have  little  influence  on  hospital  management's  and 
residency  program  directors'  decision  making. 

While  proponeius  of  preferential  weighting  proposals  indicate  that  a  higher  payment  differential  would  be  enacted  only  for  generalist 
disciplines,  it  is  likely  that  many  clinical  specialties  would  argue  that  they  also  deserve  a  "special  weighting  factor."  It  is  unclear  what 
criteria  would  be  used  to  define  a  "primary  care"  program.  The  AAMC  notes  that  emergency  medicine  was  added  as  a  primary  care 
category  to  the  House  Ways  and  Means  Coimnittee  proposal  in  1991,  and  that  physical  medicine  and  child  psychiatry  immediately 
made  a  case  for  inclusion  because  these  specialties  are  in  shon  supply. 

The  AAMC  stipports  strategies  to  develop  the  gerwralist  physician  woric  force.  Strong  residency  programs  require  continuity  of  effort 
and  stable  support,  but  proposals  to  weight  Medicare  DOME  payments  based  on  specialty,  if  enacted,  wovild  only  contribute  to  the 
instability  of  GME  fimding. 

Constructing  a  National  Average  Payment  Amount  for  DOME  Costs.  Last  year,  during  the  debate  over  comprehensive  health  care 
reform,  some  policy  makers  recommended  the  development  of  a  national  average  per  resident  payment  methodology  with  payment 
adjustments  for  regional  differences  in  wages  and/or  wage-related  costs.  In  some  instances,  the  proposals  excluded  certain  types  of 
costs,  such  as  direa  overhead  costs  or  allocated  institutional  overhead  costs.  These  changes  were  suggested  in  the  context  of  a 
package  of  proposals  for  graduate  medical  education  reform,  including  an  all-payer  fimding  mechanism  that  was  to  be  separate  firom 
payments  for  patient  care  services. 

The  AAMC  supporu  the  continuation  of  the  current  Medicare  hospital-specific  per  resident  payment  method  because  it  recognizes 
structural  factors  that  legitimately  affect  a  hospital's  per  resident  costs.  The  overall  financing  of  teaching  hospitals  and  medical  schools 
often  is  driven  by  historic  circumstances,  which  have  led  to  certain  costs,  especially  faculty  costs,  being  borne  variably  by  the  medical 
school  or  teaching  hospital.  The  diversity  of  suppon  for  the  costs  of  faculty  who  supervise  residents  is  probably  the  most  important 
reason  for  the  variation  in  Medicare  per  resident  amounts.  Additionally,  there  are  legitimate  differences  in  educational  models ' 
depending  on  the  specialty  and  the  instimtion.  Wide  variation  in  per  resident  amounts  exists  among  hospitals  in  the  availability  and 
amount  of  suppon  from  non-hospital  sources,  including  public  subsidies  and  faculty  practice  earnings.  Residency  programs  also  may 
have  unique  histories  and  differences  in  the  funding  available  to  them,  such  as  state  or  local  government  appropriations.  WMe  some 
proposals  would  adjust  the  Medicare  national  average  per  resident  paymem  for  differences  in  wages  and  other  wage-related  costs, 
these  other  structural  factors  would  not  be  reflected  in  the  national  average  payment  methodology,  creating  inappropriate  winners  and 
losers. 

Last  year,  at  its  January  1994  meeting,  the  Prospective  Payment  Assessment  Conmiission  (ProPAC)  discussed  recommendations  on 
graduate  medical  education  financing  for  its  March  1994  report.  Reviewing  a  staff  analysis  of  graduate  medical  education  costs  and- 
payments,  the  Commissioners  noted  the  complexity  of  the  distribution  of  these  payments  to  hospitals.  Chairman  Stuart  H.  Altman, 
Ph.D.,  cautioned  those  who  would  prefer  a  national  average  payment  methodology  for  DGME  costs  without  incorporating  a  number 
of  payment  adjustments.  Citing  the  commission's  eleven-year  experience  with  the  prospective  paymem  system  (PPS)-the  first  attempt 
by  the  federal  government  to  standardize  payments  based  on  national  averages~Dr.  Altman  noted  how  many  adjustments  had  been 
added  to  the  PPS  over  the  years  to  achieve  payment  equity.  ProPAC 's  analysis  of  graduate  medical  education  costs  found  significant 
relationships  between  per  resident  costs  and  hospital  size;  its  share  of  ftill-time  equivalent  residents  in  the  outpatient  setting;  its  share 
of  costs  related  to  faculty  physicians'  salaries;  geographic  region;  location  in  a  metropolitan  statistical  area;  and  area  wages. 

The  AAMC  also  supports  the  currem  methodology  because  it  recognizes  all  types  of  costs,  including  salaries  and  fringe  benefits  of 
die  faculty  who  supervise  the  residents;  direct  oveitead  costs,  such  as  malpractice  costs,  and  the  salaries  and  benefits  of  administrative 
and  clerical  support  staff  in  the  graduate  medical  education  office;  and  allocated  instimtional  overiiead  costs,  such  as  costs  for 
maintenance  and  utilities.  The  AAMC  opposes  proposals  to  exclude  certain  types  of  DGME  costs,  such  as  faculty  supervision  costs 
or  direct  or  allocated  instimtional  overhead  costs,  from  the  calculation  of  the  Medicare  per  residem  amount.  The  current  method 
recognizes  the  diversity  in  how  graduate  medical  education  is  organized  and  financed.  Further,  ample  faculty  supervision  is  necessary 
to  monitor  appropriately  residents"  develqmiem  in  an  enviromnent  of  n^idly  changing  patterns  of  practice.  Graduate  medical 
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education  in  all  specialties  is  based  on  the  premise  that  residents  learn  best  by  participating,  under  supervision,  in  the  day-to-day  care 
of  patients.  Supervising  physicians  must  judge  the  clinical  capabilities  of  residents,  provide  residents  with  the  opportunities  to  exercise 
progressively  greater  independence,  and  ensure  that  the  care  of  patients  is  not  compromised.  This  supervising  responsibility  requires 
substantial  time  and  commitment,  and  must  be  compensated. 

The  AAMC  believes  that,  within  certain  policy  parameters,  the  Congress  should  consider  changes  that  would  ensure  equitable, 
economically  justified  Medicare  DGME  payments  among  training  sites,  including  non-hospital  and  ambulatory  settings.  The  AAMC 
believes  that  the  payment  system  should  recognize  the  significant  diversity  across  institutions  that  participate  in  graduate  medical 
education.  Graduate  medical  education  rests  upon  a  relatively  fragile  interueaving  of  multiple  instimttonal  capabilities,  individual 
goals,  foregone  compensation  and  personal  initiative.  It  is  a  system  that  could  be  easily  damaged  imless  any  changes  to  it  are  carefully 
crafted  and  are  based  on  an  extensive  understanding  of  both  the  nature  of  the  teaching  hospitals  and  other  settings  in  which  it  is 
conducted  and  the  namre  of  graduate  medical  education  itself. 


Indirect  Medical  Education  (IM£)  Adjustment 


Since  the  inception  of  the  Medicare  PPS  in  1983,  Congress  has  recognized  that  the  additional  missions  of  teaching  hospitals  increase 
their  costs  and  has  supplemented  Medicare  inpatient  payments  to  teaching  hospitals  with  the  indirect  medical  education  (IME) 
adjustment.  The  IME  adjustment  is  an  important  equity  factor  that  recognizes  the  additional  roles  and  costs  of  teaching  hospitals. 

The  Purpose  of  the  IME  Ac^justment 

While  its  label  has  led  many  to  believe  that  this  adjustment  compensates  hospitals  solely  for  graduate  medical  education,  its  purpose 
is  much  broader.  Both  the  Senate  Finance  and  the  House  Ways  and  Means  Committees  specifically  identified  the  rationale  behind 
the  adjustment: 

This  adjustment  is  provided  in  light  of  doubts... about  the  ability  of  the  DRG  case  classification  system  to 
account  fiilly  for  factors  such  as  severity  of  illness  of  patients  requiring  the  specialized  services  and  treatment 
programs  provided  by  teaching  institutions  and  the  additional  costs  associated  with  the  teaching  of  residents. .  .the 
adjustment  for  indirect  medical  education  costs  is  only  a  proxy  to  account  for  a  number  of  factors  which  may 
legitimately  increase  costs  in  teaching  hospitals  (House  Ways  and  Means  Committee  Report,  Number  98-25, 
March  4,  1983  and  Senate  Finance  Committee  Report.  Number  98-23,  March  11,  1983  ). 

The  IME  adjustment  is  not  to  be  confused  with  the  Medicare  payment  for  DGME  costs.  Payments  for  Medicare's  share  of  the  direct 
costs  of  graduate  medical  education  programs  are  separate  from  the  PPS  and  serve  a  different  purpose. 

The  Imponancc  of  IME  Payments  to  Teaching  Hospitals 

As  the  Congress  contemplates  adjustments  in  the  annual  growth  rate  of  the  Medicare  program,  payments  for  hospital  services  are 
principal  targets  and  changes  in  payment  policy  namrally  affect  not  only  the  total  amount  but  the  distribution  of  payments.  PPS 
operating  costs  represent  the  largest  single  source  of  payment  for  the  Medicare  program.  In  FY  1995,  Medicare  payments  for  hospital 
services  are  expected  to  total  $105.7  billion,  with  the  largest  portion  of  the  total,  $66.5  billion  or  63  percent,  attributable  to  PPS 
operating  payments.  PPS  operating  payments  include  the  basic  Diagnosis-Related  Group  (DRG)  payment,  and,  if  warranted,  payments 
for  outliers,  IME  and  DSH.  IME  payments,  expected  to  be  about  $3.9  billion  in  1995,  represent  3.7  percent  of  all  Medicare  payments 
to  hospitals  and  5.9  percent  of  all  PPS  operating  payments.  DSH  payments  are  expected  to  accoimt  for  3.6  percent  of  all  Medicare 
payments  to  hospitals,  and  5.7  percent  of  total  PPS  operating  payments,  or  about  $3.8  billion. 

Proposals  to  slow  the  growth  in  PPS  operating  payments  have  centered  on  three  specific  elements:  the  annual  increase  in  the  basic 
PPS  price  for  all  hospitals,  called  the  update  factor,  and  two  add-on  payments,  the  IME  and  DSH  adjustments.  All  hospitals' 
Medicare  payments  are  affected  by  changes  in  the  update  factor,  but  only  cenain  types  of  hospitals  e.xperience  the  effect  of  changes 
in  IME  and  DSH  payment  policy.  While  teaching  hospitals  recognize  the  need  to  control  Medicare  expendinires  to  protect  the  long- 
term  solvency  of  the  program,  these  instimtions  would  be  affected  not  only  by  IME  reductions,  but  also  by  reductions  in  the  update 
factor  and  DSH  payments.  At  the  levels  being  proposed  by  some  policy  makers,  these  would  be  real  cuts  in  payments  that  would 
endanger  the  ability  of  teaching  hospitals  to  fulfill  their  core  missions  of  patient  care,  education  and  research. 

The  Financial  Viability  of  Teaching  Hospitals.  Since  the  inception  of  the  PPS,  the  IME  adjustment  has  been  reduced  twice  from  its 
original  level  of  1 1.59  percent.  In  recent  years,  however.  Congress  has  indicated  that  the  level  of  the  IME  adjustment  should  reflect 
the  broader  mission  and  overall  financial  viability  of  teaching  hospitals  to  assure  access  and  quality  of  care  for  Medicare  beneficiaries 
and  other  patients.  Similarly.  ProPAC  has  recognized  that  the  financial  success  or  failure  of  teaching  hospitals  could  affect  access 
to  care  and  quality  of  care  for  all  Americans. 


Historically,  teaching  hospitals  have  had  higher  PPS  inpatient  operating  margins— the  e.xcess  or  loss  of  revenue  attributable  to  PPS 
patients  expressed  as  a  percentage~on  average  than  non-teaching  hospitals,  but  teaching  hospitals'  total  margins~the  financial  margins 
from  all  patients-have  remained  consistently  lower  than  odier  hospitals'  total  margins.  As  analyzed  by  ProPAC  in  its  Jime  1995 
report  and  shown  in  Table  C  below,  data  from  the  tenth-year  of  PPS  (1993-94),  the  most  recent  information  publicly  available,  show 
that  average  PPS  margins  for  non-teaching  hospitals  were  minus  4.0  percent,  but  total  margins  were  plus  4.8  percent.  Major  teaching 
hospitals,  however,  posted  PPS  operating  margins  of  11.7  percent,  but  their  average  total  margins  were  substantially  lower  at  2.7 
percent.  The  average  total  margin  for  all  hospitals  was  4.3  percent. 


PPSO 

>eratinK  Mandns  and  Total  Mandns,  bv  Hospital  Group,  PPS  10 

Hospital  Group 

PPS  Margin 

Total  Margin 

Major  Teaching 

11.7% 

2.7%  1 

Other  Teachins 

0.5 

 1 

Non-teachinit 

-4.0 

 M,  -  1 
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An  analysis  of  FY  1994  financial  data  supplied  by  91  hospitals  belonging  to  AAMC's  COTH  shows  that  a  precipitous  reduction 
in  the  IME  adjustment  would  substantially  harm  teaching  hospitals,  destroying  the  relative  equity  that  has  been  achieved  with  the 
current  level  of  the  IME  adjustment.  If  the  IME  adjustment  were  reduced  from  7.7  to  3.0  percent,  as  proposed  in  one  of  the 
three  Medicare  restructuring  options  by  Congressmen  Christopher  Shays  (R-CT),  Dave  Hobson  (R-OH),  Dan  Miller  (R-FL),  and 
Steve  Largent  (R-OK),  the  average  PPS  margin  in  1994  would  fall  from  a  positive  11.75  to  a  negative  1.49  percent,  a  reduction 
of  13.24  percentage  points.  The  impact  on  average  total  margins  would  be  substantial.  The  average  total  margin  in  1994  would 
fall  from  5.1  percem  to  2.8  percent,  a  decrease  of  2.3  percenuge  points. 

PPS  Improvements  that  Would  Distribute  Payments  More  Equitably.  Now  in  its  twelfth  year,  the  prospective  payment  system 
continues  to  be  based  on  national  average  rates  that  do  not  by  themselves  recognize  important  differences  in  hospital  costs. 
Originally  developed  to  create  a  "level  playing  field"  for  teaching  and  non-teaching  hospitals,  the  IME  adjustment  serves  as  a 
proxy  to  adjust  for  inadequacies  in  the  PPS,  including: 

inadequate  recognition  of  differences  within  a  DRG  of  the  complexity  of  disease,  intensity  of  care  required,  and 
resources  utilized  by  patients  in  teaching  hospitals; 

non-recognition  of  the  teaching  hospital's  costs  of  maintaining  a  broader  and  more  specialized  scope  of  services,  often 
at  the  regional  level,  and  the  capacity  for  introducing  new  technology; 

failure  of  the  wage  adjustment  to  account  for  differences  between  central  city  and  suburban  wage  rates  within 
metropolitan  areas; 

unavoidable  decreases  in  productivity  stemming  from  the  presence  of  trainees;  and 

additional  ancillary  services  ordered  by  trainees  as  they  learn  how  to  diagnose  and  treat  patients. 

The  AAMC  supports  efforts  to  improve  payment  accuracy  and  the  equitable  distribution  of  PPS  payments.  The  Association 
believes  that  improvements  could  be  made  in  the  PPS,  such  as  the  introduction  of  better  measures  of  severity  of  ilhiess,  that 
would  distribute  payments  more  equitably  across  hospitals.  The  overall  payment  impact  of  changes  in  the  DRG  patient 
classification  system  must  be  budget  neutral.  Therefore,  more  accurate  measurement  of  severity  of  ilhiess  wotild  not  increase 
Medicare  expenditures.  The  primary  payment  impact  would  be  a  different  allocation  of  PPS  payments  across  hospitals,  all  other 
things  being  equal. 

The  inability  of  the  DRG  system  to  distinguish  severity  of  illness  within  diagnostic  groups,  or  account  for  other  characteristics 
that  are  likely  to  affect  a  patient's  costs,  such  as  whether  the  patient  was  transferred  from  another  facilit>'.  has  led  to  research  on 
improved  measures  of  severity.  For  example,  HCFA  has  developed  a  new  patient  classification  system  that  incorporates  severity 
refinements,  called  the  Refined  DRGs.  This  new  set  of  DRGs,  if  implemented,  would  result  in  more  accurate  patient 
classification  and  payment  Tor  PPS  cases. 

The  AAMC  understands  that  the  use  of  better  severity  measures  likely  would  result  in  a  reduction  in  the  empirical  level  of  the 
IME  adjustment.  However,  teaching  hospitals  may  experience  less  uncertainty  from  year  to  year  if  severity  of  ilhiess  were 
captured  in  the  DRGs  and  were  paid  through  the  case  mix  index.  The  AAMC  believes  that  a  complete  analysis  of  the  integration 
of  a  new  DRG  system  would  be  required,  including  the  impact  of  the  new  system  on  outlier  policy  and  the  interaction  of  the  IME 
and  DSH  adjustments. 

Similarly,  research  efforts  also  could  focus  on  improvements  in  the  Area  Wage  Index  (A WO.  which  accounts  for  variation  in 
hospital  wage  rates  across  geographic  areas.  As  with  the  DRG  classification  system,  the  overall  payment  impact  of  changes  in 
the  AWI  must  be  budget  neutral.  The  current  labor  market  areas  used  to  determine  the  AWI,  which  are  based  on  fixed  county 
and  state  boundaries,  fail  to  account  for  the  higher  labor  costs  faced  by  hospitals  located  in  central,  inner  city  areas  compared  to 
hospitals  in  suburban  areas.  To  some  unknown  degree,  these  central  city/s-Jjurban  ring  cost  differences  are  incorporated  in  the 
level  of  the  IME  adjustment. 

Finally,  the  AAMC  supports  a  more  equitable  approach  to  outlier  policy  that  targets  outlier  payments  to  the  highest  cost  cases. 
Adjustments  to  outlier  payment  policy  should  be  considered  to  protect  hospitals  from  the  risk  of  large  losses  on  some  cases. 
Teaching  hospitals,  because  of  their  special  missions,  treat  groups  of  patients  who  are  more  likely  to  become  unusually  cosdy 
cases,  resulting  in  costs  that  are  much  greater  than  the  DRG  payment.  Under  current  policy,  costly  cases  treated  in  teaching 
and/or  DSH  hospitals  are  less  likely  to  qualify  for  cost  outlier  payments  and  when  these  cases  do,  the  outlier  payment  is  smaller 
than  one  in  a  non-teaching,  non-DSH  hospital. 

The  AAMC  urges  the  Congress  to  consider  carefully  the  impact  of  a  reduction  in  the  IME  adjustment  on  all  teaching  hospitals. 
Teaching  hospitals  understand  that  to  protect  the  solvency  of  the  HI  Trust  Fund,  Congress  must  moderate  the  projected  growth  in 
Medicare  spending.  However,  teaching  hospitals  also  are  concerned  that  they  will  be  asked  to  bear  a  disproportionate  burden  of 
the  proposed  payment  reductions.  For  these  instimtions,  the  proposed  levels  of  Medicare  spending  grovnh  would  mean  real  cuts 
in  their  payment  levels.  Adjustments  can  be  made  to  the  PPS  to  improve  payment  equity,  but  the  fmancial  position  of  teaching 
hospitals,  as  measured  by  total  margins,  is  tenuous.  Teaching  hospitals  are  concerned  about  their  ability  to  fulfill  their  missions, 
including  the  provision  of  high  technology  care,  costly  services  for  referred  patients,  and  community  services  such  as  bum  and 
trauma  units. 

Adjusted  Average  Per  Capita  Cost  (AAPCC) 

As  the  delivery  system  moves  toward  capitated  payments  for  patients,  separating  the  payment  for  DGME  costs  and  for  patient 
care  costs  attributable  to  the  special  roles  of  teaching  hospitals  (IME  and  DSH)  from  patient  care  revenue  becomes  necessary. 
The  AAMC  believes  that  die  current  method  of  calculating  the  Medicare  AAPCC,  the  rate  that  the  program  pays  to  a  risk 
contractor,  results  in  a  paymem  system  that  creates  an  uneven  playing  field  between  teaching  and  non-teaching  hospitals. 

The  AAPCC  calculation  incorporates  all  Medicare  expenditures,  including  the  DGME,  IME  and  DSH  payments.  These  payments 
are  intended  respectively  to  compensate  hospitals  for  specific  missions  (graduate  medical  education),  or  for  providing  services  to 
atypical  patients  who  are  severely  ill  or  are  of  low-income  socioeconomic  status.  Once  these  payments  have  been  included  in  die 
AAPCC  and  paid  to  a  risk  contractor,  diere  is  no  assurance  that  diese  dollars  are  used  for  the  purposes  intended  by  the  Congress. 
Thus,  teaching  hospitals  are  at  a  competitive  disadvantage  when  they  attempt  to  contract  with  risk  contractors  because  the  risk 
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contractors  receive  the  same  AAPCC  amount  regardless  of  with  whom  the  risk  contractor  has  a  contract. 

ProPAC  recently  noted  this  problem  in  its  March  199S  report  to  the  Congress: 

Medicare's  capitated  paymeu  under  its  managed  care  risk  contracting  program  does  not  appropriately  distribute 
payments  for  the  costs  of  teaching  programs  or  of  caring  for  a  disproportionate  share  of  low-income  patients.  The 
capitated  rate  reflects  the  extra  Medicare  payments  provided  to  teaching  and  disproportionate  share  hospitals  in  the  fee- 
for-service  sector,  regardless  of  whether  Medicare  enroUees  receive  care  in  those  hospitals.  The  relationship  between 
HMOs  and  the  teaching  and  disproportionate  share  hospitals  in  their  service  area  warrants  fimher  evaluation  (pages  7- 
8). 

On  May  24.  1995,  Gail  R.  Wilensky,  Ph.D.,  Chair  of  the  PPRC,  noted  that  changes  are  needed  in  how  the  Medicare  program 
pays  HMOs.  In  testimony  before  the  Subcommittee  on  Health  of  the  House  Ways  and  Means  Committee,  Dr.  Wilensky 
explained  that  "Medicare's  current  payment  methodology  for  risk-contracting  HMOs  has  a  flaw  that  results  in  overpaying  many 
HMOs  for  expenses  related  to  graduate  medical  education. '  As  part  of  its  work  plan,  the  PPRC  will  assess  the  impact  of  this 
policy  in  the  coming  months  and  analyze  the  implications  of  moving  towards  alternative  financing  approaches. 

In  recent  months,  the  AAMC  has  been  working  to  develop  a  methodology  for  removing  these  costs  and  distributing  these 
payments  to  the  appropriate  hospitals  for  the  special  costs  they  incur.  The  AAMC  believes  that  both  near-term  actions  to  address 
the  immediate  issue  at  hand,  as  well  as  longer-term  actions  to  resolve  issues  surrounding  the  current  Medicare  payment 
methodologies  (DOME,  IME,  DSH,  and  AAPCC)  should  be  pursued.  Based  on  an  analysis  for  the  AAMC  by  Deloitte  and 
louche  and  discussions  with  hospital  groups  about  the  results,  the  AAMC  reconmiends  the  following  near-term  and  long-term 
actions. 

Sear-Term  Actions.    The  AAMC  believes  that  DOME,  IME,  and  DSH  payments  should  be  removed  prior  to  the  calculation  of 
the  AAPCC  rates  and  paid  directly  as  intended  by  Congress  to  teaching  and  non-teaching  DSH  hospitals  that  incur  the  costs  of 
these  activities.  These  "carved-out"  mission-related  payments  should  be  made  to  teaching  institutions  when  Medicare  risk 
contractor  enrollees  utilize  their  services.  The  AAMC  recommends  that  separate  paymem  methodologies,  which  mirror  the 
current  Medicare  regulations  and  are  administratively  feasible,  be  applied  to  each  component  of  the  DOME,  IME  and  DSH 
payments.  This  approach  could  be  accomplished  through  direct  payments  to  the  providers  by  continuing  to  use  the  current 
Medicare  payment  methodologies  and  settlement  process  with  some  relatively  minor  changes: 

Direct  Graduate  Medical  Education.  Using  the  current  methodology  for  DGME,  identify  the  number  of  inpatient  days 
that  are  incurred  by  Medicare  risk  plan  enrollees.  Allow  the  teaching  institution  to  count  these  days  as  part  of  the 
formula  for  calculating  Medicare's  share  of  DGME  costs. 

Indirect  Medical  Education.  Because  care  for  Medicare  risk  plan  patients  is  paid  for  at  a  rate  negotiated  between  the 
hospital  and  the  risk  contractor,  there  is  no  longer  a  DRG  payment  against  which  to  apply  the  IME  adjustmem. 
However,  when  a  teaching  hospital  cares  for  Medicare  risk  plan  enrollees,  it  would  compute  what  the  DRG  payments 
would  have  been  for  these  patients.  This  amount  would  then  be  combined  with  the  actual  DRG  payments  for 
remaining  Medicare  fee-for-service  patients,  and  the  IME  formula  would  be  applied. 

Disproportionate  .Share.  The  DSH  formula  would  be  used  in  the  same  'shadow  bill'  manner.  In  the  cases  of  risk 
contract  Medicare  inpatients,  the  teaching  hospital  would  calculate  what  the  DRG  payments  would  have  been  under  the 
prospective  payment  system.  This  amount  would  then  be  added  to  the  actual  DRG  payments  of  the  fee-for-service 
patients,  and  the  DSH  formula  would  be  applied. 

Long-Term  Actions.  Initiatives  should  be  undertaken  to  identify  and  snidy  potential  alternative  contracting  mechanisms  to  the 
.AAPCC  methodology,  and  to  reform  payments  for  the  education-related  missions  and  the  care  of  low-income  patients. 

The  AAMC  urges  the  Congress  to  address  this  methodological  issue  in  an  urgent  maimer  as  part  of  its  package  of  proposals  to 
reform  the  Medicare  program.  The  Association  recognizes  that  while  this  problem  is  more  prevalent  in  some  parts  of  die  country 
than  in  others,  it  will  be  increasingly  difficult  to  resolve  as  national  enrollment  in  Medicare  risk-based  contracts  grow. 
.Additionally,  the  same  issues  will  arise  under  proposals  to  give  vouchers  to  beneficiaries  so  diat  they  may  purchase  other  types  of 
insurance.  The  AAMC  believes  that  modifying  the  AAPCC  calculation  would  at  least  partially  ameliorate  die  competitive 
disadvantage  that  teaching  hospitals  bring  to  the  negotiating  table,  remove  barriers  to  expanding  risk-based  contracts  among 
Medicare  beneficiaries  and  strengdien  die  existing,  risk-based  coordinated  care  program. 

Medical  School  Financing  in  an  Emerging  Price  Competitive  Environment 

Thus  far,  this  testimony  has  addressed  the  impact  of  potential  changes  in  Medicare  on  teaching  hospital  payments.  Finally,  I 
would  like  to  make  members  of  the  Committee  aware  of  how  the  emerging  competitive  delivery  system  direatens  the  fragile 
nanire  of  medical  school  financing  and  die  importance  of  clinical  income  to  the  financial  viability  of  the  nation's  medical  schools. 
The  competitive  environment  is  beginning  to  unravel  medical  schools'  entire  financing  system  at  a  time  when  medical  schools  and 
teaching  physicians  are  being  called  on  to  transform  the  medical  education  system  from  one  that  focuses  on  specialist  training  in 
hospital  inpatiem  settings  to  a  more  expensive  system  of  small  group  education  and  generalist  curricula  carried  out  in  ambulatory 
sites. 

Like  teaching  hospitals,  medical  schools  finance  education  and  research  activities  du-ough  a  complex  system  of  cross- 
subsidization.  Education,  research  and  patient  care  exist  as  joint  products.  Undergraduate  medical  education  in  die  clinical 
setting,  directed  by  die  medical  school,  is  not  recognized  explicidy  by  any  paymem  system.  Like  odier  academic  costs,  it  has 
been  financed  indirecUy  dirough  patient  care  dollars.  Even  at  public  schools,  undergraduate  medical  education  derives  minimal 
support  from  niition,  fees  and  state  appropriations.  Tuition  accounted  for  4.1  percent  and  state  appropriations  for  11.5  percent  of 
total  medical  school  revenues  in  1991-92.  Education  and  research  programs  rely  in  large  part  on  revenues  from  die  delivery  of 
medical  services  by  die  faculty  of  die  school.  Clinical  faculty  practice  plans  represented  32.4  percent  of  total  medical  school 
revenue  in  1991-92;  by  contrast,  in  1980-81,  medical  service  revenue  contributed  only  15.7  percent  of  die  total.  Hospitals  also 
suppon  medical  schools  for  activities  conducted  in  die  hospital.  Payments  from  hospitals  have  increased  from  6.2  percent  in 
1980-81  to  11.4  percent  of  total  medical  school  revenue  in  1991-1992.  Research  is  supported  partly  by  federal  and  local  grants 
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ad  coocraca.  Grams  and  contracts  representtd  about  ooe-tfaird  of  tocal  medical  sdiool  revenue  in  1991-92.  Philanthropic 
suppon  sopplemenis  these  sources,  but  by  themselves  these  fimds  remain  insufficient.  Education  also  benefits  from  an  elaborate 
system  of  ooopaid  voiumary  faculty  drawn  from  the  conmiunity. 

For  several  reasons,  cedical  schools  are  having  difficulty  sustaining  this  complex  financial  system  undergirding  the  education  and 
research  missions.  Federal  Nippon  for  research  is  increasingly  constrained,  widi  medical  schools  expected  to  accept  a  greater 
share  of  the  costs.  Pressures  brought  to  bear  on  medical  service  costs  will  likely  lead  to  declining  income  from  the  faculty 
clinical  practice,  and  less  money  available  to  support  educational  and  research  efforts.  To  preserve  the  patient  base  critical  for 
medkal  education  and  research,  faculty  physicians  are  being  drawn  iiuo  developing  networlcs  with  affiliated  teaching  hospitals  and 
are  being  asked  to  accept  capitated  or  discounted  payments  from  private  payers.  As  community  physicians  are  forced  to  align 
widi  various  health  plans  in  integrated  networks,  their  willingness  to  'contribute'  teaching  services  may  even  be  threatened.  The 
shift  to  a  more  explicit  financing  system  threatens  die  ability  of  medical  schools  and  teaching  hospitals  to  fiind  education  and 
research. 

Coodusioa 

The  AAMC  regrets  that  the  possibility  of  establishing  all-payer  fimds  for  the  special  missions  of  teaching  hospitals  and  medical 
schools  apparently  has  diminished.  This  'shared  responsibility'  approach  to  financing  die  special  missions  of  academic  medicine 
is  an  issue  that  deserves  the  Committee's  attention.  All  evidence  indicates  that  the  health  care  delivery  system  will  continue  to 
emphasize  price  competition,  challenging  the  financial  viability  of  teaching  hospitals  and  teaching  physicians.  The  AAMC  is 
deqply  concerned  that  the  fundamental  structural  changes  now  occurring  in  the  health  delivery  system  will  undermine  the  ability 
of  academic  r^'**'"^  to  adapt  to  the  new  environment  and  to  fulfill  its  unique  missions. 

National  policy  on  healdi  care  delivery  and  paymem  must  recognize  the  unique  characteristics  and  diversity  of  teaching  hospitals 
and  ryarhing  physicians  so  that  their  fundamental  missions  can  be  preserved.  Reductions  in  Medicare  payments  to  teaching 
hospitals  and  teaching  physicians  will  undermine  the  ability  of  these  instimtions  to  fulfill  their  multiple  responsibilities  at  die  same 
time  they  are  struggling  to  adapt  to  a  new  delivery  environmem.  Academic  medicine  supporu  diose  changes  that  assure  the 
provision  of  hi^  quality  health  care  in  a  cost  effective  delivery  system,  a  vibrant  research  capability  and  the  capacity  to  educate 
outstanding  practitioners.  Academic  institutions  need  the  understanding  and  support  of  society  to  fulfill  their  obligations.  The 
AAMC  looks  forward  to  working  with  die  members  of  the  Committee  and  dieir  staff  to  meet  these  common  goals. 
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Mr.  Houghton.  Thank  you,  very  much. 

Dr.  Bennett,  please  give  us  sort  of  a  quick  summary  within  5 
minutes  and  then  I  will  have  to  duck  out  and  then  I  will  come 
back. 

STATEMENT  OF  RICHARD  G.  BENNETT,  M.D.,  ASSOCIATE 
PROFESSOR  OF  MEDICINE,  JOHNS  HOPKINS  UNIVERSITY 
SCHOOL  OF  MEDICINE,  BALTIMORE,  MARYLAND;  ON  BE- 
HALF OF  AMERICAN  GERIATRICS  SOCIETY 

Dr.  Bennett.  I  am  Richard  Bennett.  I  am  a  physician  and  a  ger- 
iatrician. I  am  an  associate  professor  of  medicine  at  Johns  Hopkins 
and  the  Johns  Hopkins  Geriatric  Center.  I  would  like  to  thank  the 
Subcommittee  for  the  opportunity  to  testify  here  today  on  behalf  of 
the  American  Geriatrics  Society. 

The  American  Geriatrics  Society  is  an  organization  of  over  6,000 
geriatricians.  Geriatricians  are  physicians  who  are  specially  trained 
in  the  health  and  illnesses  of  older  persons.  Geriatricians  specifi- 
cally focus  on  the  care  of  the  chronically  ill  Medicare  beneficiaries. 
Today,  I  would  like  to  specifically  focus  my  comments  on  proposals 
to  revise  Medicare  support  for  graduate  medical  education  for  geri- 
atricians. 

As  you  know,  current  Medicare  rules  provide  full  support  for  the 
direct  cost  of  training  residents  for  first  board  certification  up  to  5 
years.  Payment  for  all  other  residents  are  reduced  by  50  percent. 
Current  law  includes  a  special  rule  for  geriatric  medicine.  This  ex- 
ception provides  full  support  for  the  additional  2  years  of  training 
in  a  geriatric  fellowship  program. 

We  understand  that  the  Subcommittee  is  considering  various  op- 
tions to  revise  Medicare  payments  for  GME.  Some  of  these  options 
would  limit  Medicare  payments  to  training  required  for  the  first 
board  certification  only.  We  urge  the  Subcommittee  to  maintain  the 
special  rules  that  now  apply  to  geriatrics.  Unless  special  provisions 
are  authorized,  geriatric  medicine  will  not  be  eligible  for  funding 
since  training  occurs  after  initial  certification  for  family  practice  or 
internal  medicine. 

We  believe  that  full  funding  for  training  is  justified  for  the  fol- 
lowing four  reasons.  First,  geriatrics  is  the  only  discipline  to  focus 
solely  on  Medicare  patients.  If  Medicare  is  to  provide  training  sup- 
port for  any  medical  discipline,  we  believe  geriatrics  must  be  a  pri- 
ority. Geriatrics  is,  by  definition,  the  study  and  delivery  of  care  to 
the  most  frail  and  most  vulnerable  of  Medicare  beneficiaries. 

Second,  geriatrics  is  not  a  subspecialty.  Training  in  geriatrics  oc- 
curs after  the  completion  of  a  3-year  residency  in  family  practice 
or  internal  medicine.  Rather  than  a  subspecialty  board  certifi- 
cation, both  the  American  Board  of  Internal  Medicine  and  the 
American  Board  of  Family  Practice  jointly  offer  a  certificate  of 
added  qualification  in  geriatric  medicine.  These  fellowships  expand 
the  primary  care  training  of  physicians  rather  than  diverting  them 
to  specialized  or  procedural  care.  In  our  own  practice,  over  98  per- 
cent of  our  clinical  billings  are  for  primary  care,  not  for  sub- 
specialty care. 

Third,  there  is  a  significant  shortage  of  geriatricians  to  meet  the 
growing  needs  of  the  elderly.  This  has  been  recognized  by  several 
major  institutions,  including  the  Institute  of  Medicine,  the  NLA, 
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and  the  Council  on  Graduate  Medical  Education.  During  the  last 
decade  there  has  been  a  growing  recognition  that  there  is  a  signifi- 
cant need  for  physicians  who  are  better  trained  to  care  for  older 
persons.  Because  of  advances  in  aging  research,  there  is  a  growing 
body  of  knowledge  that  this  needs  to  be  done. 

Fourth,  we  believe  that  training  in  geriatric  medicine  represents 
an  investment  paid  back  in  savings  of  future  Medicare  dollars. 
Greriatricians  are  taught  to  provide  rational,  goal-directed,  cost- 
effective  primary  care. 

In  conclusion,  geriatrics  is  a  relatively  new  field  in  this  country. 
If  geriatrics  training  is  not  supported  by  Medicare,  it  will  not  be 
possible  to  train  the  numbers  of  geriatricians  needed  to  care  for  the 
growing  numbers  of  older  Americans.  This  could  destroy  a  young 
field  that  must  continue  to  mature  and  expand  to  provide  cost- 
effective  care  for  the  increasing  number  of  older  adults  in  the  Unit- 
ed States. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  RICHARD  BENNETT,  M.D. 
ASSOCIATE  PROFESSOR  OF  MEDICINE 
JOHNS  HOPKINS  UNIVERSITY  SCHOOL  OF  MEDICINE 
ON  BEHALF  OF  AMERICAN  GERIATRICS  SOCIETY 

Mr.  Chairman,  I  am  Dr.  Richard  Bennett,  Associate  Professor  of  Medicine  at  the  Johns 
Hopkins  University  School  of  Medicine.  Thank  you  for  the  opportunity  to  appear  today  on 
behalf  of  the  American  Geriatrics  Society.  The  American  Geriatrics  Society  is  an 
organization  of  over  6,000  geriatricians  -  physicians  who  focus  on  the  care  of  chronically 
ill,  frail  Medicare  beneficiaries. 

Today,  we  would  like  to  focus  our  comments  on  proposals  to  reduce  Medicare 
reimbursement  for  graduate  medical  education.  Specifically,  we  urge  the  Committee  to 
maintain  the  special  reimbursement  rules  that  currently  apply  to  geriatric  training. 
Funding  for  geriatrics  education  is  critical  to  train  an  adequate  number  of  physicians  needed 
to  care  for  the  growing  population  of  older  patients. 

Current  Medicare  Rules  for  Direct  Medical  Education 

Current  Medicare  rules  provide  full  funding  for  geriatric  education.  Training  in  geriatric 
medic  me  takes  place  after  the  completion  of  a  three  year  residency  program  in  family 
practice  or  internal  medicine  followed  by  a  two  year  program.  Ths  Medicare  program  fully 
supports  the  direct  costs  of  residents  for  the  number  of  years  of  training  necessary  for  initial 
board  certification,  up  to  a  maximum  of  5  years.  Payment  for  all  other  residents  (beyond  the 
initial  five  years  and  beyond  fu^t  board  certification)  are  reduced  by  50  percent.  Siqypon  for 
geriatric  medicine  would  be  so  reduced  but  for  a  special  exception  which  provides  full 
support  for  the  additional  two  years  of  training  in  a  geriatric  fellowship  program. 

Current  Geriatric  Medicine  Training  Requirements 

During  the  last  10  years,  there  has  been  a  growing  recognition  that  there  is  a  significant  need 
for  physicians  who  are  better  trained  to  care  for  older  patients.  As  medical  advances  through 
aging  research  have  been  made  over  the  past  two  decades,  there  is  a  growing  body  of 
knowledge  about  the  health  of  older  persons  that  has  led  to  then^ies  that  can  improve  the 
quality  of  life.  Disease  manifests  itself  differently  in  older  persons.  They  are  affected  by 
prescription  drugs  differently  than  younger  person£.  When  drugs  are  not  prescribed 
appropriately,  they  can  actually  cause  ilhiess  in  older  patients,  increasing  health  care  costs 
and  needless  suffering.  Multiple  chronic  illnesses  are  quite  common  in  older  persons 
particularly  those  over  age  75.  Geriatricians  focus  on  these  areas  and  teach  primary  care 
physicians  how  to  address  the  special  needs  of  older  persons. 

Geriatrics  is  not  a  subspecialty.  Rather  than  a  subspecialty  board  certification,  the 
American  Board  of  Internal  Medicine  and  the  American  Board  of  Family  Practice  jointly 
offer  a  "Certificate  of  Added  Qualifications  in  Geriatric  Medicine."  This  certification 
process  began  in  1988  and  provides  a  means  by  which  internists  and  family  physicians  can 
obtain  formal  recognition  of  their  expertise  in  geriatric  medicine.  Certification  requires  both 
attaining  clinical  skills  and  the  passing  of  a  certifying  examination. 

Up  until  1994,  physicians  were  eligible  to  sit  for  the  exam  based  on  substantial  clinical 
practice  experience  with  older  patients.  This  pathway  has  now  expired,  such  that  all 
physicians  who  wish  to  attain  this  certification  of  additional  qualifications  must  con^)lete 
formal  geriatrics  training. 

Training  in  geriatrics  emphasizes  the  unique  aspects  of  the  health  and  illnesses  of  older 
persons;  functional  assessment;  and  treatment/management  of  multiple  chronic  conditions. 
Training  supports  an  interdisciplinary  approach  to  meeting  the  patient's  needs  and  involves 
coordination  of  care  among  the  various  health  crce  providers,  e.g.,  physician  specialists, 
nurses,  speech/physical  therapists,  home  health  agencies,  nursing  homes,  etc. 

Positions  offered  in  geriatric  fellowship  programs  have  increased  significantly  in  recent 
years.  There  were  341  positions  offered  in  1993,  compared  to  201  positions  in  1990. 
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Shortage  of  Geriatricians 

Today  there  are  over  8000  certified  geriatricians  in  the  United  States.  Most  of  these 
geriatricians  who  were  not  trained  in  fellowships  and  received  needed  training  some  years 
ago  will  soon  retire.  Therefore,  the  actual  number  of  geriatricians  is  expected  to  fall  by  the 
year  2000.  Moreover,  the  number  of  geriatrics  faculty  is  also  expected  to  drop  in  the  next 
decade. 

Various  expert  panels  have  recommended  a  substantial  expansion  in  the  number  of  trained 
geriatrics  faculty  and  practitioners,  including  the  Council  on  Graduate  Medical  Education,  the 
National  Institute  on  Aging,  the  Institute  of  Medicine  Committee  on  Leadership  for 
Academic  Geriatric  Medicine,  and  a  special  conmiittee  of  the  United  States  Department  of 
Health  and  Human  Services. 

There  are  currently  more  than  3.3  million  Americans  over  the  age  of  85.  That  number  is 
expected  to  nearly  double  over  the  next  15  years.  Federal  policies  must  encourage  and 
support  training  in  geriatric  medicine  for  physicians  who  will  care  for  these  individuals. 

Proposed  Graduate  Medical  Education  Reforms 

We  understand  the  Committee  is  considering  a  proposal  to  eliminate  Medicare  reimbursement 
for  training  beyond  first  board  certification.  Unless  special  provisions  are  authorized, 
geriatric  medicine  will  not  be  eligible  for  funding  since  training  occurs  after  initial 
certification  for  family  practice  or  internal  medicine.  We  strongly  urge  the  Committee  to 
continue  the  special  geriatric  provision  now  included  under  current  law. 

We  believe  this  special  treatment  is  justified  because: 

•  Geriatrics  is  the  only  discipline  to  focus  solely  on  Medicare  patients.  If  Medicare  is 
to  provide  training  support  for  any  medical  discipline,  we  believe  geriatrics  must  be  a 
priority.  Geriatrics  by  definition  is  the  study  and  delivery  of  care  to  the  most  frail 
and  vulnerable  Medicare  beneficiaries. 

•  Geriatrics  is  not  a  subspecialty.  Rather,  as  stated  above,  the  Boards  offer  a 
"Certificate  of  Added  Qualifications"  for  geriatrics  education.  These  fellowships 
expand  the  primary  care  training  of  physicians  rather  than  diverting  them  to 
specialized  or  procedural  care. 

•  There  is  a  significant  shortage  of  geriatricians  to  meet  the  growing  needs  of  the 
elderly. 

The  American  Medical  Association  (AMA)  has  recognized  the  special  needs  of  geriatric 
medicine  in  its  graduate  medical  education  proposal.  In  the  proposal,  "Transforming 
Medicare,"  the  AMA  proposes  to  decrease  the  number  of  funded  residency  positions.  AMA 
would  provide  ftill  ftinding  only  to  the  years  leading  to  initial  board  certification  plus  funding 
for  the  full  length  of  geriatric  training  programs.  Geriatrics  is  the  only  exception 
recommended  by  the  AMA. 

Conclusion 

In  closing,  the  country  is  capable  of  making  much  greater  strides  in  improving  care  for  older 
Americans.  To  achieve  this  goal,  the  nation  needs  to  train  an  adequate  number  of  physicians 
with  formal  geriatrics  education  to  provide  direct  care  to  frail,  chronically  ill  patients  and  to 
teach  other  primary  care  physicians  the  skills  necessary  to  care  for  older  people  and  their 
special  problems.  If  geriatrics  training  is  not  supported  by  Medicare,  it  will  not  be  possible 
to  train  the  numbers  of  geriatricians  needed  to  care  for  the  growing  numbers  of  older 
patients. 
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Mr.  Houghton.  Thank  you,  Doctor,  thank  you  very  much.  This 
obviously  is  an  area  of  tremendous  concern  to  us.  We  do  not  quite 
know  how  we  are  going  to  maneuver  the  shoals  but  we  appreciate 
your  being  here.  I  am  going  to  have  to  duck  out  for  a  vote,  I  will 
be  back,  and  maybe  some  of  my  associates  will  also. 

Thanks  very  much.  If  you  could  just  hold  here. 

[Recess.] 

Mr.  Houghton.  OK.  If  we  can  begin  again.  Thank  you  very 
much  for  your  patience.  We  will  not  try  to  keep  you  too  long.  As 
you  can  see,  I  am  surrounded  by  hordes  of  people  here  in  this  Sub- 
committee. I  apologize.  It  is  sort  of  a  scattered  day.  We  are  all  over 
the  place. 

Obviously,  I  would  like  to  continue  the  whole  concept  of  paying 
for  medical  education.  And  if  I  understand  it — and  maybe  I  am  say- 
ing things  that  you  will  disagree  with — that  you  feel  that  there  is 
no  way,  under  the  HMO  system,  that  they  are  going  to  give  up  part 
of  their  profits  and  pay  for  the  type  of  medication  which  we  ought 
to  have.  Is  that  right?  Does  anybody  disagree? 

[No  response.] 

Dr.  Bennett.  No  one  has  offered  us  any  money  at  John  Hopkins 
yet.  From  HMOs  there  has  been  no  offer  of  money  in  that  regard. 
One  anticipates  that  you  will  not  see  that  kind  of  money  from 
HMOs. 

Mr.  Houghton.  Right.  So  you  do  not  think  there  is  even  any  pos- 
sibility of  levying  sort  of  a  surtax,  just  assuming  their  responsibil- 
ity as  citizens  of  this  country,  that  they  somehow  diwy  up? 

Mr.  Van  Etten.  Well,  Mr.  Chairman,  what  the  AAMC  would  like 
to  see  is  some  form  of  sharing  of  the  cost  of  teaching  spread  across 
all  payers.  Absent  that,  some  way  to  carve  out  these  costs  and  to 
have  reimbursement  outside  of  the  AAPCC  system  seems  to  us  to 
make  the  most  sense. 

Mr.  Houghton.  OK.  Now,  just  to  continue  on  with  you,  Mr.  Van 
Etten,  I  think  you  have  indicated  the  possibility  of  eliminating 
graduate  medical  education  for  international  medical  graduates. 

Mr.  Van  Etten.  No,  that  was  not  my  testimony. 

Mr.  Houghton.  How  do  you  propose  to  take  care  of  the  inter- 
national doctors  or  doctors  to  be? 

Mr.  Van  Etten.  The  position  of  the  AAMC  is  that  there  should 
be  strong  consideration  of  options  to  diminish  the  number  of  inter- 
national medical  graduates.  However,  that  should  only  be  done 
with  very  careful  consideration  of  what  the  effects  would  be  in 
many  of  the  communities  that  do  depend  upon  international  grad- 
uates. 

So  we  recognize  that  there  does  need  to  be  strong  review  of  man- 
power needs  of  physicians.  On  the  other  hand,  we  are  very  con- 
cerned about  what  the  implications  would  be  of  an  abrupt  reduc- 
tion in  the  payment  for  international  medical  graduates. 

Mr.  Houghton.  Now,  let  me  ask  all  of  you  a  question.  Obviously, 
i  we  are  wrestling  with  this  issue.  And  I,  particularly,  am  represent- 
ing a  district  in  New  York  State  and  recognize  the  importance  of 
medical  education  in  New  York  State,  not  only  to  the  Nation  but 
to  the  State. 

But  the  question  is,  what  are  the  options  that  we  have?  We 
would  like  to  throw  this  thing  back,  more  into  the  system,  rather 
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than  holding  back  and  having  a  special  category  of  payments  to  the 
medical  institutions. 

Is  there  any  way  that  we  can  work  this  so  that  the  accounting 
is  a  little  more  simple  and  that  the  responsibility  is  on  the  shoul- 
ders of  everybody  rather  than  just  saying,  x  percent  will  be  for  the 
graduate  medical  education  program? 

Maybe  you  have  got  some  comments  on  that,  anybody? 

Mr.  Wood.  Well,  Mr.  Chair,  as  you  have  already  recognized,  this 
is  a  complex  issue.  It  is  not  a  simple  issue  whatsoever.  There  are 
probably  payment  methods  simpler  than  we  have  right  now  with 
the  IME  and  the  DME  allocation.  However,  I  do  not  think  that  I 
can  offer,  from  my  perspective,  anj^hing  that  would  replace  where 
we  are  right  now  without  causing  significant  upheaval  in  the  sys- 
tem. 

Mr.  Houghton.  Well,  should  Medicare  pay  entities  other  than 
the  hospital  for  graduate  medical  education? 
Mr.  Wood.  Should  they  pay  other? 
Mr.  Houghton.  Yes. 

Mr.  Wood.  I  believe,  as  has  already  been  stated,  and  I  think  the 
organization  I  represent  believes  that  all  payers  should  be  involved 
in  some  way  or  another  in  bearing  the  costs  of  graduate  medical 
education. 

Mr.  Houghton.  Would  anybody  like  to  elaborate  on  that? 

Mr.  Van  Etten.  We  would  agree,  as  well,  that  the  payment  for 
graduate  medical  education  should  relate  to  who  bears  the  cost  of 
providing  those  services.  We  have,  in  AAMC,  been  very  active  in 
pursuing  consortia. 

Mr.  Houghton.  Well,  everybody  bears  the  cost.  It  is  just  the  ac- 
counting procedure  you  set  up. 

Mr.  Van  Etten.  Well,  the  question  would  be,  who  bears  the  di- 
rect cost  of  providing  support  for  the  graduate  medical  education? 
And  we  would,  indeed,  support  spreading  that  beyond  hospitals, 
particularly  to  ambulatory  facilities  or  to  consortia  that  are  estab- 
lished. 

We  would  also  in  AAMC  be  happy  to  provide  suggestions  as  to 
how  one  might  spread  the  cost  of  graduate  medical  education  to  a 
broader  population  and,  indeed,  feel  that  is  the  most  effective  way 
in  which  to  pay  for  these  costs. 

Mr.  Houghton.  Another  question.  Mr.  Van  Etten,  you  suggested 
the  freezing  of  the  number  of  residents,  if  I  am  not  mistaken. 

Mr.  Van  Etten.  No. 

Mr.  Houghton.  You  did  not.  All  right,  so,  do  you  think  freezing 
the  number  should  be  possible?  Is  that  a  good  idea  that  we  some- 
how cut  down  on  the  number  of  people  flowing  through  the  system? 

Mr.  Van  Etten.  I  think  that  it  needs  a  great  deal  more  atten- 
tion. We  need  to  better  understand  what  our  manpower  needs  will 
be  in  the  future.  We  have  seen,  in  the  past,  that  arbitrary  freezes 
in  the  past  have  had  untoward  effects.  There  needs  to  be,  again, 
just  a  better,  broader  understanding  of  what  the  manpower  needs 
will  be  over  the  next  10  to  15  years. 

These  are  decisions  that  have  such  long-range  implications  that 
there  needs  to  be  a  great  deal  more  thought  before  a  freeze  is  im- 
plemented. 
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Mr.  Houghton.  Sure.  OK,  now  let  me  just  step  back  1  minute. 
For  anybody  on  this  panel,  we  have  a  system  for  paying  for  grad- 
uate medical  education  now.  We  are  in  a  cross-crunch  for  a  variety 
of  different  reasons.  We  are  trying  to  keep  the  graduate  medical 
education,  while  at  the  same  time,  find  other  ways  of  paying  for 
this  thing  and  having  a  more  moderate  approach  as  we  move  into 
uncharted  territory. 

Have  you  got  other  suggestions  that  we  ought  to  specifically  re- 
member as  we  go  here,  other  than  what  you  propose  in  your  testi- 
mony? Anybody? 

Mr.  Van  Etten.  We  do  not  have  other  suggestions.  I  would  note, 
however,  that  as  the  update  factor  is  reduced  and  is  less  than  infla- 
tion, that  will  result  in  reductions  in  supporting  graduate  medical 
education.  So  that  there  is  an  automatic  racheting  down  of  grad- 
uate medical  education  expenses  as  the  update  factor  is  removed. 
So  that  there  would  be  some  diminution  over  time. 

Mr.  Houghton.  I  think  the  worry  that  I  have  is  that  we  have 
an  accounting  procedure  that  has  gone  along  a  particular  path  and 
then  that  may  not  be  sufficient  as  we  look  over  the  next  hill  into 
the  future. 

And  other  people  ought  to  maybe  help  us  in  assuming  the  cost 
of  training  our  doctors.  And  it  now  falls  on,  many  times,  those  big 
city  hospitals  who  have  the  double  responsibility  of  taking  care  of 
Medicaid  patients,  and  it  is  an  overwhelming  cost  burden  on  them. 

Are  there  other  approaches  which  you  can  think  of  which  have 
a  broader  sense  of  cost  resp)onsibility  throughout  this  society  of 
ours? 

Mr.  Van  Etten.  Well,  again,  I  think  that  taking  the  payments 
and  spreading  them  across  a  broader  payer,  across  many  payers 
would  be  the  most  effective  way  of  doing  so,  of  not  requiring  it  to 
be  borne  strictly  by  Medicare. 

Mr.  Houghton.  Fine.  And  at  the  end  of  the  day,  if  you  looked 
at  100  percent  of  the  costs,  how  would  those  costs  be  allocated 
amongst  taxpayers  and  directly  or  indirectly  to  hospitals?  What 
would  that  chart  look  like? 

Mr.  Van  Etten.  Well,  it  might  be — if  it  were  charged  to  various 
health  care,  to,  let  us  say  to  HMOs  and  to  others  providing  health 
insurance — it  would  be  indirectly  paid  through  higher  prices  ulti- 
mately, or  in  the  case  of  HMOs,  perhaps  by  smaller  profits  and 
smaller  administrative  costs  than  presently  are  earned. 

Mr.  Houghton.  OK  fine,  thank  you. 

I  am  going  to  turn  you  over  to  my  associate  here  who  would  like 
to  ask  a  question. 
Mr.  Ensign.  Thank  you,  Mr.  Chairman. 

I  just  would  like  to  address  the  whole  concept  of  residents  and 
try  to  understand  a  little  better  why  residents  cost  hospitals  or  the 
places  where  residents  are,  teaching  hospitals,  why  is  the  cost  to 
the  teaching  hospital?  In  my  experience,  residents  usually  are,  you 
know,  70-,  80-,  90-,  100-hour-a-week  people  and  their  ssdaries  are 
$25,000  to  $35,000  usually.  It  seems  a  lot  of  the  work  that  resi- 
dents do,  they  do  in  lieu  of  a  normal  clinician,  chief  of  staff,  or  the 
senior  team  person. 

And,  because  they  are  being  paid  a  lot  less,  doing  it  for  less  cost 
to  the  hospital.  And  I  have  not  been  able  to  have  it  explained  to 
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me  effectively,  at  least,  or  maybe  I  am  not  bright  enough  to  under- 
stand, why  they  cost  money? 

In  other  words,  why  are  not  these  profit  centers? 

Dr.  Bennett.  Let  me  give  you  an  example. 

You  go  into  the  hospital  with  chest  pain.  You  go  to  a  teaching 
hospital.  The  first  person  that  is  going  to  see  you  may  be  an  intern. 
The  intern  may  spend  1  hour  with  you  evaluating  you,  maybe  he 
will  spend  15  minutes  if  he  thinks  you  are  really  sick. 

The  next  person  that  comes  in  may  be  the  attending  physician 
that  decides  you  need  to  be  admitted  to  the  CCU.  There  is  an  inter- 
action between  those  two  folks  that  you  do  not  see  outside  your 
room,  where  teaching  occurs.  That  intern,  with  you  the  first  time, 
is  really  going  through  a  learning  process  understanding  how  to 
take  care  of  someone.  So,  in  fact,  it  is  not  clear  that  that  person 
is  really  providing  much  service  to  the  hospital  at  that  stage. 

Mr.  Ensign.  By  the  way,  just  for  your  background,  I  am  a  veteri- 
narian who  went  through  an  internship.  I  understand  the  process. 

Dr.  Bennett.  OK,  fine,  but  in  the  next  process,  as  well,  the  per- 
son is  admitted  to  the  medical  service.  An  intern  does  an  evalua- 
tion. A  resident  does  an  evaluation.  The  attending  physician  does 
an  evaluation.  Those  kinds  of  interactions  really  are  very  expensive 
interactions  and  they  do  cost  extremely. 

Mr.  Ensign.  OK.  The  intern  is  obviously  the  lowest,  the  first 
year  resident,  whatever  you  want  to  call  him  now.  Third-year  resi- 
dent, maybe  tops,  $35,000,  in  most  places? 

Dr.  Bennett.  That  is  ballpark. 

Mr.  Ensign.  If  you  look  at  an  80-hour  week,  most  of  these  people 
work  about  80  hours  a  week,  and  multiply  that  down  on  an  hourly 
wage,  we  are  looking  in  the  $4  or  $5  an  hour  type  of  a  reach.  My 
internship  paid  $14,000  a  year  and  we  were  the  lowest  paid  people, 
including  kennel  workers,  and  we  averaged,  I  think,  $2.75  an  hour 
that  year. 

And  it  still,  even  taking  that  into  account,  because  your  hourly 
wage  is  so  low,  you  still  save  the  senior  clinicians  work.  Because 
residents  do  a  lot  of  things  on  their  own  that  the  senior  person 
never  has  to  do.  The  senior  person  that  is  making  $250,000  a  year 
never  has  to  do  these  things.  Only  $35,000  up  to,  maybe,  the 
$35,000  a  year  person,  but  even  the  first  and  second  year  people 
still  do  a  lot  of  that  work. 

I  still  do  not  understand  how — ^because  in  veterinary  medicine,  a 
lot  of  times  you  have  residents  and  you  have  internships  because 
it  is  a  profit  center.  The  transfer  is  that,  yes,  you  are  teaching,  that 
is  the  tradeoff  that  you  do.  That  you  say  to  do  this  internship  or 
to  do  this  residency  I  know  that  I  am  going  to  get  paid  slave  wages 
but  my  tradeoff  is  that  I  am  going  to  learn  something  for  the  next 
three  or  4  years  and  I  am  going  to  have  a  specialty  afterward.  The 
teaching  hospital  makes  money  off  of  you  doing  those  4  years  in  ex- 
change for  teaching. 

Now,  that  is  purely  a  free  market  situation.  I  realize  that  you  are 
not  truly  in  a  free  market  because  you  have  government  subsidies. 
But  I  do  not  understand  why  it  does  not  work  the  same  in  human 
medicine,  when  medicine  is  medicine. 

Mr.  Van  Etten.  Congressman,  I  would  not  argue  that  residents 
are  not  a  bargain  and  that  is  that  they  provide  very  significant 
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services.  What  is  important  to  recognize  in  a  teaching  hospital  is 
that  the  resident  plays  an  absolutely  critical  role  in  treating  acute- 
ly ill  patients.  Most  of  the  patients  at  Stanford  or  Johns  Hopkins 
could  not  be  treated  in  a  community  hospital  with  a  normal  treat- 
ment of  an  attending  physician  who  comes  in  once  or  twice  a  day 
and  

Mr.  Ensign.  Oh,  I  totally  agree  with  residents  being  valuable,  in- 
ternships being  valuable.  The  training,  the  whole  way  we  do  all  of 
that  is  incredibly  important  to  our  future  medical  system.  What  I 
do  not  understand  is  why  the  government  needs  to  subsidize  it  in 
the  first  place,  why  did  they  ever  need  to  subsidize  it  because  these 
people  are  profit  centers. 

Mr.  Van  Etten.  I  do  not  think  we  are  asking  to  subsidize.  We 
are  asking  simply  for  the  government  

Mr.  Ensign.  What  is  graduate  medical  education  for  if  that  is  not 
a  subsidy? 

Mr.  Van  Etten.  To  pay  its  cost,  to  pay  the  cost.  The  government, 
through  the  Medicare  Program  reimburses  the  providers  for  the 
cost  of  providing  services.  These  are  legitimate  costs  of  providing 
services,  the  direct  medical  education  costs  associated  with  resi- 
dents. 

So  it  is  another  form,  it  is  like  paying  for  the  nursing  costs.  The 
problem  was  it  was  not  included  within  the  DRG  because  the  DRG 
payments  only  were  related  to  all  hospitals.  So  the  DME,  the  direct 
medical  education  costs,  were  excluded  and  paid  through  a  sepa- 
rate formula. 

So  in  many  ways  it  is  not  dissimilar  from  the  other  forms  of 
Medicare  reimbursement. 

Mr.  Ensign.  Correct  this  if  I  am  wrong,  it  sounds  like  to  me  from 
a  logic  standpoint,  that  the  government  has  created  a  problem  by 
not  including,  that  now  it  cannot  get  out  of. 

Mr.  Van  Etten.  But  the  dilemma  was,  that  the  government, 
there  was  no  way,  it  was  very  difficult  to  come  up  with  a  technical 
way  to  include  the  cost  of  education  within  the  DRG  payment.  And 
so  it  was  determined  it  was  better  to  pay  it,  externally,  paying  the 
direct  medical  education  costs  explicitly  and  the  indirect  medical 
education  costs,  which  are  the  indirect  costs  associated  with  the  se- 
verity of  patients  treated,  separately  from  the  DRG  payment.  It  is 
not  a  subsidy. 

Mr.  Ensign.  And  as  most  cost-plus  systems,  though,  it  ends  up 
sk3T0cketing  the  

Mr.  Van  Etten.  Well,  hopefully  not  cost-plus  because  there  is  a 
base  at  which,  of  1984,  at  which  the  costs  are  established. 

Mr.  Ensign.  OK,  thank  you,  Mr.  Chairman. 

Mr.  Houghton.  Thank  you,  very  much. 

Let  me  just  get  back  to  the  international  medical  graduates. 
There  have  been  a  variety  of  different  suggestions  that  you  could 
put  freezes  on  them  and  we  were  talking  about  this  thing  earlier. 
And  the  one  suggestion  I  think,  Mr.  Van  Etten,  you  had  is  to  have 
some  sort  of  a  ratio. 

I  do  not  know  whether  that  makes  any  sense  at  all.  I  know  that 
it  will  probably  hurt  the  smaller  hospitals  in  areas  that  I  represent 
because  they  have  had  a  tremendous  impact  up  there.  And  I  won- 
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der  whether  we  do  want  to  put  some  sort  of  a  hold  back  on  the 
international  medical  graduate.  Anybody  can  answer? 

Mr.  Van  Etten.  Again,  it  seems  to  me  it  is  an  issue  that  needs 
a  great  deal  more  study.  I  would  suggest  in  the  next  panel,  Dr. 
Foreman,  from  Montefiore  Hospital,  is  extremely  knowledgeable 
about  this  issue  and  I  think  could  well  explain  to  you  the  role  of 
international  medical  graduates  and  the  critical  role  that  they  play 
in  an  urban  hospital  setting. 

Mr.  Houghton.  Fine.  But  how  do  you  feel? 

Mr.  Van  Etten.  I  think,  well,  again,  the  AAMC  position  is  that 
there  does  need  to  be  consideration  of  manpower  needs.  We  need 
to  look  at  international  medical  graduates  and  their  role.  There 
does  need  to  be  some  change  in  the  present  form,  but  it  needs  more 
study  before  a  final  decision  is  made. 

Mr.  Houghton.  Ms.  Zagame,  Dr.  Wood,  Dr.  Bennett,  are  there 
any  particular  things  you  would  like  to  drive  home  as  you  leave 
here  because  there  is  so  much  information,  we  are  jamming  so 
much  into  these  2  days,  any  special  ending  comments  that  you 
have? 

Ms.  Zagame.  Well,  I  would  certainly  reiterate  the  plea  for  report- 
ing out  of  this  Subcommittee,  as  soon  as  possible,  the  Chairman's 
bill  on  investigational  devices.  Medicare  reimbursement  for  those 
investigational  devices  is  a  very  important  issue  for  Americans. 

Mr.  Wood.  Mr.  Chair,  we  would  ask  that  the  Subcommittee 
would  take  a  careful  look  at  our  recommendations.  We  feel  they  are 
valid  recommendations  and  would  result  in  cost  savings,  and  I 
agree  strongly  with  Dr.  Bennett  that  we  need  to  take  a  very  careful 
look  at  work  force  needs  in  this  country. 

Dr.  Bennett.  I  would  like  to  just  urge  the  Subcommittee  to  ex- 
tend and  continue  the  narrow  exception  for  geriatricians  and  their 
training  to  be  funded  beyond  first  certification. 

Mr.  Houghton.  Thank  you,  very  much. 

Mr.  Laughlin,  would  you  like  to  inquire? 
"  Mr.  Laughlin.  No  questions,  Mr.  Chairman. 

Mr.  Houghton.  All  right,  fine.  Ladies  and  gentlemen,  thank  you, 
very  much.  We  certainly  appreciate  your  being  with  us. 

Now,  we  have  Dr.  Foreman  and  Mr.  Hall.  If  you  would  come  up, 
we  would  appreciate  that. 

Gentlemen,  welcome  and  thank  you  very  much  for  being  with  us 
today.  Dr.  Foreman,  Mr.  Hall,  we  are  delighted  to  have  you  here 
and  to  have  you  share  your  wisdom  with  us.  Maybe  after  you  have 
had  that  glass  of  water.  Dr.  Foreman,  you  would  like  to  start. 

STATEMENT  OF  SPENCER  FOREMAN,  M.D.,  PRESmENT, 
MONTEFIORE  MEDICAL  CENTER,  NEW  YORK,  NEW  YORK;  ON 
BEHALF  OF  GREATER  NEW  YORK  HOSPITAL  ASSOCIATION 

Dr.  Foreman.  Thank  you  very  much,  Mr.  Chairman,  gentlemen 
of  the  Subcommittee.  I  am  Dr.  Spencer  Foreman  and  I  am  the  re- 
cent chairman  of  the  Greater  New  York  Hospital  Association, 
which  represents  170  voluntary,  not-for-profit  private  and  public 
hospitals  and  nursing  homes  in  New  York.  In  addition,  I  have  had 
the  privilege  of  appearing  before  this  Subcommittee  in  the  past  as 
the  chairman  of  the  Association  of  American  Medical  Colleges. 
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At  the  risk  of  turning  this  hearing  into  an  echo  chamber,  I  would 
like  to  say  some  things  that  you  have  heard  before  and  some 
things,  perhaps,  that  you  have  not  heard  said  quite  the  way  I  hope 
to  say  them. 

I  will  primarily  focus  on  the  preservation  and  protection  of  two 
critical  aspects  of  the  Medicare  Program,  its  historic  commitment 
to  graduate  medical  education,  which  has  been  crucial  in  the  pres- 
ervation of  America's  preeminence  in  medicine;  and  the  dispropor- 
tionate share  hospital  program  which  has  enabled  institutions  serv- 
ing low-income  patients  to  fulfill  their  missions. 

The  Greater  New  York  Hospital  Association  urges  the  Sub- 
committee to  recommend  the  maintenance  of  Medicare's  historic 
commitment  to  these  programs.  In  addition,  we  ask  the  Sub- 
committee to  make  crucial  changes  in  the  Medicare  managed  care 
payment  methodologies  in  order  to  make  Medicare  restructuring 
comprehensive  and  effective,  and  finally  I  will  offer  some  comments 
regarding  Medicare  payment  for  international  medical  graduates. 

Direct  medical  education  payments  recognize  the  costs  incurred 
by  hospitals  to  employ  resident  physicians  and  to  pay  for  super- 
vising physicians  and  related  overhead  costs.  Medicare  has  paid  its 
share  of  these  costs  in  one  form  or  another  since  the  inception  of 
the  program. 

The  indirect  medical  education  adjustment  serves  a  wholly  dif- 
ferent function.  It  was  developed  to  pay  for  observed  extra  costs  in- 
curred by  teaching  hospitals  which  are  in  addition  to  those  rep- 
resented by  the  direct  medical  education  costs. 

The  disproportionate  share  adjustments  were  designed  to  assist 
hospitals  that  treat  large  numbers  of  low-income  patients  in  meet- 
ing the  costs  these  institutions  incur  due  to  their  need  to  provide 
extra  services  to  these  populations. 

Moreover  and,  importantly,  there  is  a  very  significant  overlap  be- 
tween hospitals  that  receive  graduate  medical  education  payments 
and  those  that  receive  disproportionate  payments.  Teaching  hos- 
pitals account  for  66  percent  of  all  disproportionate  share  pay- 
ments. 

The  vast  majority  of  all  teaching  hospitals,  in  Greater  New 
York's  membership,  are  eligible  for  payments  under  the  dispropor- 
tionate share  program,  and  most  of  them,  including  my  own,  qual- 
ify as  high  disproportionate  share  institutions. 

Each  of  these  payments  is  extremely  important  to  sustaining  the 
variety  of  activities  that  these  teaching  hospitals  conduct.  We  be- 
lieve that  reductions  in  both  of  these  programs  would  be  devastat- 
ing. 

I  would  like  to  make  a  comment  about  New  York's  unique  envi- 
ronment. New  York's  teaching  hospitals  are  essential  to  the  public 
health  of  the  city  and  the  Nation  because  the  problems  that  plague 
American  society  are  particularly  pronounced  in  urban  areas  like 
ours.  For  example,  20  percent  of  all  AIDS  cases,  nationwide,  are  in 
New  York  City  and  New  York's  hospitals  see  more  cases  of  tuber- 
culosis than  all  of  the  hospitals  in  the  cities  of  Atlanta,  Boston, 
Chicago,  Houston,  Los  Angeles,  Miami,  and  San  Francisco  com- 
bined. 

As  you  know,  New  York's  hospitals  have  operated  for  the  past  12 
years  under  one  of  the  most  regulated  systems  in  the  country.  Our 
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State  established  a  social  contract  which  sought  to  achieve 
prospectivity  in  hospital  reimbursement,  contain  hospital  costs,  and 
assure  the  universal  access  through  its  public  and  private  hospital 
system  for  those  unable  to  pay. 

That  contract  largely  succeeded.  With  respect  to  cost  contain- 
ment, New  York  had  the  lowest  hospital  inflation  rate  in  the  coun- 
try throughout  the  decade  of  the  eighties  and  those  low  prices  con- 
tinued into  the  nineties.  Moreover,  it  has  created  a  system  which 
provides  high-quality  care  to  New  Yorkers,  no  matter  what  their 
ability  to  pay.  But  an  unfortunate  outcome  of  the  regulatory  system 
was  its  effect  on  the  hospitals'  financial  condition. 

Thus,  while  total  margins  have  hovered  around  4.4  percent  for 
hospitals  nationally,  with  somewhat  lower  margins  for  teaching 
hospitals.  New  York's  hospitals'  margins  have  consistently  ranked 
last  in  the  Nation.  Overall,  the  hospitals  in  New  York  lose  money 
on  an  annual  basis  at  a  rate  of  nearly  minus  2  percent.  Even  the 
private  voluntary  hospitals  have  not  been  able  to  produce  a  signifi- 
cant or  consistent  margin  and  have  an  average  margin  rate  of  zero. 

I  recite  this  profile  because  it  is  crucial  for  the  Subcommittee  to 
understand  the  fragility  of  the  institutions  that  comprise  the  New 
York  biomedical  system.  All  teaching  and  disproportionate  share 
hospitals  face  the  same  threats  from  the  Medicare  reductions  now 
under  discussion,  but  New  York's  hospitals  will  reach  the  last  stop 
sooner  due  to  their  poorer  financial  condition. 

Like  the  Association  of  American  Medical  Colleges,  we  believe 
that  it  is  extremely  important  that  our  Nation's  teaching  hospitals 
do  not  bear  more  than  their  fair  share  of  the  sacrifices  necessary 
to  balance  the  budget.  Severe  cuts  in  Medicare  reimbursements  for 
graduate  medical  education  and  for  the  institutions  that  serve  a 
large  proportion  of  poor  are  not  merely  reductions  in  the  growth  of 
costs,  they  are  really  cuts  in  the  actual  funding  of  these  institu- 
tions and  would  have  a  devastating  effect  on  our  community. 

Reducing  prospective  payments  through  cuts  in  the  update  factor 
will  naturally  ripple  through  and  reduce  IME  and  disproportionate 
share  payments,  as  well.  Separately  reducing  IME  and  dispropor- 
tionate share  factors  would  impose  an  additional  and  actual  cut 
targeted  at  a  group  of  hospitals  least  able  to  withstand  them. 

In  addition  to  those  changes,  I  would  like  to  take  a  moment  to 
make  a  few  comments  about  Medicare  managed  care.  The  Congress 
is  looking  at  many  ways  to  restructure  the  Medicare  Program.  All 
of  these  restructuring  proposals  share  a  common  goal  to  enroll  a 
much  greater  proportion  of  Medicare  beneficiaries  in  managed  care 
plans.  Even  without  statutory  changes.  Medicare  managed  care  en- 
rollment is  rapidly  increasing.  The  move  to  Medicare  managed  care 
makes  a  great  deal  of  sense,  but  a  fundamental  flaw  now  exists  in 
the  way  that  Medicare  HMOs  are  paid  and  it  has  been  mentioned 
by  previous  speakers.  Basically,  it  is  that  the  graduate  medical 
education  payments  and  disproportionate  share  payments  get 
rolled  up  into  the  average  per  capita  cost  payments  that  are  given 
to  HMOs,  but  those  educational  and  disproportionate  share  pay- 
ments never  find  their  way  back  to  the  teaching  hospitals  for  which 
they  were  intended. 

Until  now  my  testimony  has  supported  positions  espoused  by  the 
Association  of  American  Medical  Colleges.  The  Greater  New  York 
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Hospital  Association  disagrees  with  the  position  AMC  has  taken 
with  respect  to  graduate  medical  education  for  graduates  of  schools 
not  in  the  United  States  or  Canada.  The  AMC  has  recommended 
that  we  reduce  or  eliminate  payment  to  support  such  positions. 

The  contention  that  there  is  an  excess  of  physicians  in  the  Unit- 
ed States  which  has  been  described  as  the  principal  justification 
behind  proposals  to  deny  support  to  programs  that  use  foreign- 
educated  doctors,  is  part  of  a  very  complicated  debate.  Much  of  the 
concern  over  a  physician  surplus  has  been  grounded  in  the  econom- 
ics of  medical  care  on  a  fee-for-service  basis.  And  market  changes^ 
have  now  dramatically  changed  the  incentives  and  competitive  \ 
forces  and  any  analysis  of  physician  excess  must,  likewise,  be 
changed.  Even  using  fee-for-service  assumptions,  many  policy- 
makers and  researchers  have  disagreed  as  to  whether  there  is  a 
physician  oversupply. 

The  principle  reasons  for  continuing  to  fund  graduate  medical 
education  for  international  medical  graduates  are  these.  The  major- 
ity of  international  medical  graduates  are  either  American  citizens 
or  permanent  U.S.  residents.  They  are  concentrated  in  programs 
serving  poorer  communities  and  provide  essential  care  for  those 
communities.  And  they  have  made  a  historic  contribution  upon 
graduation  to  the  care  of  Americans  across  the  Nation.  Our  associa- 
tion urges  the  Subcommittee  to  reject  any  proposals  that  will  re- 
strict graduate  medical  education  funding  to  positions  filled  by 
international  medical  graduates. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF 
SPENCER  FOREMAN,  M.D.,  PRESmENT 
MONTEnORE  MEDICAL  CENTER 
PAST  CHAIRMAN,  GREATER  NEW  YORK  HOSPITAL  ASSOCIATION 

HEARING  ON  MEDICARE 
HOUSE  WAYS  AND  MEANS  SUBCOMMITTEE  ON  HEALTH 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

JULY  20,  1995 


Thank  you  Mr.  Chairman  and  members  of  the  Subcommittee  for  inviting  me  to  testify  before 
you  today  on  efforts  to  restructure  the  Medicare  program.  I  welcome  the  opportunity  to  share 
my  views  on  this  challenging  endeavor. 

My  name  is  Dr.  Spencer  Foreman.  I  am  the  President  of  the  Montefiore  Medical  Center  in  the 
Bronx,  the  principal  academic  affiliate  of  the  Albert  Einstein  College  of  Medicine  and  the  largest 
Medicare  provider  in  the  United  States.  I  am  a  past  Chairman  of  the  Greater  New  York 
Hospital  Association  (GNYHA),  which  represents  170  voluntary,  not-for-profit  private  and 
public  hospitals  and  nursing  homes  in  the  metropolitan  New  York  area,  the  largest  physician 
training  ground  in  the  nation.  I  am  also  a  past  Chairman  of  the  Association  of  American 
Medical  Colleges  (AAMC). 

You  have  called  this  hearing  today  to  discuss  ways  to  "preserve,  protect,  and  improve"  the 
Medicare  program.  While  there  is  certainly  much  to  improve  in  order  to  place  the  Medicare 
program  on  a  more  secure  financial  footing  and  to  bring  the  program  more  in  line  with  the 
changes  taking  place  in  the  health  care  marketplace,  I  will  primarily  focus  on  the  preservation 
and  protection  of  two  critical  aspects  of  the  Medicare  program.  These  include  the  program's 
historic  commitment  to  (1)  graduate  medical  education  (GME),  which  has  been  a  crucial 
component  of  America's  preeminence  in  medical  science  and  has  improved  the  health  outcomes 
of  the  Medicare  population;  and  (2)  the  Disproportionate  Share  Hospital  (DSH)  program,  which 
has  enabled  institutions  serving  low  income  patients  to  fulfill  their  missions  to  deliver  services 
to  medically  underserved  communities. 

We  urge  the  Subcommittee  to  maintain  Medicare's  historic  commitment  to  these  programs,  at 
a  minimum,  by  refraining  from  imposing  a  greater  share  of  any  Medicare  reductions  on  teaching 
and  DSH  institutions  than  on  hospitals  not  carrying  out  these  missions. 

In  addition,  we  ask  the  Subcommittee  to  make  crucial  changes  in  Medicare  managed  care 
payment  methodologies  to  make  Medicare  restructuring  comprehensive  and  effective. 

Finally,  I  will  offer  some  comments  regarding  Medicare  payment  for  International  Medical 
Graduates  (IMGs),  i.e.,  physician  residents  who  received  their  medical  college  degrees  abroad. 

Brief  Overview  of  the  Medicare  GME  and  DSH  Programs 

Medicare  pays  for  GME  through  two  mechanisms.  The  first,  direct  medical  education  (DME), 
recognizes  the  costs  incurred  by  hospitals  to  employ  resident  physicians  and  pay  for  supervising 
physician  services  and  related  overhead  costs.  DME  payments  are  currently  calculated  from 
audited  costs  in  a  1984  base  year,  translated  into  an  amount  per  resident,  and  updated  by  an 
inflation  factor  to  the  current  rate  year.  Medicare  pays  for  its  share  of  this  cost  based  upon  the 
proportion  of  Medicare  inpatient  days  to  total  inpatient  days  delivered  by  a  hospital.  In  addition, 
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Niedicare  restricts  payments  for  the  later  years  of  residency  training,  favoring  instead  those 
necessary  for  initial  board  certification,  up  to  five  years.  The  program  has  also  paid  slightly 
more  for  generalist  residency  positions  than  for  nongeneralists  through  ^plication  of  a  trend 
factor  for  the  former  but  not  the  latter.  NIedicare  has  paid  for  D\IE  in  one  form  or  another 
since  the  iacqjtion  of  the  program. 

The  indirect  medical  education  (I^IE)  adj"ustment  is  very  different  from  DME  reimbursement 
and  serves  a  wholly  different  function.  The  IME  adjustment  was  developed  with  the  creation 
of  the  Prospective  Pa>Tnent  System  (PPS).  The  rationale  behind  it  was  expressed  by  the  Senate 
Finance  and  House  Ways  and  \Ieans  Committees  as  follows: 

This  adjustment  is  provided  in  light  of  doubts... about  the  ability  of  the  DRG  case 
classification  system  to  account  fully  for  factors  such  as  se\'erity  of  illness  of  patients 
requiring  the  specialized  services  and  treatment  programs  provided  by  teaching 
institutions  and  the  additional  costs  associated  with  the  teaching  of  residents... The 
adjustment  for  indirect  medical  education  costs  is  only  a  proxy  to  account  for  a  number 
of  factors  which  may  legitimately  increase  costs  in  teaching  hospitals.  (Senate  Finance 
Committee  Report,  Number  98-23,  March  11,  1983;  House  Ways  and  Means  Committee 
Repon,  Number  98-25,  March  4,  1983). 

Thus,  the  IME  adjustment  was  develqjed  to  pay  for  observed  extra  costs  incurred  by  teaching 
hospitals  in  addition  to  those  represented  by  DME  costs. 

The  DSH  adjustment  was  also  developed  as  a  component  of  PPS  because  rural  and  urban 
hospitals  that  treat  large  numbers  of  low-income  patients  have  higher  costs  than  otherwise  similar 
institutions  due  to  the  provision  of  extra  services  such  as  translation,  increased  securit>'.  social 
support,  and  other  factors.  The  formula  used  to  calculate  a  hospital's  eligibilit>'  for  DSH 
pavments  is  based  up)on  the  proportion  of  inpatient  days  it  provides  to  Medicaid  and  low  income 
NIedicare  beneficiaries.  This  calculation  produces  a  disproponionate  patient  percentage  for  each 
hospital.  Hospitals  with  a  percentage  of  15%  or  greater  qtialif>'  for  DSH  payments.  Hospitals 
with  percentages  of  20.2%  or  higher  are  considered  by  the  Medicare  program  to  be  "high  DSH" 
institutions,  a  designation  relevant  to  calculation  of  the  add-on. 

Overlap  between  GME  and  DSH 

There  is  a  significant  overlap  between  hospitals  that  receive  GME  and  DSH  payments  nationally. 
Thus,  teaching  hospitals  account  for  66%  of  all  DSH  pa\Tnents,  while  DSH  hospitals  account 
for  76%  of  all  IME  payments.  The  overlap  is  even  greater  in  some  states  than  others.  The  vast 
majorit>'  of  all  teaching  hospitals  in  GNYHA's  membership  are  eligible  for  payments  under  the 
DSH  program,  and  most  of  Lhem,  including  Montefiore,  qualify  as  "high  DSH'  institutions. 
Each  program  is  extremely  important  to  sustaining  the  varied  activities  of  major  teaching 
hospitals  today  such  that  reductions  in  either  GME  or  DSH  would  have  a  major  negative  effect 
our  entire  membership.  Reductions  in  both  would  be  devastating. 

New  York's  Teaching  Hospitals 

GNYHA's  more  than  80  teaching  hospital  members  are  quite  diverse.  They  include  academic 
medical  centers  affiliated  widi  the  region's  eight  medical  schools;  large,  free-standing  teaching 
hospitals;  and  the  11  hospitals  comprising  the  Cit>''s  Health  and  Hospitals  Corporation  (HHC). 
Collectrvely,  these  instimtions  train  more  than  12,000  physician  residents  per  year,  or  more  than 
12%  of  the  nation's  total. 

The  medical  schools  with  which  these  institutions  are  affiliated,  and  die  hospitals  themselves, 
comprise  New  York  Cit\''s  biomedical  research  complex.  Montefiore  Medical  Center,  for 
example,  conducts  substantial  undergraduate,  graduate  medical  education,  and  biomedical 
research  programs.  New  York  State  itself  is  home  to  13  medical  schools  and  trains  almost  15% 
of  the  nation's  residents  -  60%  more  than  California,  the  next  largest  state.  Applying 
methodologies  developed  by  the  Council  on  Graduate  Medical  Education  (COGME)  to  estimate 
primary  versus  specialty'  care  mix,  in  1993,  41  %  of  the  residents  in  training  in  GN^HA  member 
hospitals  were  in  primary'  care  and  obstetrics/gynecology  specialties  (37%  without  ob/gyn)  and 
59%  were  being  trained  in  nongeneralist  fields.  These  proponions  are  at  or  slightly  better  than 
the  national  average  for  generalist  training. 
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New  York's  teaching  hospitals  are  also  essential  to  the  public  health  of  the  City  and  nation 
because  the  problems  that  plague  American  society  are  particularly  pronounced  in  urban  areas 
like  ours  ~  violence,  substance  abuse,  homelessness  and  public  health  epidemics.  Twenty 
percent  of  all  AIDS  cases  nationwide  are  treated  in  New  York  City.  New  York  hospitals  also 
see  more  cases  of  tuberculosis  than  all  the  hospitals  in  die  cities  of  Atlanta,  Boston,  Chicago, 
Houston,  Los  Angeles,  Miami,  and  San  Francisco  combined.  The  biomedical  complex  thus  has 
been  essential  to  providing  care  to  many  of  our  nation's  most  vulnerable  citizens  and  would  be 
hard  pressed  to  continue  in  similar  fashion  if  either  Medicare  GME  or  DSH  funding  were  cut. 

From  these  statistics  it  is  clear  that  New  York's  teaching  complex  is  the  center  of  advanced 
science,  medicine,  and  education  for  the  world.  Patients  come  from  all  over  the  country  — 
indeed,  from  tiiroughout  the  world  ~  to  receive  care  in  our  institutions.  The  New  York 
biomedical  industry  is  a  national  treasure  that  enriches  our  lives,  America's  status  in  the  world, 
our  national  economy,  and  the  health  care  of  all  Americans.  As  such,  it  is  in  the  interest  of  all 
Americans  to  preserve  this  vital  resource. 

The  importance  of  our  biomedical  institutions  to  the  community  can  be  better  s^preciated  by 
describing  the  activities  of  a  specific  hospital  center.  I  am  particularly  proud  of  the  track  record 
that  Montefiore  Medical  Center  has  established  as  an  academic  medical  center  that  has 
purposefully  oriented  itself  to  meeting  community  needs. 

Montefiore  has  accomplished  this  m  the  Bronx,  where  1 .2  million  peq)le  live,  among  them  some 
of  our  nation's  most  impoverished.  We  provide  institutional  care  through  two  hospitals  and 
three  skilled  nursing  facilities.  We  offer  related  health  care  services  through  a  large  network, 
including  the  nation's  oldest  and  largest  hospital-based  home  health  agency,  nine  community- 
based,  primary  care  centers  with  many  more  in  development,  a  nine-site  multispecialty  group 
practice,  seven  school-based  clinics,  an  850-physician  faculty  practice  plan  providing  the  full 
spectrum  of  primary  and  specialty  care,  an  affiliated  Medicaid  managed  care  organization,  and 
a  range  of  other  community  based  health  services  including  drug  treatment  and  renal  dialysis. 
We  provide  services  to  North  Central  Bronx  Hospital  under  an  affdiation  contract  with  HHC, 
and,  under  contract  with  New  York  City's  Department  of  Health,  we  provide  health  and  mental 
healdi  services  to  105,000  inmates  a  year  at  the  Riker's  Island  Detention  Center.  Montefiore, 
HHC,  and  AECOM  collaborate  to  provide  medical  and  related  services  at  the  Bronx  Municipal 
Hospital  Center.  Finally,  our  orientation  to  community  needs  is  reflected  in  a  range  of  services 
that  surpass  medical  treatments  and  include,  for  example,  a  Child  Protection  Center  for  abused 
children,  a  Lead  Poisoning  Prevention  Program,  and  Homeless  Health  Teams. 

We  have  established  this  record  of  service  as  part  of  our  mission  to  serve  the  community,  and 
the  residents  and  undergraduate  medical  students  we  train  are  an  integral  part  of  it.  We  provide 
training  to  more  than  300  undergraduate  medical  students  and  1 ,000  house  staff  annually.  These 
programs  include  training  for  60  primary  care  residents  in  community  settings,  15%  of  whom 
choose  medically  underserved  inner  city  practice  sites  for  their  fu^t  jobs  upon  graduation  from 
the  program,  and  60%  of  whom  are  still  working  in  such  sites. 

The  New  York  Environmeiit 

As  you  know,  New  York's  hospitals  have  operated  for  the  past  12  years  under  one  of  the  most 
regulated  systems  in  the  country.  The  issues  presented  by  current  budget  discussions  are  the 
same  for  all  teaching  and  DSH  institutions  across  die  country,  in  New  York,  however,  regulation 
gives  them  a  harder  edge  and  sharper  bite. 

Since  1983,  New  York  has  strictly  regulated  hospital  inpatient  rates  for  all  payers  and,  since 
1985,  for  all  payers  except  Medicare.  We  have  operated  under  a  stringent  Certificate  of  Need 
(CON)  process  for  the  approval  of  coital  expenditures  and  major  modernization  projects  which 
continues  in  force  today,  as  well  as  under  the  New  York  Prospective  Hospital  Reimbursement 
System  (NYPHRM),  which  is  set  to  expire  in  the  middle  of  next  year. 

Under  NYPHRM,  our  State  essentially  established  a  social  contract  that,  through  State- 
established  inpatient  rates  for  all  non-Medicare  payers,  sought  to  achieve  prospectivity  in  hospital 
reimbursement,  contain  hospital  costs,  and  assure  universal  access  through  its  public  and  private 
hospital  system  for  Uiose  unable  to  pay.  NYPHRM  did  diis  by  tying  commercial  payer  rates  to 
rates  paid  by  Medicaid,  thus  restricting  cost  shifting  from  public  to  private  payers  to  the  lowest 
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rate  of  any  state  in  the  country,  and  by  creating  innovative  payment  mechanisms  for 
uncompensated  hospital  care. 

With  respect  to  cost  containment,  NYPHRM  appears  to  have  done  its  job,  as  studies  of  health 
care  inflation  m  the  1980s  show  that  New  York  had  the  lowest  inflation  rate  of  any  state  in  that 
decade.  Low  prices  for  hospital  prices  persisted  in  the  1990s.  In  1993,  New  York's  institutions 
had  the  sixth  lowest  price  per  inpatient  discharge  adjusted  for  regional  wage  and  illness  severity 
factors,  and  the  second  lowest  wage-adjusted  price  per  outpatient  visit  of  any  state. 

Another  NYPHRM  goal,  to  create  one  system  of  care  for  all,  also  succeeded.  New  York's 
hospitals  provide  a  greater  proportion  of  their  services  to  indigent  populations  than  the  national 
average.  Thus,  while  Medicaid  inpatient  discharges  comprised  33%  of  New  York  City's 
voluntary  hospital  discharges  in  1993  and  69%  of  public  hospital  cases,  less  than  14%  of  the 
country's  hospital  inpatient  services  were  rendered  to  Medicaid  beneficiaries,  with  19%  at  major 
teaching  hospitals  nationally. 

An  unfortunate  outcome  of  NYPHRM  is  the  effect  it  has  had  on  hospital  financial  conditions. 
Thus,  while  total  margins  have  hovered  around  4.4%  nationally,  with  lower  margins  for  major 
teaching  hospitals.  New  York's  hospital  margins  rank  last  in  the  nation.  According  to  the  New 
York  State  Department  of  Health,  statewide  in  1993,  the  weighted  average  total  hospital  margin 
was  -.05%.  In  New  York  City,  public  and  private  hospitals  combined  had  total  margins  of 
-1.9%.  Private,  voluntary  hospitals  had  no  margins,  at  0.0%. 

New  York's  hospitals  also  labor  under  severe  cash  flow  constraints.  A  recent  study  by  the 
United  Hospital  Fund  found  that  while  New  York  City  academic  medical  centers  are  efficient 
at  collecting  receivables  when  compared  to  their  national  counterparts,  they  had  only  5.5  days 
cash  on  hand  in  1993.  This  compared  to  a  national  average  of  40  days  for  U.S.  teaching 
hospitals.  And,  in  all  other  significant  economic  indicators.  New  York's  hospitals  rank  at  the 
bottom. 

I  recite  this  profile  because  it  is  crucial  for  the  Committee  to  understand  the  fragility  of  the 
institutions  that  comprise  the  New  York  biomedical  system  when  contemplating  reforms  in 
Medicare.  As  stated  earlier,  all  teaching  and  DSH  hospitals  face  the  same  threats  from  the 
Medicare  cuts  under  discussion.  New  York's  hospitals  will  reach  the  last  stop  sooner  due  to 
their  poor  financial  conditions. 

Hospitals  Will  Bear  Their  Fair  Share  of  Sacrifice 

The  lG4th  Congress  has  embarked  on  a  historic  mission:  to  balance  the  Federal  budget  by  20O2. 
This  is  a  laudable,  though  daunting,  undertaking.  As  a  part  of  this  challenging  effort,  the  Joint 
Budget  Resolution  calls  for  reductions  in  projected  Medicare  spending  of  $270  billion  over  seven 
years. 

Congress  has  indicated  its  intent  to  reduce  the  rate  of  growth  in  all  Medicare  expenditures,  and 
we  in  New  York  do  not  expect  to  be  exempted  from  any  such  actions.  Given  the  financial 
picture  of  New  York's  hospitals,  and  the  fact  that  they  have  already  engaged  in  massive  cost 
reduction  programs,  however,  Medicare  reductions  will  be  difficult  to  bear.  Cuts  will  mean 
dislocation,  downsizing,  loss  of  services  to  the  community. 

Teaching  and  DSH  Hospitals  Cannot  Survive  More  Than  Their  Fair  Share  of  Sacrifice 

Having  said  this,  it  is  extremely  important  that  our  nation's  teaching  hospitals  do  not  bear  more 
than  their  fair  share  of  the  sacrifices  necessary  to  balance  the  budget  or,  quite  simply,  we  will 
lose  them.  Severe  cuts  in  Medicare  reimbursements  for  graduate  medical  education  and  for 
institutions  that  serve  a  large  proportion  of  poor  patients,  over  and  above  reductions  in  the  rate 
of  growth  in  Medicare  expenditures,  are  real  cuts  and  will  have  a  devastating  -  and  perhaps, 
deadly  -  impact  upon  our  biomedical  infrastructure  and  upon  quality  of  care  for  everyone. 

In  testimony  before  the  House  Ways  and  Means  Subcommittee  on  Health,  the  Prospective 
Payment  Assessment  Commission  made  just  this  point  on  March  23,  1995: 

Teaching  hospitals  are  an  important  source  of  care  for  Medicare  enrollees...  These 
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hospitals  are  responsible  for  over  40  percent  of  all  PPS  discharges  and  half  of  PPS 
payments.. .[D]irect  and  indirect  graduate  medical  education  payments  [and] 
disproportionate  share  payments... have  helped  many  major  teaching  hospitals  to  avoid 
severe  financial  stress  and  to  continue  to  provide  access  to  care  for  Medicare  enroUees, 
while  maintaining  their  teaching  mission.  Accelerating  price  competition  in  the  private 
sector  is  reducing  the  ability  of  teaching  hospitals  to  obtain  the  higher  patient  care  rates 
from  other  payers  that  traditionally  have  contributed  to  financing  the  costs  of  medical 
education.  In  addition,  as  Medicare's  risk  contracting  program  grows,  teaching  hospitals 
may  not  be  benefitting  as  intended  from  the  medical  education  payments  included  in  the 
capitated  payment. 

Add  to  this  statement  the  pressures  of  rate  regulation  under  which  New  York  hospitals  have 
labored  for  decades,  and  it  becomes  readily  apparent  that  Medicare  reimbursement  cuts  to 
teaching  hospitals,  beyond  cuts  to  hospitals  generally,  are  a  prescription  for  disaster. 

The  reason  teaching  hospitals  are  at  risk  of  bearing  more  than  their  fair  share  of  reductions  is 
because  of  the  focus,  to  date,  on  three  elements  to  reduce  Medicare  hospital  payments:  cuts  in 
the  annual  inflation  adjustment,  or  update  factor,  to  all  PPS  rates;  cuts  specifically  in  the  IME 
factor;  and  cuts  specifically  to  DSH  payments.  If  Congress  were  to  achieve  Medicare  savings 
in  this  way,  it  would  impose  a  multiple  blow  to  all  teaching  hospitals  with  even  greater  harm 
inflicted  on  teaching  hospitals  that  also  rely  upon  DSH  payments. 

This  is  because  the  IME  and  DSH  add-ons  are  calculated  upon  the  base  of  PPS  payments. 
Reducing  PPS  payments  through  cuts  in  the  update  factor  is  intended  to  reduce  the  rate  of 
growth  in  Medicare  hospital  payments,  and  will  naturally  ripple  through  to  reduce  IME  and  DSH 
add-ons.  Separately  reducing  the  IME  or  the  DSH  factors  would  impose  an  actual  cut,  not  just 
a  reduction  in  growth,  targeted  at  a  group  of  hospitals  least  able  to  withstand  them,  and  which 
constitute  the  core  of  our  nation's  commitment  to  medicine. 

Given  these  facts,  it  is  our  position  that,  in  that  teaching  hospitals  will  see  reductions  in  GME 
and  DSH  payments  simply  as  a  result  of  cuts  in  the  update  factors,  further  reductions  are 
unwarranted  and  dangerous.  We  believe  Medicare  should  continue  to  pay  for  GME  and 
disproportionate  share  using  the  current  Medicare  payment  methodologies  in  order  to  avoid 
severe  damage  to  our  nation's  GME  and  biomedical  infrastructures. 

I  should  also  note  that  significant  reductions  in  support  for  teaching  and  DSH  hospitals  would 
counteract  to  the  efforts  to  engage  in  fundamental  restructuring  of  the  Medicare  program  through 
increased  managed  care.  As  noted  by  ProPAC  and  the  Association  of  American  Medical 
Colleges  (AAMC)  in  its  testimony  today,  teaching  hospitals  provide  a  disproportionately  large 
degree  of  services  to  the  Medicare  population,  and  do  so  with  assurances  to  their  patients  of  the 
highest  quality  and  access  to  the  latest  medical  advances  that  science  has  to  offer.  Teaching 
hospitals  thus  are  a  key  part  of  the  delivery  system  infrastructure  to  be  relied  upon  in  delivering 
Medicare  managed  care  and  assuring  quality  in  the  process.  Maintaining  the  ability  of  teaching 
hospitals  to  help  create  superior  alternatives  in  the  Medicare  program  will  be  a  crucial 
component  of  any  strategy  to  implement  Medicare  managed  care. 

'  Medicare  Restructuring  Must  Recognize  Teaching  and  DSH  Hospital  Costs 

The  Congress  is  looking  at  many  ways  to  restructure  the  Medicare  program  and  to  bring  it  more 
into  line  with  private  sector  innovations.  While  restructuring  proposals  are  diverse  -  from 
providing  vouchers  to  Medicare  beneficiaries  to  enable  them  to  buy  private  insurance  products 
to  encouraging  more  beneficiaries  to  enroll  in  Medicare  risk  programs  ~  all  restructuring 
proposals  share  a  common  goal:  to  enroll  a  much  greater  proportion  of  Medicare  beneficiaries 
in  managed  care  plans. 

Even  without  statutory  changes.  Medicare  managed  care  enrollment  is  rapidly  increasing.  In 
some  states,  most  notably  California,  Medicare  managed  care  enrollment  is  approaching  30%. 
In  New  York,  Medicare  managed  care  enrollment  has  reached  7%  Statewide  and  is  close  to  10% 
in  New  York  City.  Marketing  efforts  by  Medicare  HMOs  in  our  area  are  exploding,  with  some 
plans  reporting  enrollments  of  more  than  4000  new  members  per  month. 

The  move  to  Medicare  managed  care  makes  sense,  particularly  given  private  sector  trends.  We 
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urge  that,  as  Congress  engages  in  this  restrucraring,  it  do  so  in  a  thorough  manner  that  converts 
all  elements  of  tiie  system  to  one  that  is  compatible  with  a  more  market-oriented  environment. 

In  this  regard,  a  fundamental  flaw  now  exists  in  the  way  that  Medicare  HMOs  are  paid.  The 
GME  and  DSH  payments  discussed  above  were  developed  to  support  public  benefits  delivered 
by  teaching  and  other  hospitals,  and  payment  mechanisms  were  formulated  in  the  context  of  the 
regulated  fee-for-service  environment.  When  Medicare  managed  care  premiums,  or  the  Adjusted 
Average  Per  Capita  Cost  (AAPCC),  are  developed,  however,  these  payments  are  rolled  into  the 
premiums  paid  to  Medicare  HMOs  and  lose  their  special  distinction  as  teaching  and  DSH 
payments.  Thus,  there  is  no  requirement  that  HMOs  contract  with,  much  less  pay  the  costs  of, 
teaching  and  DSH  institutions.  Ironically,  the  costs  of  these  programs  are  the  source  of  higher 
Medicare  premiums  to  HMOs,  particularly  in  teaching  intensive  areas  like  New  York  City. 

Because  of  the  inherent  competitive  disadvantage  of  teaching  hospitals  in  the  managed  care 
market,  action  is  urgently  needed  to  transfer  GME  and  DSH  payments  out  of  the  premium  and 
pay  them  to  the  instimtions  and  programs  they  are  intended  to  fund.  This  proposal  would  not 
affect  the  total  amount  Medicare  would  spend  under  managed  care,  but  would  change  the 
payment  mechanics  to  enstire  the  support  for  GME  and  other  public  benefits  is  maintained. 
GNYHA  dierefore  strongly  supports  the  AAMC's  proposal  outlined  today  to  address  these 
concerns.  I  cannot  overstate  the  importance  of  this  issue  to  hospitals,  and  the  very  real  threat 
that  lack  of  swift  action  will  pose  to  the  very  existence  of  our  nation's  most  preeminent  medical 
centers. 

We  believe  Medicare  managed  care  can  offer  many  of  the  benefits  that  managed  care  has 
bestowed  upon  commercial  populations  and  payers.  However,  not  all  hospitals  are  alike,  a  fact 
reflected  in  the  programs  they  sponsor  and  related  cost  structures.  If  we  are  to  preserve  the  best 
in  our  system,  we  need  to  recognize  those  differences  in  the  way  we  pay  premiums  to  HMOs. 

Specific  Proposals  to  Reduce  or  Restructure  GME  Payments 

In  its  testimony  today,  the  AAMC  has  cogendy  and  comprehensively  explained  the  importance 
of  DME  and  IME  payments  to  suppon  the  teaching  hospital  mission,  as  well  as  analyzed  the 
pros  and  cons  of  specific  proposals.  As  noted  above,  GNYHA  similarly  does  not  believe  that 
reductions  in  the  IME  or  DSH  factors  would  be  equitable  or  sensible  as  they  would  force 
teaching  hospitals  to  bear  a  greater  share  of  the  burden  of  reductions  than  hospitals  that  do  not 
perform  these  missions,  and  because  teaching  hospitals  are  crucial  components  of  the  American 
health  care  system  and  any  restructuring  that  might  occur  within  it. 

With  respect  specifically  to  DME,  various  proposals  that  have  been  made  over  time,  and  are 
discussed  in  the  AAMC's  testimony,  include  facilitating  the  development  of  ambulatory  training 
sites,  limiting  payments  based  on  the  period  required  for  initial  board  cenification,  weighting 
DME  payments  by  specialty,  and  creating  a  national  average  per  resident  amount.  GNYHA 
supports  the  AAMC's  analysis  and  positions  on  these  issues. 

On  one  issue,  however,  we  would  like  to  offer  a  different  perspective.  This  concerns  proposals 
to  limit  Medicare  payments  to  residency  positions  only  when  they  are  filled  by  graduates  of 
American  medical  colleges,  and  denying  such  payment  in  years  when  they  are  filled  by 
International  Medical  Graduates  (IMGs). 

IMGs  are  U.S.  citizens  and  persons  of  foreign  citizenship  who  attend  foreign  medical  schools. 
Medicare  does  not  currently  discriminate  in  its  support  of  residency  programs  on  the  basis  of 
whether  the  resident  is  an  IMG  or  a  graduate  of  a  U.S.  medical  college  so  long  as  the  IMG 
resident  is  in  a  qualified  residency  program  and  has  passed  Parts  I  and  II  of  the  National  Board 
of  Medical  Examiners  test.  This  test  is  equally  applicable  to  both  American  and  foreign  IMGs. 

The  contention  that  there  is  an  excess  of  physicians  --  the  principle  justification  behind  proposals 
to  deny  suppon  to  programs  that  use  foreign  educated  doctors  is  part  of  a  complicated  debate. 
Much  of  the  concern  over  a  physician  surplus  has  been  grounded  in  the  economics  of  medical 
care  in  a  fee-for-service  system,  where  physicians  are  autonomous  drivers  of  health  care 
utilization  through  the  tests,  procedures,  medications,  and  treatments  they  prescribe.  However, 
market  trends  have  changed  this  dynamic  by  introducing  new  incentives  and  competitive  forces, 
and  analyses  of  physician  excess  must  likewise  change. 
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Eveq  using  fee-for-service  assumptions,  many  policy  makers  and  researchers  have  disagreed 
%bout  whether  there  is  a  physician  oversupply,  in  what  specialties,  and  what  the  trend  line  for 
future  demand  will  be.  -  Even  assuming  that  a  physician  surplus  emerged,  it  is  not  at  all  clear 
that  this  should  be  staved  off  given  the  dynamics  of  the  new  marke^lace. 

At  Montefiore,  we  have  witnessed  a  changing  physician  environment.  My  institution  has  been 
aggressively  pursuing  the  development  of  ambulatory  care  capacity  in  both  low  income  and 
middle  class  neighborhoods,  and  is  currently  engaged  in  the  development  of  IS  such  centers. 
Given  our  commitment  to  underserved  areas,  we  are  grateful  to  ^d  that  physician  recruitment 
has  become  easier,  and  it  appears  that  physicians  are  exploring  a  wider  array  of  options  than 
they  had  in  the  past. 

Proposing  to  cut  Medicare  GME  expenditures  by  drawing  a  bright  line  distinction  based  upon 
medical  school  location  has  a  superficial  appeal  as  an  easy  way  to  cut  GME  programs.  Of 
course,  states  that  rely  heavily  upon  graduates  of  foreign  medical  schools,  such  as  New  York, 
New  Jersey,  Nevada,  North  Dakota,  Illinois,  Connecticut,  Michigan,  and  others,  would  be  hard 
hit  by  such  an  approach,  which  would  strip  their  accredited  training  programs  of  the  support 
given  to  identical  programs  in  other  parts  of  the  country. 

Needless  to  say,  such  an  approach  would  not  distinguish  among  physician  residents  based  upon 
quality.  Many  of  our  foreign-trained  residents  are  among  the  best  and  brightest  new  physicians 
I  have  seen,  and  many  IMGs  practice  in  rural  and  urban  areas  of  the  country  that  are  medically 
underserved.  Withdrawing  Medicare  funding  for  residency  positions  when  they  are  filled  by 
graduates  of  foreign  medical  schools  would  also  have  a  devastating  impact  on  the  communities 
served  by  such  physicians  during  their  training  years.  Many  foreign-educated  physicians  supply 
essential  services  to  hospitals  in  medically  underserved  communities,  particularly  in  urban  areas. 
Denying  Medicare  reimbursement  for  positions  filled  by  such  persons  would  cripple  such 
institutions,  and  deny  services  to  communities  that  rely  upon  them  without  any  associated 
replacement  funding  or  alternative  workforce  options. 

GNYHA  therefore  urges  die  Committee  to  reject  any  proposals  to  restrict  GME  funding  only 
to  residency  positions  when  they  are  filled  by  U.S.  medical  graduates  as  an  action  that  would 
harm  underserved  communities  and  that  would  draw  arbitrary  distinctions  not  related  to  quality, 
service,  or  workforce  goals. 

The  Importance  of  Maintaining  DSH  Payments 

As  noted  above,  hospitals  around  the  country  in  both  rural  and  urban  areas  have  relied  on  DSH 
adjustments  to  their  PPS  rates  to  maintain  their  financial  stability  and  capacity  to  provide 
services  to  a  wide  range  of  patients.  The  DSH  adjustment  was  created  in  recognition  of  the  fact 
that  hospitals  with  high  proportions  of  low  income  patients,  measured  by  services  to  low  income 
Medicare  and  Medicaid  beneficiaries,  experience  higher  costs  than  hospitals  without  such 
characteristics  and  whose  costs  are  expected  to  be  covered  by  PPS  rates.  As  recognized  by 
Congress  when  it  enacted  the  DSH  adjustment  in  1985,  hospitals  with  large  proportions  of  low 
income  patients  must  provide  associated  services  not  offered  in  other  hospitals,  such  as  increased 
security,  translation,  and  social  support  and  related  activities,  which  give  rise  to  a  higher  cost 
structure. 

Such  services  also  occur  more  frequently  in  teaching  hospitals  than  in  non-teaching  hospitals, 
because  the  missions  of  academic  centers  include  not  just  teaching  and  research,  but  also  include 
providing  the  latest  and  best  in  medical  care  to  the  general  population,  serving  the  public  health 
through  specialized,  advanced  services  to  treat  diseases  like  tuberculosis  and  HIV,  and  serving 
their  communities.  I  outlined  at  the  beginning  of  my  testimony  the  myriad  of  patient  care 
services  delivered  by  my  own  institution,  of  which  I  am  very  proud,  many  of  which  are  targeted 
at  improving  the  health  of  low  income  persons.  Missions  like  ours,  and  the  patients  we  serve, 
are  characteristics  shared  by  many  academic  centers  across  the  country,  and  give  rise  to  a 
different  complement  of  cost  structures  that  should  continue  to  be  recognized  by  . the  Medicare 
program. 

DSH  funding  is  not  an  isolated  component  of  our  budgets  that  is  reserved  to  care  for  low  income 
patients;  rather,  it  is  an  integral  part  of  a  medical  center's  revenue  stream  tiiat  enables  us  to 
deliver  high  quality  services  to  aii  of  our  patients.  Possible  reductions  in  DSH  funding  would 
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deal  a  devastating  blow  to  the  ability  of  rural  and  urban  hospitals  to  continue  fulfilling  their 
missions  of  delivering  patient  care  to  a  broad  spectrum  of  patients. 

Conclusion 

GNYHA  and  its  member  institutions  are  living  in  a  new  health  care  environment,  one  in  which 
the  marketplace  has  prompted  many  changes  m  the  way  we  do  business.  We  ask  Congress  to 
undertake  changes  in  the  Medicare  program  and  to  maintain  its  strong  commitment  to  change. 
At  the  same  time,  we  urge  you  to  proceed  with  extreme  caution  to  preserve  and  to  protect  those 
elements  of  the  system  that  are  the  best  that  American  medicine  has  to  offer.  We  stand  ready 
to  assist  Committee  members  in  any  possible  way  as  you  embark  upon  this  task. 


294 


Mr.  Ensign  [presiding].  Thank  you  for  your  testimony.  Mr.  Hall, 
Congressman  Hilliard  was  supposed  to  be  here  and  he  apologizes 
that  he  cannot.  He  wanted  to  thank  you  for  being  here  and  he 
wanted  to,  personally,  introduce  you  and  I  am  to  make  his  apolo- 
gies. We  appreciate  your  testimony. 

STATEMENT  OF  DENNIS  A.  HALL,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  BAPTIST  HEALTH  SYSTEM, 
BIRMINGHAM,  ALABAMA 

Mr.  Hall.  Thank  you,  very  much. 

I  am  delighted  to  be  here  today  and  to  have  the  opportunity  to 
address  this  Subcommittee  on  your  budget  reconciliation  debate 
and  specifically  its  impact  on  Medicare.  I  am  the  president  of  the 
Baptist  Health  System  based  in  Birmingham,  Alabama.  We  operate 
11  hospitals,  7  long-term  skilled  care  centers,  50-some  clinics 
across  the  State,  and  7  home  health  agencies.  We  admit  about 
75,000  patients  a  year,  see  another  600,000  patients  as  outpatients. 
In  fact,  we  have  emerged  as  the  largest  health  care  delivery  system 
in  our  State  and  we  now  employ  about  10,000  employees.  So  we 
have  a  great  interest  in  this  debate,  here  today. 

I  think,  as  all  of  you  on  this  Subcommittee  know,  the  Health 
Care  Financing  Administration  for  years  has  attempted  to  manage 
the  skyrocketing  costs  of  Medicare  by  simply  racheting  down  pay- 
ments to  providers  at  rates  lower  than  medical  inflation.  This 
strategy  has  backfired  in  every  way  possible  because  it  has  never 
addressed  the  root  causes  of  the  problem — overcapacity,  lack  of  in- 
centives to  promote  efficiency  and  public  sector  cost  shifting.  The 
latter,  resulting  in  things  we  all  hear  about  like  $24  aspirins  ap- 
pearing on  fully  insured  patient's  bills.  Well,  the  cost-shifting  win- 
dow is  quickly  being  slammed  shut  as  employers  and  purchasers 
are  now  moving  into  managed  care  plans,  HMOs,  and  PPOs,  and 
negotiating  deep-pocket  discounted  fee  schedules,  per  diems,  and 
even  the  more  aggressive  capitation  programs. 

Last  year  our  system  lost  $13.5  million  taking  care  of  Medicare 
beneficiaries.  And  that  was  $750  per  patient.  Medicare  pays  us  ap- 
proximately 90  cents  for  every  dollar  of  expenditures  that  we  lay 
out  taking  care  of  Medicare  beneficiaries.  And  even  though  we  have 
been  reducing  these  losses,  our  costs  are  rising  faster  than  the  re- 
imbursement for  Medicare  patients. 

As  we  see  it,  you  have  about  three  options.  You  can  raise  taxes. 
I  have  not  heard  that  discussed  here  today  nor  in  any  other  forum. 
I  do  not  think  that  is  a  politically  viable  option.  Your  second  option 
is  simply  to  continue  to  cut  reimbursement  to  the  providers.  Since 
the  eighties,  when  the  prospective  pa3niient  system  was  put  in. 
Medicare  funding  has  had  absolutely  no  ties  to  the  cost  of  provid- 
ing care  to  the  beneficiaries. 

Our  organization,  like  institutions  all  across  this  country,  have 
squeezed  about  as  much  as  we  can  out  of  our  costs  in  an  attempt 
to  provide  cost-effective,  high-quality  care  and,  to  some  extent,  we 
have  been  successful.  However,  our  projections  indicate  that  over 
the  next  7  years,  the  impact  of  this  $270  billion  cutback  in  Medi- 
care funding  could  cause  our  system  to  lose  more  than  $122  million 
taking  care  of  Medicare  beneficiaries. 
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Obviously,  if  we  begin  to  report  these  kind  of  financial  losses,  our 
access  to  capital  is  quickly  cut  off  and  we  are  not  able  to  obtain 
the  kind  of  information  technology  that  we  need  to  computerize 
medical  records  and  administrative  procedures  to  bring  even  more 
efficiencies  to  our  system  or  even  to  monitor  clinical  outcomes  and 
to  acquire  or  replace  medical  technology. 

We  believe  the  only  viable  option  that  you  have  is  to  reduce 
health  care  utilization  by  Medicare  beneficiaries.  We  need  to 
change  provider  incentives  to  encourage  what,  we  would  call,  care 
shifting  instead  of  cost  shifting.  And  certainly  we  have  learned  by 
now  that  regulatory  micromanagement  does  not  work. 

There  are  all  kinds  of  examples  of  regulatory  barriers  to  effi- 
ciencies. To  name  just  a  few:  Regulations  that  require  patients  to 
spend  3  days  in  a  hospital  before  they  can  go  into  a  skilled  nursing 
unit;  regulations  that  require  long-term  hospitalized  patients,  who 
are  candidates  for  long-term  hospital  care,  to  be  admitted  to  an- 
other facility,  outside  your  hospital,  before  Medicare  will  pay  for  it, 
or  require  you  to  lease  space  in  your  hospital  to  some  other  com- 
pany or  organization  before  Medicare  will  pay  for  it;  regulations 
that  will  not  pay  for  unskilled  care  at  home  and  result  in  Medicare 
beneficiaries  ending  up  in  rehabilitation  facilities  at  a  much  higher 
costs.  There  are  all  kinds  of  examples  of  these  kinds  of  regulatory 
barriers. 

The  most  significant  opportunity  that  you  have  to  change  the 
rate  of  utilization  of  health  care  services  by  Medicare  beneficiaries, 
in  our  opinion,  is  to  encourage  more  beneficiaries  to  join  Medicare 
HMOs  or  Medicare  risk  plans.  All  the  estimates  that  I  see,  and  all 
the  examples  around  the  country,  in  spite  of  testimony  that  I  have 
heard  here  earlier  today,  indicate  that  we  could  cut  hospitalization 
rates  in  half  with  Medicare  risk  plans.  We  operate  a  Medicare  risk 
plan  in  Alabama  with  4,000  Medicare  beneficiaries  and  that  has 
certainly  been  our  experience,  let  alone  the  elimination  of  many  di- 
agnostic interventions. 

In  addition,  it  would  strip  out  millions  of  dollars  of  administra- 
tive expenses  in  terms  of  managing  the  current  Medicare  billing 
situation.  We  spend  about  $6  million  a  year  in  our  system  simply 
managing  the  administrative  side  of  Medicare  that  would  be  com- 
pletely unnecessary  if,  indeed,  we  were  taking  care  of  Medicare 
beneficiaries  through  a  Medicare  risk  plan. 

And  perhaps  one  of  the  last  things  that  I  would  like  to  reinforce 
is  the  American  Hospital  Association's  position  that  we  need  to  es- 
tablish a  citizens'  commission  similar  to  the  Federal  Reserve  or  the 
Securities  and  Exchange  Commission  to  ensure  that  health  policy 
decisions  regarding  the  future  Medicare  funding  are  based  on  the 
actual  cost  of  delivering  medical  services  to  beneficiaries,  and  to 
depoliticize  this  process  of  deliberating  about  the  future  funding  of 
health  care. 

I  would  like  to,  perhaps,  conclude  my  remarks  by  simply  saying 
to  you  that  we  want  to  emphasize  that  by  simply  cutting  Medicare 
payments  to  providers  is  not  going  to  achieve  the  results  that  any- 
one wants.  These  results  are  simply  going  to  cripple  the  many  al- 
ready weakened  health  care  organizations,  placing  even  more  bur- 
den on  the  remaining  providers  to  take  up  the  slack. 
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What  we  really  need  is  a  transformation  of  our  delivery  system, 
and  this  Subcommittee  can  recommend  legislative  incentives  to  en- 
courage providers  to  work  toward  cost-effective,  high-quality  care. 

I  think  the  only  hope  to  reduce  the  cost  of  care  for  all  patients, 
including  Medicare  beneficiaries,  is  through  more  efficient  pro- 
grams of  managed  care  and  coordinated  care.  It  is  the  only  tool 
that  I  know  that  we  have  demonstrated  that  works  in  this  country. 
The  choice  that  you  are  going  to  make  is  not  whether  Medicare 
survives  or  languishes,  but  it  is  going  to  be  how  are  we  going  to 
meet  our  obligation  to  provide  adequate  and  accessible  health  care 
to  all  Americans,  regardless  of  their  age,  gender,  or  race. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  DENNIS  A.  HALL 
PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
BAPTIST  HEALTH  SYSTEM 

Good  Morning,  Mr.  Chairman  and  members  of  the  Committee.  My  name  is 
Dennis  Hall.  I  am  president  of  the  Baptist  Health  System  in  Birmingham, 
Alabama. 

I  want  to  thank  the  members  of  this  committee  for  allowing  me  to  address  some 
of  the  most  critical  issues  surrounding  the  budget  reconciliation  debate  and 
specifically  its  impact  on  Medicare.  It  is  indeed  an  honor  to  represent  the  Baptist 
Health  System  and  the  many  other  not-for-profit  hospitals  like  ours  across  the 
country  which  are  struggling  to  deliver  the  most  cost-efficient  high  quality  health 
care  in  the  communities  we  serve  in  this  rapidly  changing  regulatory  and  business 
environment. 

I  come  to  you  today  as  the  president  of  Alabama's  largest  not-for-profit  private 
health  care  dehvery  system,  the  Baptist  Health  System,  headquartered  in 
Birmingham.  Our  system  is  the  majority  shareholder  of  the  state's  third  largest 
HMO  with  over  nearly  70,000  members  including  nearly  4,000  Medicare  risk 
members,  as  well  as  a  preferred  provider  organization  with  100,00  members 
throughout  the  state.  We  have  eleven  owned,  leased  and  managed  hospitals  with 
over  2,100  acute  care  beds.  We  treat  nearly  75,000  inpatients  and  600,000 
outpatients  each  year.  The  system  offers  the  complete  continuum  of  care 
including  seven  skilled  nursing,  home  care  and  primary  care  in  50  clinics  with 
over  120  physicians.  Net  revenues  for  our  system  this  year  will  be 
approximately  $700  million.  We  employ  nearly  10,000  employees  state  wide. 

The  Health  Care  Financing  Administration  (HCFA),  for  years,  has  attempted  to 
manage  the  skyrocketing  growth  of  Medicare  spending  by  continually  ratcheting 
down  on  payments  to  providers  at  rates  lower  than  medical  inflation.  By  all 
accounts,  this  strategy  has  backfired  because  it  never  addressed  the  root  causes  of 
the  problem:  over  capacity,  lack  of  incentives  to  promote  efficiency,  and  public- 
sector  cost  shifting.  The  latter  condition  has  forced  providers  to  cover  their 
losses  on  Medicare  by  shifting  costs  which  are  not  reimbursed  to  their  insured 
patients;  hence  the  infamous  "$24  aspirin"  which  appears  on  privately  insured 
patients'  bills.  But  the  "cost-shifting"  window  is  slamming  shut.  More  and  more 
commercially  insured  employers  are  moving  their  employees  to  managed  care 
plans—  either  through  preferred  provider  plans  offering  discounted  charges  or 
set  fee  schedules,  or  health  maintenance  organizations  that  negotiate  per  diem 
hospitahzation  rates  with  providers  or  more  aggressive  capitation  programs. 
Future  opportunities  to  shift  costs  have  evaporated  for  many  hospitals. 

Last  year  our  system  lost  over  $13.5  million  on  providing  care  for  Medicare 
patients.  Medicare  pays  us  roughly  900  for  every  $1.00  of  our  cost.  Although 
our  Medicare  losses  have  been  gradually  declining,  we  do  not  expect  that  trend  to 
continue  as  our  costs  are  rising  faster  that  reimbursement  rates.  Obviously, 
finding  ways  to  at  least  break-even  on  Medicare  is  a  major  challenge  for  us,  as  it 
is  for  many  not-for-profit  institutions,  since  our  policy  has  been  and  will  continue 
to  be  to  accept  any  patient,  regardless  of  insurance  status  or  ability  to  pay. 

Options  to  Keep  the  Medicare  Hospital  Insurance  Trust  Fund  Solvent 

As  we  see  it,  there  are  three  options  to  keep  the  trust  fund  solvent  and  preserve 
Medicare.  The  first  is  to  immediately  raise  the  current  payroll  taxes  rate  by  44 
percent  or  more  according  to  government  estimates.  It  seems  such  an  action  may 
not  be  politically  acceptable,  based  on  the  voters'  reaction  last  November. 
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The  second  option  is  to  cut  reimbursement  to  providers.  Since  the 
implementation  of  the  prospective  payment  system  in  the  mid  1980s,  development 
of  health  pohcy  and  decisions  on  Medicare  funding  have  had  no  ties  to  the  cost  of 
providing  care.  We,  like  many  other  institutions,  have  squeezed  about  as  much  as 
we  can  out  of  our  costs  in  an  attempt  to  provide  cost-effective  high-quality  care 
for  Medicare  patients  under  the  current  fee-for-service  structure  of  our  system. 
To  a  certain  extent  we  have  been  successful.  Over  the  last  four  years  we  have 
managed  to  reduce  our  Medicare  losses  by  almost  $4.0  million.  However,  our 
projections  indicate  that  over  the  next  7  years,  the  impact  of  a  $270  billion 
cutback  in  Medicare  funding  will  cause  our  system  to  lose  more  than  $122 
million.  And,  as  mentioned  earlier,  those  losses  can  no  longer  be  recovered  by 
shifting  the  burden  to  our  commercial  customers. 

Furthermore,  as  soon  as  our  organization  begins  to  report  financial  losses,  our 
bond  rating  will  likely  drop.  The  resulting  higher  interest  rates  on  future  bond 
issues  will  make  it  nearly  impossible  to  raise  the  capital  necessary  to  support 
investments  in  essential  systems  like  computerized  patient  records  which  are 
needed  to  monitor  patient  care  "real  time"  and  electronic  billing  which  is 
required  to  improve  administrative  efficiency.  We  would  also  have  to  postpone 
the  acquisition  of  information  technology  used  to  analyze  and  report  clinical 
outcomes  data. 

The  third  and,  we  believe,  the  only  viable  option  is  to  reduce  health  care 
utilization  by  Medicare  beneficiaries.  There  are  a  number  of  programs  the 
govemment  can  implement  to  help  hospitals  and  physicians  curb  utilization  and 
lessen  the  strain  on  the  trust  fund. 


Change  Provider  Incentives: 

First,  we  need  to  change  provider  incentives  to  encourage  what  we  call  "care 
shifting"  as  opposed  to  cost  shifting.  Certainly  we  should  have  learned  by  now 
that  regulatory  micro-management  does  not  work.  HCFA  has  been  so 
concerned  that  providers  will  find  loopholes  and  ways  to  creatively  but  legally 
game  the  system  that  they  established  rules  that  are  counter  productive  and 
more  costly  to  the  system.  For  example,  Medicare  requires  a  patient  to  spend 
three  days  in  the  hospital  before  a  skilled  nursing  stay  is  reimbursed,  causing 
Medicare  to  pay  for  an  unnecessary  hospital  admission.  Another  example 
relates  to  the  Medicare  beneficiary  whose  illness  requires  a  hospital  stay  in 
excess  of  25  days.  In  many  cases  care  could  be  provided  in  a  less  costly  long 
term  care  hospital  environment.  However,  Medicare  will  only  pay  for  this 
care  if  the  hospital  has  a  separate  building,  or  pays  an  unrelated  company  to 
lease  space  in  the  hospital  to  provide  the  care.  Both  these  alternatives  increase 
the  total  cost  of  care.  Our  goal  is  to  match  patient  acuity  levels  to  the  most 
appropriate  and  cost-effective  care  settings.  Medicare  regulations  often 
prevent  us  from  achieving  that  goal. 

Under  the  current  Medicare  rules,  approved  home  health  agencies  are  not 
reimbursed  for  provided  unskilled  care  as  a  stand-alone  service,  such  as  the 
use  of  a  home  health  aide  for  personal  care  and  assistance  with  activities  of 
daily  living.  As  a  result.  Medicare  patients  who  are  not  sick  enough  to  be  in 
the  hospital  but  too  sick  to  be  at  home  unassisted  cannot  take  advantage  of  less 
costly  home  care  services.  For  instance,  a  patient  recovering  from  hip 
surgery  may  have  to  use  inpatient  rehabilitation  costing  an  average  of  $5,000  a 
week  as  compared  to  home  care  services  which  may  cost  less  that  $1,000  a 
week.. 
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Home  health  care  has  moved  well  beyond  its  traditional  boundaries,  making  it 
possible  for  millions  of  patients  to  reduce  or  eliminate  altogether  their  need 
for  more  costly  inpatient  treatment  which  holds  down  the  total  cost  of  care. 
For  example,  a  home  care  program  in  Connecticut  has  decreased  costs  for 
managing  patients  with  chronic  obstructive  pulmonary  disease  (COPD),  The 
goal  of  the  program  was  to  provide  more  comprehensive  home  care  services 
to  COPD  patients  who  previously  required  frequent  hospitalizations.  Average 
monthly  costs  for  those  patients'  hospitalizations,  emergency  room  visits,  and 
home  care  fell  from  $2,836  per  patient  to  $2,508  per  patient,  a  savings  of 
$328  per  patient.  Home  care  programs  in  our  own  system  reduced  cost  of 
care  for  patients  with  ischemic  heart  disease  by  77%,  from  $320  per  day  to 
$72  per  day  (excluding  pharmacy  and  medical  supply  costs). 


Change  Beneficiary  Incentives: 

We  also  see  a  need  to  change  incentives  for  beneficiaries  to  encourage  them  to 
seek  preventive  health  care  by  taking  advantage  of  health  screening  programs 
that  can  offer  early  detection  of  serious  medical  problems.  If  we  can  help 
beneficiaries  identify  health  risks  then  it  seems  logical  that  we  should  be  able 
to  help  them  reduce  those  risks  and  thereby  reduce  health  care  costs.  Those 
individuals  who  might  be  at  risk  for  such  catastrophic  problems  as  heart  attack 
or  stroke  could  possibly  be  managed  on  an  outpatient  basis  at  a  much  lower 
cost  than  inpatient  care.  These  measures  may  not  just  postpone  the 
"inevitable,"  but  potentially  prevent  costly  medical  interventions.  Clearly, 
employers  who  have  adopted  health  promotion  programs  see  the  returns  on 
their  investment  in  terms  in  reductions  of  their  total  cost  of  care. 

We  might  also  encourage  beneficiaries  to  seek  healthier  life  styles  by 
maintaining  ongoing  relationships  with  them.  BHS  instituted  such  a 
membership  program  called  Senior  Choice  which  has  grown  to  over  25,000 
members  in  the  ten  years  since  its  inception.  The  program  offers  members 
various  health  information  and  conducts  wellness-oriented  activities. 


Expand  Medicare  Managed  Care  Programs: 

Probably  the  most  significant  opportunity  to  change  the  rate  of  utilization  of 
health  care  services  by  Medicare  beneficiaries  is  to  encourage  more 
beneficiaries  to  join  Medicare  HMOs.  Conservative  estimates  are  that  under 
managed  care,  Medicare  inpatient  days  would  drop  to  about  1,200  days  or 
lower  per  1,000  population  from  the  current  level  of  2,700  days  under  the 
fee-for-service  system,  without  compromising  the  quality  of  clinical  outcome. 
A  managed  care  structure  can  reduce  cost  while  providing  an  integrated 
continuum  of  care--  better  care  at  less  cost. 

One  possible  fallout  of  expanding  Medicare  HMO's  would  be  to  substantially 
reduce  provider  administrative  costs.  The  Baptist  Health  System  spends 
approximately  $6  million  annually  for  administratiotLof  Medicare  claims 
including  a  portion  of  our  business  office,  information  systems  and  medical 
records.  Other  providers  and  physicians  probably  experience  similar  costs 
proportional  to  the  size  of  their  Medicare  clientele.  Eliminating  Medicare 
claims  processing  would  essentially  eliminate  most  of  these  administrative 
costs. 
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Independent  Citizens  Commission: 

An  independent  citizens  commission  similar  to  the  Federal  Reserve  Board  or 
the  Securities  and  Exchange  Commission  should  be  established  to  ensure  health 
pohcy  decisions  regarding  Medicare  funding  are  based  on  the  actual  cost  of 
delivering  medical  services  to  beneficiaries.  As  proposed  by  the  American 
Hospital  Association,  such  a  commission  would  de-politicize  the  Medicare 
program  and  allow  Congress  and  the  administration  to  respond  more  quickly 
to  problems  that  could  contribute  to  trust  fund  insolvency. 


Medical  Liability  Reform: 

Another  way  to  reduce  costs  is  medical  liability  reform.  Clearly,  malpractice 
insurance  costs  are  reflected  in  Medicare  payment  rates.  Medical  liability 
reform  will  reduce  premiums  and  consequently  lower  Medicare  costs.  The 
California  Medical  Injury  Compensation  Reform  Act  of  1975  seems  to  be  a 
successful  model  which  could  be  adopted  at  the  federal  level.  Under  such  a 
program,  caps  would  be  set  to  limit  non-economic  damages.  Double  recovery 
of  medical-expense  damages  would  be  eliminated.  Future  award  payments 
would  be  made  periodically  rather  than  as  a  lump  sum  payment.  The  statute 
of  limitations  would  be  reduced,  and  a  sliding  scale  would  be  set  to  decrease 
the  attomey's  contingency  fee  as  the  award  increases. 

Hospitals  pay  millions  of  dollars  in  malpractice  liability  insurance  premiums 
annually  and  maintain  large  reserves  for  medical  liabihty,  money  that  could 
otherwise  be  devoted  to  improving  patient  care  services.  Physicians  carry  a 
similar  burden.  An  experienced  obstetrician,  for  instance,  may  pay  as  much 
as  $65,000  in  malpractice  insurance  premiums  annually.  And  if  a  doctor  has 
had  a  successful  claim,  the  premium  can  jump  to  $80,000  or  $90,000  per  year. 
The  Southem  Medical  Group,  Inc.,  an  emergency  room  management  company 
of  which  BHS  is  a  minority  shareholder,  pays  over  $350,000  in  malpractice 
premiums  for  the  six  hospitals  which  contract  with  it  to  provide  emergency 
room  coverage.  This  translates  to  higher  costs  of  care  for  everyone. 


Antitrust: 


Although  antitrust  laws  are  essential  to  prevent  unfair  business  practices  and 
promote  competition,  such  protection  as  applied  to  health  care  can  result  in 
unnecessary  and  expensive  duplication  of  resources  and  excess  capacity.  We 
believe  the  government  should  offer  clear  guidance  to  hospitals  with  respect  to 
antitrust  matters  which  encourages  collaboration  among  providers  based  on 
the  health  needs  of  the  local  market.  Such  collaboration  should  reduce 
duplication,  over  capacity  and  lower  costs.  Today,  with  the  uncertainty  in  this 
area,  providers  are  hesitant  to  initiate  creative  arrangements  that  might  have  a 
positive  impact  on  cost  of  care  if  there  is  a  possibility  of  incurring  an  antitrust 
violation  and  the  resulting  treble  damages. 

Providers  are  not  waiting  for  legislated  health  care  reform  or  the  impact  of 
balanced  budget  to  reinvent  the  health  care  delivery  system.  We  are  working . 
together  with  employers  and  other  health  agencies  to  reduce  costs  while 
maintaining  or  improving  the  quality  of  care  in  terms  of  clinical  outcomes  and 
customer  satisfaction.  The  Baptist  Health  System  have  a  number  of  initiatives  that 
have  been  underway  for  some  time  to  ensure  more  efficient  coordination  of  care 
within  and  among  our  various  facilities  and  levels  of  care.  The  anticipated 
savings  are  dramatic-  almost  $9  million  as  a  result  of  downsizing  our  work 
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force,  $4.5  million  by  standardizing  medical  supplies,  another  $4.5  million 
through  clinical  case  management  activities  and  $2  million  through  consolidation 
of  clinical  services. 

However,  there  is  a  point  of  diminishing  marginal  returns.  At  some  point 
continued  efforts  to  cut  staff  and  reduce  services  in  an  effort  to  control  costs  will 
ultimately  have  a  negative  impact  on  patient  satisfaction  and  certainly  on  the 
quality  of  care.  The  people  who  come  to  us  for  care  are  sicker  than  ever  before. 
Yet  we  have  still  managed  to  reduce  the  average  length  of  stay  from  6.23  days  to 
5.37  days,  a  14%  decrease. 

Congressmen,  I  must  emphasize  that  simply  cutting  Medicare  payments  to 
providers  will  not  achieve  the  results  you  desire.  Instead,  such  cuts  will  probably 
cripple  many  already-weakened  health  care  organizations,  placing  even  more 
burden  on  the  remaining  providers  to  take  up  the  slack.  What  is  needed  is  a 
transformation  of  our  delivery  system.  This  subcommittee  can  recommend 
legislative  incentives  to  encourage  providers  on  the  path  toward  cost  effective 
high-quaUty  health  care.  Our  only  hope  to  generate  cost  savings  for  Medicare 
and  other  patients  is  through  more  efficient  programs  of  managed  care. 

The  choice  we  make  is  not  just  whether  Medicare  survives  or  languishes,  but  how 
we  are  going  to  meet  our  obligation  to  provide  adequate  and  accessible  health 
care  to  all  Americans  regardless  of  race,  gender  or  age. 
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Mr.  Ensign.  Thank  you,  both,  for  your  testimony. 

We  you  like  to  inquire,  Mr.  Laughlin? 

Mr.  Laughlin.  Yes,  thank  you,  Mr.  Chairman. 

Dr.  Foreman,  when  Mr.  Van  Etten  testified,  he  suggested  that 
we  eliminate  payment  of  graduate  medical  school  education.  Could 
you  tell  us  what  the  effect  of  this  policy  would  have  on  an  institu- 
tion such  as  yours? 

Dr.  Foreman.  I  think,  if  I  am  not  mistaken,  did  he  recommend 
the  elimination  of  all  support  of  graduate  medical  education  or  just 
for  international  medical  graduates?  I  think  it  was  just  the  inter- 
national medical  graduates,  sir. 

Mr.  Laughlin.  The  question  was  given  to  me  by  somebody  who 
was  here  when  he  testified  and  I  was  not  here,  so  I  do  not  know 
if  that  is  much  help. 

Dr.  Foreman.  Yes,  Mr.  Houghton  gave  you  that  question,  I  saw 

it. 

Mr.  Laughlin.  That  is  correct.  Dr.  Foreman. 
Dr.  Foreman.  Thank  you,  very  much. 

International  medical  graduates  have  come  under  discussion  ex- 
tensively in  the  last  several  years.  And  this  is  as  a  consequence  of 
a  growing  concern  on  the  part  of  a  number  of  organizations  about 
excess  physician  number  in  the  work  force  and  whether  that  is  a 
bad  thing  and  if  it  is  a  bad  thing,  what  is  the  appropriate  way  to 
correct  it? 

Since  we  admit  into  graduate  medical  education  about  one-half 
as  many  international  medical  graduates  each  year  as  American 
medical  graduates,  and  those  graduates  ultimately  find  their  way 
into  the  physician  work  force,  they  represent  a  substantial  portion 
of  our  physician  supply  in  the  United  States,  and  those  who  believe 
that  there  is  an  excess  of  physicians,  think  that  any  reductions 
ought  to  take  place  first  among  international  medical  graduates. 

But,  it  is  not  at  all  clear  that  we  have  an  excess  of  physicians 
in  the  sense  that  their  numbers  are  creating  unwanted  con- 
sequences. As  a  matter  of  fact,  a  number  of  people  believe  that  it 
has  taken  a  significant  increase  in  the  number  of  physicians  in 
order  for  managed  care  to  take  hold  in  the  United  States. 

There  is  very  little  doubt  that  international  medical  graduates 
have  provided  a  vital  service,  both  while  they  are  in  graduate  med- 
ical education  and  after  they  graduate  and  go  into  practice. 

Significantly,  there  has  been  a  very  high  concentration  of  inter- 
national medical  graduates  in  institutions  in  large  urban  areas 
that  serve  the  poor.  There  have  been  estimates  made  by  credible 
researchers  that  indicate  that  between  75  and  300  hospitals  in 
inner-city  areas  that  are  critically  important  to  the  provision  of 
care  of  poor  communities  are  dependent  upon  international  medical 
graduates  to  provide  that  care. 

This  is  particularly  true  in  New  York  City.  A  very  substantial 
number  of  the  institutions,  particularly  the  public  general  hospitals 
that  serve  the  poor,  get  their  medical  care  from  international  medi- 
cal graduates. 

The  final  point  I  wanted  to  reiterate  is  that  although  we  think 
of  international  medical  graduates  as  being  foreigners,  one-half  of 
them,  at  least,  are  either  American  citizens,  naturalized  or  native- 
born,  or  permanent  residents  in  the  United  States. 
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It  is  our  contention  that  if  we  were  to  remove  graduate  medical 
education  funding  for  international  medical  graduates,  we  would 
critically  impair  the  ability  of  those  hospitals  to  deliver  care  to  the 
inner-city  poor. 

Mr.  Laughlin.  Mr.  Chairman,  do  you  have  time  for  one  more 
question? 
Mr.  Ensign.  Yes. 

Mr.  Laughlin.  Dr.  Foreman,  I  represent  a  very  large  rural  area. 
Some  of  the  counties  I  represent  have  no  hospital  in  it,  and  of  the 
22  counties  I  represent,  only  1  has  more  than  1  hospital  in  it.  And 
I  represent  numerous  communities  in  the  range  of  2,000  and  small- 
er that  have  no  doctor  in  there.  My  question  to  you  is,  what  is  your 
institution  doing  to  influence  or  cause  your  graduates  to  go  to  rural 
America?  Everjiihing  that  you  heard  from  the  four  Members  of 
Congress  who  provide  the  leadership  to  the  rural  health  coalition, 
representing  both  political  parties,  is  absolutely  true  in  the  district 
I  represent.  I  wonder  what,  in  addition,  does  your  institution  do  to 
provide  this  needed  medical  service?  What  suggestions  do  you  have 
that  we  might  better  serve  Rural  America? 

Dr.  Foreman.  There  have  been  two  historically  underserved  pop- 
ulations; one  in  rural  America  and  one  in  inner-city  America.  And 
each  has  been  historically  underserved  for  different  reasons.  The 
inner-city  populations  have  been  underserved  primarily  because 
there  has  not  been  payment  for  medical  services  sufficient  to  at- 
tract medical  practitioners,  and  because  the  practicing  in  the  condi- 
tions in  an  impoverished  community  are  very  difficult. 

In  rural  communities,  isolation  has  been  a  very  important  factor 
in  getting  physicians  into  those  areas.  There  is  very  good  evidence, 
at  least  in  the  seventies,  that  as  the  numbers  of  physicians  in- 
creased in  the  United  States,  there  was  a  significant  improvement 
in  the  penetration  of  physicians  into  rural  areas.  It  is  not  clear, 
however,  whether  that  progress  has  continued  in  the  eighties  and 
nineties. 

There  are  areas  of  rural  America,  at  least  anecdotally,  in  which 
there  has  been  a  very  substantial  increase  in  the  number  of  physi- 
cians serving  rural  populations,  although  not  necessarily  in  the 
tiniest  towns.  That  is,  if  one  looks  at  north-central  Pennsylvania, 
for  instance,  what  has  happened  in  towns  like  Williamsport  or 
Danville  where  there  are  large  institutions  is  that  those  institu- 
tions have  attracted  a  large  number  of  practitioners  who  serve  the 
whole  country,  although  the  little  villages  in  the  countryside  may 
not  have  the  same  increase  in  physicians. 

Our  institution  is  in  the  Bronx,  not  surprisingly  that  is  not  a 
rural  county.  It  is,  however,  a  highly  urban  and  distressed  county 
and  we  have  had  a  substantial  impact  on  moving  physicians  into 
the  service  of  the  urban  poor.  We  now  operate  ambulatory  care  cen- 
ters with  over  70  physicians  serving  the  poorest  residents  in  our 
community.  We  are  dedicated  to  expanding  that  network. 

It  is  our  belief  that  the  growing  number  of  physicians — I  will  not 
call  it  a  surplus — ^in  the  competitive  health  care  system  which  is 
now  developing  as  a  result  of  managed  care — will  reduce  the  eco- 
nomic opportunities  in  affluent,  suburban  metropolitan  areas  and 
create  the  conditions  which  will  serve  to  foster  the  outmigration  of 
physicians,  both  into  rural  areas  and  inner-cities.  I  think  that  that 
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is  going  to  be  a  positive  consequence  of  the  growing  physician  work 
force. 

Mr.  Laughlin.  Thank  you,  Mr.  Chairman. 
Dr.  Foreman.  Thank  you,  sir. 

Mr.  Ensign.  We  just  have  a  couple  of  minutes  left,  and  we  have 
a  vote  on,  and  we  will  have  to  take  a  break. 

I  just  have  a  couple  of  questions.  First  of  all,  we  know  we  have 
a  limited  amount  of  funds.  We  know  that  Medicare  is  going  broke 
and  the  only  way  for  this  system  to  survive  is  to  make  some  fairly 
significant  institutional  reforms  to  the  whole  Medicare  system. 

If  we  know  we  have  a  limited  amount  of  dollars  to  use,  first  of 
all,  would  your  suggestions  be  that  since  more  of  the  inner-city  hos- 
pitals— and  this  would  be  to  Dr.  Foreman  obviously — serve  the 
poor,  should  the  graduate  medical  assistance  dollars  be  going  to 
more  of  those  areas  that  serve  the  poor  and  let  the  wealthier  hos- 
pitals fend  for  themselves  and  let  the  market  play  there? 

What  I  am  trying  to  set  up  here  is  that  that  is  what  they  were 
trying  to  do  to  you. 

Dr.  Foreman.  I  understand.  Let  me  go  back  to  some  questions, 
if  I  might,  that  I  heard  you  ask  one  of  the  prior  panelists  because 
I  think  it  is  worth  examining  what  the  true  costs  of  graduate  medi- 
cal education  are,  who  pays  them,  and  why  they  are  what  they  are. 

There  is  no  doubt  that  graduate  medical  education  trainees 
render  a  vital  and  important  service.  It  just  so  happens  though 
that  that  service  costs  more  than  it  earns  for  the  institution.  And 
the  evidence  for  that  is  pretty  compelling  on  a  macroeconomic 
basis.  That  is  to  say  that  if  you  look  at  the  way  that  nonteaching 
hospitals  have  operated  over  the  past  decade,  they  have  consist- 
ently had  more  than  twice  the  amount  of  margin  that  the  teaching 
hospitals  have  had  across  the  country. 

Mr.  Ensign.  Does  that  take  into  account  more  unpaid  bills? 

Dr.  Foreman.  I  am  sorry? 

Mr.  Ensign.  In  Las  Vegas  we  have  our  county  hospital,  so  you 
are  having  a  lot  of  lower  income  people  that  do  not  pay  their  bills — 
does  that  take  that  into  account? 

Dr.  Foreman.  Yes.  The  overall  teaching  hospitals  carry  a  mixed 
bag  of  burdens  and  responsibilities.  They  provide  teaching,  they 
provide  high-tech  services  which  are  often  underreimbursed. 

Mr.  Ensign.  Maybe  I  did  not  state  my  point  clearly.  In  other 
words,  if  you  factored  in  that  those  people  had  paid  their  bills,  now, 
do  residents  cost  more — in  other  words,  do  hospitals  with  residents 
cost  more  than  hospitals  without? 

Dr.  Foreman.  Yes.  That  is  to  say  that  even  if  you  made  up  the 
underpayment  for  the  uninsured,  you  would  still  have  higher  costs 
in  teaching  hospitals  than  you  do  in  nonteaching  hospitals,  and 
there  would  still  be  lower  margins  based  on  the  way  patients  care 
is  paid  for. 

Mr.  Ensign.  Why? 

Dr.  Foreman.  Basically  because  teaching  hospitals  have  cost  bur- 
dens, some  of  which  are  direct  and  measurable. 

Let  us  look  at  the  three  payments  that  I  discussed  in  my  testi- 
mony today.  If  there  were  adequate  payment  for  the  poor,  there 
would  not  be  the  requirement  for  disproportionate  share  payment. 
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That  is  clearly  a  payment  targeted  at  the  care  of  the  poor  and  sub- 
stitutes for  those  costs  and,  therefore,  they  would  not  be  necessary. 

But  the  direct  medical  education  costs  add  in  the  measurable, 
auditable  costs  of  the  resident — salary,  fringe  benefits,  faculty 
costs,  and  overhead.  The  indirect  medical  costs  are  a  more  com- 
plicated bag.  They  measure  a  lot  of  things  indirectly. 

Mr.  Ensign.  I  understand  how  all  those  work,  but  why — I  still 
have  not  had  that  addressed — why  they  are  more  expensive?  Why 
is  a  hospital  with  residents  more  expensive?  Where  do  the  costs 
come  in  that  make  them  less  profitable? 

Dr.  Foreman.  Well,  they  occur  in  several  ways.  First  of  all, 
teaching  hospitals  have  a  very  substantial  burden  associated  with 
complex  care  which  is  not  recognized  in  the  DRG  system.  That  is 
to  say  a  gall  bladder  is  not  a  gall  bladder  is  not  a  gall  bladder.  If 
you  remove  a  gall  bladder  from  a  35-year-old  healthy  young  female, 
it  is  a  relatively  simple  operation.  If  you  take  a  gall  bladder  out 
from  a  75-year-old  patient  who  is  overweight,  has  heart  disease, 
and  chronic  lung  difficulty,  that  is  a  different  illness. 

And  those  factors  are  not  adequately  accounted  for  in  the  pay= 
ment  scheme  of  DRGs.  The  result  has  been  that  the  indirect  medi- 
cal education  payments  have  served  substantially  as  a  proxy  for 
complex  care.  They  have  also  paid  for  the  costs  of  introducing  tech- 
nology, and  finally  they  have  paid  for  the  inefficiencies  in  the 
teaching  process. 

Mr.  Ensign.  OK.  I  guess  you  know  my  suggestion  would  have 
been  to  set  up  the  system  to  clearly  reflect  the  realities  of  what  is 
happening,  so  that  if  you  want  to  cut,  you  know  where  you  are  cut- 
ting, and  if  you  do  not  want  to  cut,  I  think  it  would  have  been  fair- 
er to  the  entire  system  and  would  have  worked  out  better  in  the 
long  run.  And  perhaps  we  could  at  least  make  that  part  of  our  re- 
forms that  the  costs  are  more  indicative  of  what  is  going  on  out 
there. 

I  apologize.  I  have  3  minutes  to  go  and  vote  and  I  will  excuse 
you  both,  and  I  will  call  the  next  panel  up,  following  the  recess,  in 
about  10  minutes. 

Without  objection.  Congressman  Hilliard's  full  statement  will  be 
made  a  part  of  the  record. 

[Congressman  Hilliard's  statement  was  not  available  at  the  time 
of  printing.] 

[Recess.] 

Mr.  Ensign.  I  would  like  to  welcome  the  panel.  We  have  Howard 
Hughes,  former  billionaire,  with  Geisinger  Health  Systems, 
Danville,  Pennsylvania;  Glenn  Nelson,  chair.  Rural  Policy  Research 
Institute  Regional  Modeling  Work  Group;  Keith  Mueller,  member, 
Rural  Policy  Research  Institute;  and  Charlotte  Hardt,  member, 
Board  of  Trustees,  National  Rural  Health  Association. 

I  would  like  to  welcome  the  panel  and  you  have  5  minutes.  We 
would  appreciate  your  keeping  your  comments  to  around  5  min- 
utes. 

Dr.  Hughes. 
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STATEMENT  OF  HOWARD  G.  HUGHES,  M.D.,  GEISINGER 
HEALTH  SYSTEM,  DANVILLE,  PENNSYLVANIA 

Dr.  Hughes.  Thank  you,  Mr.  Chairman  for  the  opportunity  to 
present  on  behalf  of  the  Geisinger  Health  System.  I  would  like  to 
,ask  that  my  full  testimony  be  included  in  the  hearing  record. 

Mr.  Ensign.  Without  objection. 

Dr.  Hughes.  My  name  is  Dr.  Howard  Hughes.  By  training,  I  am 
an  emergency  medicine  physician  and  I  am  responsible  for  the  op- 
eration of  Geisinger's  managed  care  programs.  Briefly,  the 
Geisinger  Medical  Center,  founded  80  years  ago,  is  a  577-bed  facil- 
ity in  Danville,  Pennsylvania.  The  medical  system  is  a  part  of  the 
Geisinger  Health  System  which  is  the  Nation's  largest  rural  health 
care  system.  The  medical  center  serves  as  the  region's  tertiary  re- 
ferral and  the  only  level  one  trauma  center  in  rural  Pennsylvania. 

Geisinger  is  a  fullj'  integrated  health  care  system,  serving  more 
than  31  counties  and  2.3  million  Pennsylvanians.  Because  of  the 
rural  and  diverse  geographical  nature  of  the  Geisinger  system,  our 
physicians  face  unique  challenges  in  providing  timely  and  quality 
health  care  services  to  our  rural  elderly  population. 

Geisinger's  HMO  is  the  country's  largest  rural  HMO  with  over 
170,000  members,  including  a  Medicare  risk  component  with  6,000 
members.  We  anticipate  that  our  Medicare-Eligible  Program  will 
grow  to  over  15,000  members  over  the  next  3  years. 

The  Geisinger  Health  Plan  is  a  not-for-profit  HMO.  Our  account- 
ability is  to  the  patients  and  employers  we  serve,  not  to  the  owners 
of  a  corporate  entity.  As  a  result,  we  have  the  highest  percentage 
of  premium  dollars  going  directly  to  medical  services  and  patient 
care,  almost  93  percent,  compared  to  the  82-percent  average  of  the 
13  other  HMOs  in  the  State  of  Pennsylvania. 

At  least  30  percent  of  our  hospital  admissions  are  Medicare  pa- 
tients, and  we  view  with  significant  alarm  the  magnitude  of  pro- 
posed further  cutbacks  in  Medicare  funding  that  are  planned  over 
the  next  7  years.  Despite  our  efficiency,  the  current  level  of  Medi- 
care pajnnents  does  not  cover  our  costs  and  Geisinger  loses  money 
on  every  Medicare  patient.  Two  years  ago,  Geisinger  was  under- 
compensated by  almost  $12  million. 

With  the  proposed  reductions  in  Medicare,  we  may  lose  signifi- 
cantly more  than  that  on  an  annual  basis.  While  managed  care  is 
a  driving  strategy  of  the  Greisinger  system,  we  believe  that  Medi- 
care recipients  should  have  a  choice  of  coverage.  Our  experience 
proves  that  managed  care  offers,  perhaps,  the  most  realistic  option 
for  bringing  about  major  efficiencies  in  our  Nation's  health  care 
system.  These  advantages  accrue  for  the  benefit  of  all  parties — the 
patient,  the  provider,  and  the  government. 

As  Congress  moves  toward  reforming  the  Medicare  system,  there 
is  the  expectation  that  providers  will  do  better  with  less.  To  make 
certain  that  the  full  impact  of  whatever  reforms  forthcoming  are 
positive.  Congress  must  be  attentive  to  the  special  infrastructure 
needed  for  rural  providers. 

First,  there  must  be  a  sufficient  amount  of  funds  for  medical  edu- 
cation. Any  decline  in  funding  for  the  teaching  institutions  will  di- 
rectly limit  the  future  supply  of  rural  physicians.  This  ultimately 
will  limit  access  to  the  health  care  system  for  the  elderly  and  al- 
ready underserved  rural  areas. 
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Second,  to  make  health  care  reform  truly  efficient,  technology 
must  play  an  increasing  role.  We  urge  that  any  plan  for  reform  in- 
clude funding  or.  at  a  minimum,  adequate  reimbursement  for  tele- 
conmiunications'telemedicine  programs.  At  a  time  of  declining  reve- 
nues and  margins,  most  rural  pro\aders,  including  Geisinger,  will 
be  unable  to  implement  this  necessar>'  tool  v,ithout  Federal  assist- 
ance. 

Let  me  conclude  by  offering  some  specific  recommendations  that 
relate  to  Medicare  in  the  rural  marketplace.  HCFA's  pa\Tnent  rates 
var>'  widely  between  adjacent  counties,  whereas  the  HMO  would 
observ^e  no  cost  differences  relating  to  which  counties  the  members 
reside. 

The  current  geographic  areas  should  be  redefmed  to  achieve 
more  homogeneous  cost  areas  than  the  current  county-by-county 
configuration.  Tne  AAPCC  should  be  based  on  metropolitan  statis- 
tical areas  rather  than  counties.  Rural  counties  should  be  grouped 
together  rather  than  being  given  separate  rates.  HCFA  should  ex- 
plore an  alternative  to  the  AAPCC  to  allow  development  of  more 
rural  plans. 

Pa\Tnent  methods  should  eventually  evolve  into  a  market-driven 
process,  thereby  affording  the  benefits  of  a  free  market  system  to 
HMOs.  Once  an  alternative  plan  is  approved  by  HCFA,  there 
should  be  a  simple  process  for  expanding  the  plan  service  area  into 
contiguous  counties.  If  the  new  counties  are  approved  by  the 
State's  regulator^'  agency,  that  should  be  sufficient.  The  Federal  ex- 
pansion of  the  service  area  requirements  should  be  streamlined. 

Medicare  beneficiaries  should  be  able  to  purchase  HMO  coverage 
as  supplemental  coverage,  as  an  alternative  to  Medicare  risk  cov- 
erage. The  HMO  rate  would  be  based  on  the  incremental  benefits 
offered  by  the  HMO  over  and  above  Medicare.  Medicare  would  be 
the  primary-  carrier  and  the  HMO  would  provide  coverage,  under 
its  rules,  for  the  incremental  benefits.  This  kind  of  car\'ed-out  plan 
was  feasible  until  the  Medicare  supplemental  reform  of  the  late 
eighties.  But  now  it  is  not  available  even  though  it  offers  substan- 
tial sa\ings  for  the  beneficiaries. 

Allow  Medicare  risk  plans  to  sell  point-of-senice  plans,  also 
called  self-referred  plans,  or  SROs,  allow  tax-exempt  status  for 
nonprofit  plans  that  offer  points-of-service  options  and,  finally, 
HCFA  should  actively  promote  enrollment  in  Medicare  risk  plans. 
This  includes  a  mechanism  to  allow  beneficiaries  to  enroll  directly 
in  risk  plans  as  soon  as  they  become  eligible  for  Medicare. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  be  here.  I 
would  be  happy  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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THE  STATEMENT  OF  HOWARD  HUGHES,  M.D,  ON  BEHALF  OF 
THE  GEISINGER  HEALTH  SYSTEM 
BEFORE  THE 
SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
JULY  20,  1995 

Thank  you  Mr.  Chairman  and  members  of  the  Subcommittee  for  this  opportunity  to 
present  Geisinger's  unique  perspective  on  Medicare  reform  issues  as  especially  they  relate  to 
the  delivery  of  health  services  and  managed  care  in  a  rural  environment. 

My  name  is  Howard  Hughes,  M.D.  By  training  I  am  an  Emergency  Medicine 
physician.  My  managerial  duties  at  Geisinger  include  those  as  Senior  Vice  President  for 
Health  Plans,  including  the  HMO  -  The  Geisinger  Health  Plan.  In  this  capacity  I  am 
responsible  for  the  operation  of  Geisinger's  managed  care  programs. 


The  Geisinger  Health  System 

Briefly,  the  Geisinger  Medical  Center,  founded  80  years  ago,  is  a  577-bed  facility  in 
Danville,  Pennsylvania  and  is  the  center  of  the  nation's  largest  rural  health  care  system. 
Geisinger  is  a  fully  integrated  health  system  serving  more  than  31  primarily  rural  counties 
and  2.3  million  people  in  central,  northcentral  and  northeastern  Pennsylvania.  The  Geisinger 
Medical  Center,  serves  as  the  region's  tertiary  referral  and  the  only  Level  1  Trauma  Center 
in  rural  Pennsylvania.  Additionally,  the  System  includes  a  230-bed  regional  hospital  and 
cancer  center  in  Wilkes  Barre,  a  chemical  dependency  treatment  center  near  Scranton,  and 
more  than  60  physician  practice  sites  in  mostly  rural  and  isolated  areas. 

Because  of  the  rural  and  diverse  geographical  nature  of  the  Geisinger  System,  our 
physicians  face  unique  challenges  in  providing  timely  and  quality  health  care  services  to  our 
rural  elderly  population.  These  challenges  include: 

"*  Efficiently  transmitting  medical  information  between  health  care  providers; 

"*  Recruiting  and  retaining  physicians  in  rural  areas; 

*  Adequate  and  timely  referral  information;  and 

*  Patient  access  to  quality  health  care  services. 


Medicare  Reform 

Due  to  our  location,  Geisinger  has  special  expertise  in  providing  health  care  to  an 
elderly  population  ~  particularly  the  rural  elderly.  The  Commonwealth  of  Pennsylvania  has 
arguably  the  oldest  population  in  the  country  with  15.4%  of  its  residents  65  years  or  older. 
Geisinger's  service  area  has  a  population  that  is  proportionately  older,  with  several  counties 
we  serve  approaching  20%. 

At  least  30%  of  our  hospital  admissions  are  Medicare  patients  and,  we  view  with 
significant  alarm  the  magnitude  of  proposed  further  cutbacks  in  Medicare  funding  that  are 
planned  over  the  next  seven  years. 


Charitable  organizations  that  solicit  contributions  are  required  by  the  Commonwealth  of 

Pennsylvania  to  provide  the  following  statement:  "A  copy  of  the  official  registration  and  _,  .  e      h  m 

financial  information  may  be  obtained  from  the  Pennsylvania  Department  of  SUte  by  «««inB«r  rounaanon 

calling  toll  free,  within  Pennsylvania.  1-800-732-0999.  Registration  does  not  imply  en-  Danville.  PA  17822 

dorsement."  (717)  271-6461 
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Market  forces  and  changes  in  health  care  have  not  limited  Geisinger's  growth  or 
ability  to  provide  quality  health  care  services.  This  is  in  large  part  due  to  the  establishment 
of  Geisinger's  Health  Maintenance  Organization  in  1972.  At  that  time,  it  was  one  of  the 
nation's  first  rural  HMOs.  Now  the  Geisinger  Health  Plan  is  the  country's  largest  rural 
HMO  with  over  170,000  members,  including  a  Medicare  Risk  component  with  6,000 
members.    We  anticipate  that  our  Medicare  eligible  program  will  grow  to  15,000  members 
over  the  next  three  years.  The  Geisinger  Health  Plan  is  a  non-profit  HMO.  Our 
accountability  is  to  the  patients  and  employers  we  serve,  not  to  the  owners  of  a  corporate 
entity.  Accordingly,  Geisinger  has  the  highest  percentage  of  premium  dollar  going  directly 
to  medical  services  and  patient  care  -  almost  93%  -  compared  to  the  82  average  of  the  13 
other  HMOs  in  Pennsylvania. 

There  has  been  much  unfounded  concern  about  the  absence  of  competition  in  many 
rural  areas  and  the  false  conclusion  that  a  single  managed  care  program  or  other  provider 
may  inflate  premiimis.  In  fact,  competition  is  heating  up,  even  in  rural  areas  of 
Pennsylvania  where  Geisinger  was  once  the  only  provider.  Even  before  the  arrival  of 
competition,  however,  our  premiums,  offered  to  federal  employees,  have  traditionally  been 
among  the  lowest  in  the  country.  As  competing  health  plans  have  arrived  in  our  service 
area,  most  have  reduced  their  premiums  to  meet  Geisinger's  prices.  This  should  help  dispel 
the  notion  that  lack  of  competition  necessarily  means  higher  prices  for  consumers. 

Geisinger's  extensive  research  in  geriatric  nutrition  shows  that  30%  of  our  rural 
elderly  are  malnourished.  This  means  that  elderly  patients  come  to  us  more  seriously  ill, 
their  hospital  stays  are  longer,  and  they  require  more  aftercare.  Compared  to  the  8  day  stay 
for  the  well-nourished,  the  average  stay  is  1 1  days  for  the  malnourished  patient.  The 
additional  time,  care  and  attention  required  by  malnourished  inpatients,  just  for  Geisinger 
patients,  costs  an  additional  $20  -  $25  million  in  health  care  resources  annually.  As  we 
move  to  a  capitated  environment,  we  have  an  incentive  to  conduct  nutritional  screening 
among  all  new  Medicare  Risk  enroUees.  The  potential  impact  on  costs  is  great,  not  to 
mention  the  improvement  in  the  quality  of  life  for  the  elderly.  This  is  the  essence  of 
managed  care  and  managed  care  is  our  primary  business  strategy. 


While  managed  care  is  a  driving  strategy  of  the  Geisinger  system,  we  believe  that 
Medicare  recipients  should  have  a  choice  of  coverage.  Our  experience  proves  that  managed 
care  offers  pertiaps  the  most  realistic  option  for  bringing  about  major  efficieiKies  in  our 
nation's  health  care  system.  These  advantages  accrue  for  the  benefit  of  all  parties  ~  the 
patient,  the  provider  and  the  government. 

As  a  rural,  managed  health  care  system.  Geisinger  can  confirm  the  following 
conclusions  from  a  study  of  the  Group  Health  Association  of  Am<^rica  entitled,  "HMOs  aixl 
Medicare:  Myths  and  Realities. " 


1.  Current  enrollment  patterns  in  Medicare  HMOs  demonstrate  that  HMOs  serve 
populations  similar  to  those  of  Medicare  Fee-For-Service. 

2.  HMOs  have  a  proven  ability  to  contain  the  growth  of  health  care  costs  over  an 
extended  period  of  time. 

3.  HMOs  are,  by  design,  able  to  produce  substantial  savings  over  traditional  Fee- 
For-Service  medicine. 


4.       HMOs  generate  cost  savings  in  the  Medicare  program  by  holding  down  costs 
in  their  plans  and  by  producing  savings  in  the  marketplace  as  a  whole. 


5. 


The  Medicare  Risk  program  is  producing  savings. 
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6.  The  type  of  coordinated,  prevention-focused  care  found  in  HMOs  is  well- 
suited  to  the  needs  of  seniors. 

7.  Medicare  beneficiaries  who  are  enrolled  in  HMOs  are  more  satisfied  with  their 
health  plan  and  its  coverage  than  FFS  beneficiaries  regardless  of  their  health 
status. 

8.  HMOs  have  proven  their  ability  to  ensure  that  appropriate  services  are  utilized 
in  appropriate  settings. 

As  Congress  moves  toward  reforming  the  Medicare  system,  there  is  the  expectation 
that  providers  will  "do  better  with  less."  To  make  certain  that  the  full  impact  of  whatever 
reforms  are  forthcoming  are  positive.  Congress  must  be  attentive  to  the  special  infrastructure 
needs  of  rural  providers. 

First,  there  must  be  sufficient  funds  for  medical  education,  Geisinger,  as  a  major 
teaching  center,  has  200  physicians  in  training.  For  many  this  is  their  first  experience  in  a 
rural  setting.  More  than  half  of  our  graduates  go  on  to  practice  in  rural  areas.  So  any 
decline  in  funding  for  the  teaching  institutions  will  directly  limit  the  fumre  supply  of  rural 
physicians.  This  ultimately  will  limit  access  to  the  health  care  system  for  the  elderly  in 
already  underserved  rural  areas. 

Second,  the  Geisinger  Health  System  includes  more  than  60  clinic  sites,  most  of  them 
rural  and  some  ahnost  150  miles  from  our  Medical  Center  in  Danville.  To  make  health  care 
reform  truly  efficient,  technology  must  plan  an  increasing  role.  We  urge  that  any  plan  for 
reform  include  funding  or,  at  a  minimum,  adequate  reimbursement  for 
telecommunications/ telemedicine  programs.  This  can  expedite  the  flow  of  information, 
reduce  travel  by  patients  and  professionals  and  provide  distance  learning  and  continuing 
medical  education.  At  a  time  of  declining  revenues  and  margins,  most  rural  providers, 
including  Geisinger,  will  be  unable  to  implement  this  necessary  tool  without  Federal 
assistance. 

Let  me  conclude  by  offering  some  specific  recommendatioi^  that  relate  to  Medicare 
and  the  rural  marketplace. 

•  HCFA's  payment  rates  vary  widely  between  adjacent  counties,  whereas  the 
HMO  would  observe  no  cost  differences  relating  to  which  counties  the 
members  reside.  The  current  geographic  areas  should  be  redefined  to  achieve 
more  homogeneous  cost  areas  than  the  current  county-by-county  configuration. 
The  AAPCC  should  be  based  on  metropolitan  statistical  areas  rather  than 
counties.  Rural  counties  should  be  grouped  together  rather  than  being  given 
separate  rates.  HCFA  should  explore  an  alternative  to  the  AAPCC  to  allow 
development  of  more  rural  plans. 

•  Payment  rates  are  unstable  from  period  to  period,  thereby  making  planning 
difficult.  Unexplained  aberrations  in  the  current  systems  payment  method 
must  be  eliminated. 

•  Payment  methods  should  eventually  evolve  into  a  market  driven  process 
thereby  affording  the  benefits  of  a  free  market  system  to  HMOs. 

•  Once  an  alternative  plan  is  approved  by  HCFA,  there  should  be  a  simple 
process  for  expanding  the  plan's  service  area  into  contiguous  counties.  If  the 
new  counties  are  approved  by  the  state's  regulatory  authority,  that  should  be 
sufficient.  The  Federal  expansion  of  the  service  area  requirements  should  be 
streamlined. 
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•  Medicare  beneficiaries  should  be  able  to  purchase  HMO  coverage  as 
supplemental  coverage,  as  an  alternative  to  Medicare  "risk"  coverage.  The 
HMO  rate  would  be  based  on  the  incremental  benefits  offered  by  the  HMO, 
over  and  above  Medicare.  Medicare  would  be  the  primary  payor,  and  the 
HMO  would  provide  coverage  under  its  rules  for  the  incremental  benefits. 
This  kind  of  "carve-out"  plan  was  feasible  until  the  Medicare  supplemental 
reform  of  the  late  I980's.  But  now  it  is  not  available  even  though  it  offers 
substantial  savings  to  beneficiaries. 

•  Current  rules  say  that  an  HMO  cannot  have  more  than  50%  of  its  members  in 
the  Medicare  plan.  The  other  50%  must  be  commercial  and/or  Medicaid,  but 
no  more  than  75%  can  be  Medicare  and  Medicaid  combined.  This  is  an 
atten^jt  to  measure  quality:  it  is  assumed  that  if  25%  of  the  members  are 
commercial  members  with  other  options,  then  it  must  be  a  good  plan.  These 
limitations  are  obsolete  and  should  be  eliminated.  There  are  better  ways  to 
gauge  the  quality  of  a  plan,  such  as  NCQA  accreditation,  which  should  be  the 
staiKlard. 

•  Allow  Medicare  risk  plans  to  sell  point-of-service  plans  (also  called  self 
referred  options,  or  SRO's);  and  finally, 

•  Allow  tax-exempt  status  for  non-profit  plans  that  offer  points  of  service 
options,  and 

•  HCFA  should  actively  promote  enrollment  in  Medicare  risk  plans.  This 
includes  a  mechanism  to  allow  beneficiaries  to  enroll  directly  in  risk  plans  as 
soon  as  they  become  eligible  for  Medicare. 

The  current  budget-driven  approach  towards  a  coherent  Federal  health  care  policy  has 
created  conflicting  incentives  between  patients  aid  health  care  providers,  and  access  issues 
for  the  uninsured  and  undericsured.  Health  care  policy  reform  is  key  to  the  improvement  of 
our  nation's  health  care  system.  Integrated  regional  systems  of  health  care,  like  Geisinger, 
have  a  vital  role  to  play  in  assisting  the  Congress  in  health  care  policy  and  Medicare  reform. 

Thank  you  Mr.  Chairman,  for  the  opportunity  to  present  the  views  of  the  Geisinger 
Health  System.  We  are  available  to  assist  Members  of  the  Committee  as  it  prepares 
Medicare  reform  legislation. 
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Mr.  Ensign.  Thank  you. 
Dr.  Nelson. 

STATEMENT  OF  GLENN  L.  NELSON,  PH.D.,  CHAIR,  REGIONAL 
MODELING  WORK  GROUP,  RURAL  POLICY  RESEARCH  INSTI- 
TUTE; ACCOMPANIED  BY  KEITH  J.  MUELLER,  PH.D.,  RURAL 
HEALTH  DELIVERY  EXPERT  PANEL,  MEMBER,  RURAL  POL- 
ICY RESEARCH  INSTITUTE 

Mr.  Nelson.  Thank  you,  Mr.  Chairman,  for  devoting  the  time  of 
this  Subcommittee  to  the  impHcations  of  the  proposed  Medicare 
poUcy  changes  for  rural  America.  As  you  know.  Medicare's  central 
concern  with  the  elderly  and  disabled  is  especially  important  in 
rural  areas. 

I  am  Glenn  Nelson,  chair  of  RUPRI,  the  Rural  Policy  Research 
Institute.  I  am  accompanied  by  Dr.  Keith  Mueller,  director  of  the 
Center  for  Rural  Health  Research  at  the  University  of  Nebraska. 

The  full  institutional  context  of  our  work  is  described  in  the  writ- 
ten testimony.  I  ask  that  the  written  testimony  be  printed  in  the 
record. 

Mr.  Ensign.  Without  objection,  all  of  your  testimonies  will  be 
made  a  part  of  the  permanent  record. 
Mr.  Nelson.  Thank  you. 

In  my  oral  testimony  I  will  emphasize  the  results  of  a  new  analy- 
sis of  the  spatial  distribution  of  Medicare  enrollments  and  pay- 
ments that  we  believe  are  particularly  relevant  to  this  Subcommit- 
tee and  also  emphasize  the  most  recent  work  of  the  RUPRI  Health 
Delivery  Expert  Panel,  represented  by  Dr.  Mueller. 

The  following  economic  analysis  is  the  product  of  the  RUPRI  Re- 
gional Work  Group  and  the  RUPRI  Rural  Health  Economics  Expert 
Panel.  Rural  people  have  a  disproportionate  economic  interest  in 
Medicare  relative  to  urban  people. 

First,  rural  people  are  more  likely  than  urban  people  to  be  en- 
rolled in  Medicare.  The  rural  enrollment  rate  is  28  percent  higher 
than  the  urban  rate.  Thus,  a  higher  proportion  of  the  rural  than 
urban  population  will  be  affected  directly  by  changes  in  Medicare 
policy. 

Second,  rural  enroUees  receive  lower  average  Medicare  pa3niients 
than  urban  enrollees.  Payments  per  urban  enrollee  are  23  percent 
higher  than  pa5nnents  per  rural  enrollee.  Changes  in  Medicare  pol- 
icy that  narrow  the  rural/urban  pajonent  gap  would  improve  the  vi- 
ability of  rural  health  care  systems. 

The  net  result  of  these  points  is  that  Medicare  payments  aver- 
aged over  all  rural  residents,  including  those  not  enrolled  in  Medi- 
care as  well  as  enrollees,  are  slightly  above  the  U.S.  average. 

Next,  we  note  that  rural  per  capita  income  is  lower  than  urban 
per  capita  income.  Finally,  we  combine  the  slight  differences  in 
rural/urban  per  capita  Medicare  payments  with  the  differences  in 
per  capita  income  for  a  significant  result.  In  rural  areas,  the  ratio 
of  Medicare  payments  to  income  is  3.31  percent,  as  compared  to 
2.34  percent  in  urban  areas.  These  percentages  reflect  the  degree 
to  which  local  income  is  dependent  on  Medicare  and  the  rural  per- 
centage figure  is  41  percent  higher  than  the  urban  figure. 

As  a  final  note  on  the  economic  analysis,  these  results  do  not  yet 
include  the  fiscal  offset  associated  with  a  change  in  Medicare  ex- 
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penditures,  such  as  a  change  in  the  Federal  budget  deficit  or  a 
change  in  taxes.  RUPRI  hopes  to  make  the  initial  analysis  of  these 
offsets  available  for  the  Congress  by  early  fall. 

The  RUPRI  Health  Delivery  Expert  Panel,  which  Dr.  Mueller 
represents,  recommends  four  criteria  to  assess  potential  impacts  in 
Medicare  policy.  First,  because  Medicare  is  a  large  source  of  funds 
in  rural  areas,  the  impact  of  policy  changes  on  the  financial  secu- 
rity of  rural  providers  is  critical.  While  equitable  payments  that 
narrow  the  rural/urban  payment  gap  could  be  helpful,  new  pay- 
ment methodologies  based  on  historical  charges  would  jeopardize 
the  financial  health  of  many  rural  providers. 

Second,  because  the  lead  institution  in  many  rural  health  deliv- 
ery networks,  usually  a  rural  hospital,  is  often  in  precarious  finan- 
cial circumstances,  the  impact  of  policy  changes  on  the  availability 
of  appropriate  rural  health  delivery  facilities  is  important. 

Third,  widespread  shortages  of  rural  health  care  personnel  which 
limit  the  access  of  rural  people  to  adequate  health  care  are  well 
documented.  Thus,  the  impact  of  Medicare  policy  changes  on  the 
availability  of  health  professionals  in  rural  areas  is  critical. 

Fourth,  integrated  service  delivery  networks  offer  the  potential  of 
more  cost-effective  care  in  many  rural  communities.  However,  mov- 
ing too  rapidly  toward  risk-based  managed  care  contracts  or  adopt- 
ing payment  policies  that  discourage  network  development  could 
thwart  its  potential.  The  impact  of  Medicare  policy  changes  on  the 
integration,  coordination  of  health  services  is  a  very  important  cri- 
teria. 

These  four  critical  health  service  delivery  issues  and  the  eco- 
nomic issues  noted  earlier  are  the  focus  of  the  continuing  RUPRI 
study  of  rural  Medicare  reform.  We  would  welcome  further  inter- 
action with  this  Subcommittee  as  our  study  proceeds. 

Mr.  Chairman,  we  thank  you  for  this  opportunity  to  discuss  the 
rural  perspective.  Dr.  Mueller  and  I  would  be  pleased  to  respond 
to  questions. 

Mr.  Ensign.  Dr.  Mueller,  do  you  have  oral  testimony,  as  well? 
Mr.  Mueller.  Thank  you,  Mr.  Chairman. 

My  testimony  was  integrated  into  Dr.  Nelson's  testimony,  as  per 
the  request  of  the  Subcommittee.  I  will  just  add  a  few  notable  facts 
toward  the  discussion  this  afternoon  that  really  play  off  of  much 
of  what  you  have  heard  earlier  today.  I  will  do  those  following  the 
criteria  of  the  Rural  Health  Care  Delivery  Panel. 

One  of  those  is  supply  and  availability  of  physicians  and  other 
primary  care  providers  remain  a  very  serious  and  critical  rural 
issue.  As  you  heard  earlier  today  there  are  over  5,000  physicians 
needed  if  we  wanted  to  achieve  a  ratio  of  one  primary  care  physi- 
cian to  every  3,500  rural  Americans. 

I  say  that  especially  following  the  panel  that  you  just  heard  from, 
because  in  our  written  testimony  you  will  notice  that  we  have  laid 
out  for  you,  as  you  think  about  changing  Medicare  policy,  both 
positive  changes  that  could  be  made  as  a  part  of  policy  change,  and 
sort  of  warnings  of  cautions  to  avoid. 

One  of  those  positive  changes  is  to  continue  to  encourage  the  de- 
velopment and  use  of  innovative  educational  strategies  to  increase 
the  supply  of  health  professionsds  in  rural  areas. 
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A  second  point  to  note  is  the  dependence  of  rural  facilities  on 
Medicare  payments,  whether  those  are  hospitals  or  clinics  or  other 
facilities.  The  notion  of  the  lead  facility  in  a  rural  community  being 
important  is  something  that  ought  to  be  considered  as  Medicare 
payment  policies  are  examined  and  reexamined.  We  believe  that  it 
would  not  be  costly  to  be  sure  that  through  Medicare,  which  some 
facilities  rely  up  to  70  percent  of  their  revenue  on,  would  remain 
high  enough  to  sustain  the  health  care  availability  for  those  rural 
citizens. 

Those  are  just  some  of  the  highlights.  As  I  said,  the  testimony 
was  integrated  into  Dr.  Nelson's  and  I  would  be  happy  to  answer 
questions  when  we  get  to  that. 

[The  prepared  statement  and  attachments  follow:] 
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The  Rural  Implications  of  Medicare  Policy  Reform; 
PrtentiaJ  Impacts  On  Rural  Economies 

Presented  By: 

Dr.  Glenn  Nelson 
Representing  the  RUPRI  Regional  Work  Group 


Mr.  Chairman  and  Members,  I  appreciate  the  opportunity  to  testify  regarding  tlie  unique  features  of  rural  America  that 
are  retevar*  to  this  Congress  as  yoti  consider  significant  changes  in  Medicare  poJicy.  I  am  Glenn  Nelson.  Chair  of  the 
RegionaJ  Work  Group  of  the  Rural  Policy  Research  Institute.  RUPRI  provides  objective  analysis  and  facilitates  puWic 
dialogue  cofK«ming  poNic  poitcy  impacts  on  rural  people  and  places. 

My  objecth/e  in  this  testimony  is  to  darify  the  major  financial  and  economic  stake  of  rural  people  and  places  in 
MetScare  policy,  by  reporting  recent  results  from  an  on  going  RUPRI  study  of  Medicare.  Most  of  the  empirical  results  of  this 
anatysis  ai)p*y  to  19SZ  which  is  the  most  recent  year  for  which  the  Health  Care  Rnandng  Administration  (HCFA)  within  the 
Department  of  Health  and  Human  Services  (HHS)  has  compiled  an  integrated  set  of  reliable  enrollment  and  payment  data.  1 
am  pteased  to  acknowledge  the  critical  assistance  provided  by  the  Office  of  tha  Actuary  in  the  Health  Care  Rnanctng 
Administration  in  fadlllaljng  RUPRI's  access  to  these  data.  My  testimony  summarizes  five  key  findings  in  this  analysis. 

L  RuraJ  people  are  more  Ilkeiy  than  urtjan  people  to  be  enrolled  in  Medicare.  The  rural  enrollment  rate  is  28  percent 
higher  than  the  urban  rate. 

The  enroilment  rate  for  Medicare  Part  A  in  nonmetropclitan  areas  is  16.2  percent  of  the  population,  as  compared  to  12.7 
percent  in  metropolitan  areas.  Similar  results  hokJ  for  Part  B,  and  for  the  aged  and  disabled  components  of  each  of  Parts  A 
and  B.  The  higher  erwollment  rates  in  nonmetropolitan  areas  reflect  the  larger  proportion  of  the  oopijlation  which  is  over  age 
65  and  the  larger  proportion  which  is  disabled.  Summarizing  the  first  point,  a  higher  proportion  of  the  mral  than  urban 
population  will  be  affected  directly  by  changes  in  Medicare  policy. 

II.  RuraJ  enroilees  receive  lower  average  Medicare  payments  than  urban  enrollees.  Payments  per 
metropolrtanenrollee  were  23  percent  higher  than  payments  per  nonmetropolitan  enrollee. 

Total  Medicare  payments  (both  Part  A  and  B)  per  enrollee  in  Part  A,  the  m.ore  comprehensive  enrollment  measure,  were 
$3,937  in  metropolitan  areas  in  1992  but  only  $3,191  in  nonmetropolitan  areas.  The  gap  is  even  greater  when  we  compare 
the  core  counties  of  large  metropolitan  areas  with  nonmetropolitan  counties  not  adjacent  to  metropolitan  areas,  that  is. 
compare  areas  that  are  more  distant  from  each  other  on  the  rural-urban  continuum.  The  core  counties  of  large  metropolitan 
areas  have  an  average  payment  of  S4,321  per  enrollee  as  compared  to  53,137  per  enrollee  in  nonmetropolrtan  counties  not 
adjacent  to  metropolitan  areas.  In  this  case  the  urban  figure  exceeds  the  mral  figure  by  38  percent.  The  rural-urban  gap  is 
even  more  extreme  if  we  consider  Part  B  in  isolation.  Part  B  enrollees  in  core  counties  of  large  metropolitan  areas  have  an 
average  Part  B  payment  of  $1,633  as  compared  to  $1,074  per  Part  B  enrollee  in  nonmetropolrtan  counties  not  adjacent  to 
metropolitan  areas.  In  this  case,  which  applies  to  over  8  million  nonmetropolitan  residents,  the  urban  payment  is  52  perceni 
higher  than  the  rural  payment  per  enrollee. 

The  rural-urt)an  gap  in  payment  per  enrollee  reflects  differences  in  utilization  of  health  care  services  and  also  differences  in 
reimbursement  rates  for  services  provided.  As  rural  residents  wori^  to  maintain  ar,d  upgrade  the  capacity  of  their  health  care 
systems  in  order  to  improve  access  to  health  care  and  also  work  to  retain  and  attract  health  care  personnel,  this  large 
relative  disadvantage  in  Medicare  payments  per  enrollee  becomes  even  more  problematic.  Summarizing  my  second  point, 
changes  in  Medicare  policy  which  nanow  the  rural-urban  payment  per  enrollee  gap  would  improve  the  competitive  viability  of 
airal  health  care  systems  and  of  rural  communities.  Changes  in  policy  which  widen  the  gap  would  decrease  the  viability  of 
rural  health  systems,  including  decreases  in  their  ability  to  retain  and  recruit  hearth  care  personnel,  and  thereby  decrease  the 
attractiveness  of  rural  communities  as  places  to  live  and  wortc. 

III.  The  dollar  Impact  of  Medicare  payment  decreases  per  rural  citizen  (including  those  not  enrolled  as  well  as  those 
•nrolled  in  Medicare)  would  likely  be  slightly  greater  than  the  national  average  impact  per  citizen. 

The  net  result  of  ttie  contrasting  rural-urban  patterns  with  respect  to  enrollment  rates  and  payments  per  enrollee  is  that 
Medicare  payments  averaged  over  all  rural  residents  (including  those  not  enrolled  in  Medicare  as  well  as  enrollees)  are 
slightly  above  the  average  Medicare  payment  for  the  nation,  (with  the  latter  also  calculated  with  reference  to  the  total 
population).  This  measure  is  important,  because  it  helps  us  estimate  the  average  size  of  the  dollar  impact  per  person,  as  the 
impact  of  a  change  in  Medicare  payments  diffuses  widely  through  a  local  or  regional  economy.  More  precise  measures  can 
be  developed  using  policy  analysis  models  such  as  those  we  are  developing  at  the  Rural  Policy  Research  Institute,  but  for 
now  the  per  capita  payment  is  a  working  estimate.  The  U.S.  average  Medicare  payment  per  caprta,  with  reference  to  the 
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total  popuiation-not  just  Medicare  enrollees,  was  $502  in  1992.  The  average  payment  per  capita  in  nonmetropolitan  areas 
was  $516,  slightly  higher  than  the  U.S.  average. 

IV.  Rural  people  have  fewer  financial  resources  to  call  upon  to  deal  with  financial  shocks  to  their  local  and  regional 
economies. 

An  examination  of  the  four  groupings  of  U.S.  counties  on  a  airal-urban  continuum,  which  provides  the  analytic  framework  for 
the  RUPRI  regional  model,  reveals  a  strong  association  between  the  degree  of  rurality  and  lower  per  capita  incomes.  Per 
capita  income  in  1993  in  the  core  counties  of  large  metropolitan  areas  (the  most  urban  of  the  four  county  groupings)  was 
$23,843  and  in  the  nonmetropolitan  counties  not  adjacent  to  metropolitan  areas  (the  most  rural  of  the  four  county  groupings) 
was  $16,046.  (The  attached  table  reports  figures  for  1992  rather  than  1993  per  capita  income  for  reasons  of  internal 
consistency  within  the  table.)  Summarizing  my  fourth  point,  a  financial  shock  of  equal  dollar  amount  per  capita  in  rural  and 
urban  areas  would  have  a  larger  relative  impact  in  rural  areas,  as  measured  by  percentage  changes  in  production, 
employment,  consumption,  income,  and  other  economic  variables. 

V.  The  impact  of  equal  percentage  reductions  in  Medicare  payments  in  rural  and  urban  areas  would  lead  to 
relatively  larger  negative  effects  in  the  rural  economy  than  the  urban  economy.  The  nonmetropolitan  ratio  exceeds 
the  metropolitan  ratio  by  41  percent,  which  is  a  substantial  difference.  In  nonmetropolitan  areas  the  ratio  of 
Medicare  payments  to  personal  income  is  3.31  percent,  as  compared  to  2.34  percent  in  metropolitan  areas. 

This  conclusion  flows  directly  from  linking  my  third  point  on  the  scale  of  the  impact  of  Medicare  payments  per  capita  and  my 
fourth  point  on  the  per  capita  resources  available  to  weather  adverse  financial  shocks.  Total  personal  income  is  a  good, 
readily  available  measure  of  the  size  of  a  local  or  regional  economy.  A  comparison  of  Medicare  payments  with  total  personal 
income  is  a  good  proxy  for  the  relative  importance  of  Medicare  payments  in  affecting  overall  economic  conditions  in  a 
region.  Summarizing  my  fifth  point,  to  the  degree  that  cutbacks  in  Medicare  payments  are  made  at  uniform  percentage  rates 
in  urban  and  rural  areas,  the  negative  impacts  on  the  overall  local  or  regional  economy  will  be  relatively  larger  in  rural  areas. 
That  is,  when  negative  impacts  are  measured  in  percentage  terms,  the  percentage  changes  will  tend  to  be  larger  in  rural  than 
uri}an  areas. 

One  final  note:  A  limitation  of  the  research  summarized  in  these  five  points  is  that  the  analysis  does  not  address  the  impacts 
of  the  off-setting  fiscal  decisions  which  would  accompany  a  change  in  Medicare  payments.  For  example,  a  cut  in  Medicare 
payments  will  be  associated  with  a  decrease  in  the  federal  budget  deficit,  with  a  tax  cut,  or  with  increased  expenditures  for 
another  federal  program-as  compared  to  what  would  have  occurred  in  the  absence  of  the  cut  in  Medicare  payments.  These 
fiscal  off-sets  have  their  own  spatial  impacts,  which  could  be  positive  or  negative.  RUPRI  is  now  developing  estimates  of  the 
rural  impacts  of  these  off-sets,  and  we  hope  to  have  initial  results  of  this  wori(  available  for  the  Congress  by  eariy  fall. 

Thank  you.  Mr.  Chairman.  I  would  be  pleased  to  respond  to  questions. 
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Medicare  Payments  as  a  Percentage  of  Total  Personal  Income 
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Core        Other        Total  Adjacent     Other  Total 


Medicare  Enrollment  and  Payments  by  Parts  A  and  B,  by  Aged  and  Disabled,  and  by  Rural-Urban  County  Groupings  for  the  United 
 States  in  1992  


Metropolitan  County  Groupings  Metropolitan  County  United 

Groupings  States 


Core 

Other 

Not 

Counties 

Metro 

Adjacent 

Adjacent 

of  Large 

Counties 

Total 

to  Metro 

to  Metro 

Total 

Total 

Metro's 

Enrollment 

Part  A  Total  (thous.) 

13,988 

11,712 

25,700 

4,574 

3,862 

8,436 

34,136 

Aged  (thous.) 

12,736 

10,540 

23,276 

4,090 

3,440 

7,560 

30,806 

Disabled  (thous.) 

1,252 

1,172 

2,424 

484 

422 

906 

3,330 

Part  B  Total  (thous.) 

13,665 

11,402 

25,067 

4,479 

3,785 

8,264 

33,331 

Aged  (thous.) 

12,526 

10,332 

22,858 

4,032 

3,392 

7,424 

30,282 

Disabled  (thous.) 

1,139 

1,070 

2,209 

447 

393 

840 

3,049 

Part  B/Part  A  (percent) 

97.7 

97.4 

97.5 

97.9 

98.0 

98.0 

97.6 

Enroll.  Relative  to 

Pop.  (percent) 

Part  A  Total 

12.1 

13.4 

12.7 

16.0 

16.4 

16.2 

13.4 

Aged 

11.0 

12.1 

11.5 

14.3 

14.6 

14.4 

12.1 

Disabled 

1.1 

1.3 

1.2 

1.7 

1.8 

1.7 

1.3 

Payments  (ma.$) 

Part  A  Total 

38,129 

26,253 

64,382 

9,745 

8,051 

17,796 

82,179 

Aged 

33,865 

23,244 

57,109 

8,616 

7,117 

15,733 

72,842 

Disabled 

4,264 

3,009 

7,273 

1,129 

934 

2,063 

9,336 

Part  B  Total 

22,316 

14,494 

36,810 

5,061 

4,066 

9,127 

45,937 

Aged 

20,103 

12,942 

33,045 

4,501 

3,600 

8,101 

41,146 

Disabled 

2,213 

1,552 

3,765 

560 

466 

1,026 

4,791 

Total 

60,445 

40,747 

101,192 

14,806 

12,117 

26,923 

128.115 

Payments  per  Enrdlee  ($) 

Part  A  Total 

2,726 

2,242 

2,505 

2,131 

2,085 

2,110 

2,407 

Aged 

2,659 

2,205 

2,454 

2,107 

2,069 

2,089 

2,365 

Disabled 

3,406 

2,567 

3,000 

2,333 

2,213 

2,277 

2,804 

Part  B  Total 

1,633 

1,271 

1,468 

1,130 

1,074 

1,104 

1,378 

Aged 

1,605 

1,253 

1,446 

1,116 

1,061 

1,091 

1,359 

Disabled 

1,943 

1,450 

1 ,704 

1,253 

1,186 

1,221 

1.571 

Total/Part  A  Enrollment 

4,321 

3,479 

3,937 

3,237 

3,137 

3,191 

3,753 

(table  contudnued  on  next  page) 
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Metrooolitan  County  Groupings  Metropolitan  County  United 

Groupings  States 


Core 

Other 

Not 

Counties 

Metro 

Adjacent 

Adjacent 

of  Large 

Counties 

Total 

to  Metro 

to  Metro 

Total 

Total 

Metro's 

Payments  Relative  to  Total  Pop.  ($) 

Part  A  Total 

330 

301 

317 

341 

341 

341 

322 

Aged 

293 

266 

282 

302 

301 

302 

286 

Disabled 

37 

34 

36 

40 

40 

40 

37 

Part  B  Total 

193 

166 

181 

177 

172 

175 

180 

Aged 

174 

148 

163 

158 

152 

155 

161 

Disabled 

19 

18 

19 

20 

20 

20 

19 

Total 

523 

467 

499 

519 

513 

516 

502 

Payments/Tot.  Per*.  Inc.  (percent] 

2.26 

2.47 

2.34 

3.30 

3.31 

3.31 

2.49 

Bases  for  Comparative  Measures 

Total  Personal  Income  (bil.) 

2,672 

1,649 

4,321 

448 

366 

814 

5,135 

Population  (mil.) 

115.59 

87.28 

202.87 

28.54 

23.62 

52.16 

255.03 

Pers.  Income  Per  Capita  ($) 

23,116 

18,893 

21,299 

15,697 

15,495 

15,606 

20,135 

Table  Notes 

This  table  is  excerpted  from  the  forthcoming  RUPRI  Data  Report,  Nonmetropolitan  and  Metropolitan  Medicare  Enrollments 
and  Payments,  which  describes  the  data  sources  and  methodology  in  considerable  detail.  Briefly,  the  underiying  Medicare 
enrollment  and  payment  data  are  extracted  from  county  files  maintained  by  the  Office  of  the  Actuary,  Health  Care  Financing 
Administration  (HCFA).  U.S.  Department  of  Health  and  Human  Services.  The  data  in  this  RUPRI  analysis  are  not  as  all 
encompassing  as  some  other  sources  of  national  and  state  data,  and  the  reader  may  find  that  some  of  the  national  totals 
reported  here  are  slightly  less  than  those  in  other  reports.  The  critical  advantage  of  the  data  source  used  in  this  study  over 
other  sources  is  its  use  of  the  country  as  the  basic  unit  of  analysis  which  enables  the  spatial  comparisons  emphasized  here. 
RUPRI  analysts  believe  the  relatively  minor  omissions  from  the  data  base  used  here  do  not  introduce  bias  in  the  spatial 
comparisons.  The  population  and  income  data  are  drawn  from  the  Regional  Economic  Information  System  maintained  by 
the  Bureau  of  Economic  Analysis,  U.S.  Department  of  Commerce. 

The  groupings  of  counties  used  to  partition  the  counties  into  four  mutually  exclusive  categories  on  a  rural-urban  continuum 
are  described  in  detail,  including  illustrative  maps,  in  the  forthcoming  publication  noted  above.  The  four  groupings  of 
counties  are:  1)  core  counties  of  large  metropolitan  areas,  2)  other  metropolitan  counties,  3)  nonmetropolitan  counties 
adjacent  to  metropolitan  areas,  and  4)  nonmetropolitan  counties  not  adjacent  to  metropolitan  areas.  The  detailed  description 
of  these  groupings  is  cuoently  available  in  the  previously  published  RUPRI  report  by  Curtis  Braschler  and  Glenn  Nelson, 
Metropolitan  and  Nonmetropolitan  Expenditures:  Aid  to  Families  with  Dependent  Children  (AFDCV  Food  Stamps  and 
Supplementary  Security  Income  (SSIV  RUPRI  Data  Report  P95-4,  June  8,  1995. 


The  Rural  Implications  of  Medicare  Policy  Reform: 
Potential  Impacts  on  Rural  Health  Delivery 

Presented  By: 

Dr  Keith  J.  Mueller 
University  of  Nebraska  Medical  Center 
Center  for  Rural  Health  Research 

Representing  the  RUPRI  Rural  Health  Delivery  Expert  Panel 


Mr.  Chainman  and  Members,  I  thank  you  for  this  opportunity  to  present,  on  behalf  of  this  national  panel  of  rural 
health  policy  experts,  recommended  criteria  to  use  when  considering  the  effects  of  changes  in  Medicare  policies  on  the 
delivery  of  health  services  in  rural  areas.  The  RUPRI  Rural  Health  Delivery  Expert  Panel  has  developed  a  set  of  criteria  for 
use  in  examining  the  rural  implications  of  changes  in  hearth  policies.  1  will  use  results  from  the  Panel's  recent  study  of 
market  force  changes  in  rural  hearth  delrvery,  and  general  analysis,  to  adapt  those  criteria  to  changes  in  Medicare  policies. 
RUPRI  is  now  beginning  a  more  thorough  study  of  the  potential  rural  impacts  of  Medicare  changes,  which  will  include  a 
review  of  cuoent  knowledge  reganjing  Medicare  effects  on  rural  health  beneficiaries  and  providers,  projected  economic 
impacts  of  changes  in  these  reimbursement  polides,  and  expert  analysis  of  the  effects  of  Medicare  policy  changes.  This  will 
be  an  ongoing  project,  with  the  first  resurts  available  later  this  year 

OVERVIEW 

The  mral  hearth  care  delivery  system  is  very  fragile  in  many  areas  of  our  country.  Hearth  care  providers  cannot  rely 
on  high  volumes  of  paying  patients  to  build  reserves  or  cover  the  costs  of  providing  care  to  those  unable  to  afford  services  or 
those,  such  as  Medicaid  and  Medicare  patients,  who  do  not  pay  full  costs.  Feelings  of  isolation,  low  and  inconsistent 
revenues,  and  lack  of  easy  access  to  the  latest  technologies  often  discourage  hearth  professionals  from  practicing  in  rural 
areas.  Extraordinary  efforts  are  often  necessary  to  provide  adequate  access  to  essential  medical  services  for  citizens  of 
sparsely  populated  counties.  Rural  communrties  cannot  always  generate  all  the  resources  locally  to  overcome  the  problems 
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just  mentioned,  wtiich  means  state  and  federal  programs  are  often  vital  to  the  very  existence  of  medical  services  in  many  , 
areas  of  rural  America.  Medicare  is  a  major  resource  of  revenue  for  rural  providers.  The  data  presented  today  by  the  RUPRI 
Regional  Work  Group  demonstrates  why  that  Is  so  -  the  higher  percentage  of  elderly  In  rural  counties. 


Given  the  importance  of  Medicare  payments  to  rural  providers  and  Medicare  benefits  to  rural  citizens,  the  RUPRI  Health 
Delivery  Panel  recommends  that  careful  consideration  be  given  to  the  potential  rural  effects  of  any  major  changes  in 
Medicare  policy.  We  have  developed  specific  criteria  to  use  in  such  analysis.  These  are  presented  here,  in  order  of  concem 
to  rural  health  delivery  vis  a  vis  Medicare  changes,  not  necessarily  in  order  of  importance  more  generally:  financial  security, 
availability  of  facilities,  availability  of  professionals,  and  integration  of  services.  Our  focus  is  on  the  health  delivery  system, 
with  implications  for  recipients  of  medical  services. 

CRITERIA  ONE:  IMPACT  ON  FINANCIAL  SECURITY  OF  RURAL  PROVIDERS 
Rural  providers  need  adequate  and  stable  funding  from  Medicare. 

Rural  providers  are  often  quite  dependent  on  public  programs  for  funding,  because  rural  communities  are  characterized  by 
lower  household  income,  more  elderiy  people,  and  more  part  time  or  part  year  wori(.  In  this  fiscal  environment,  reductions  in 
Medicare  revenue  or  increases  that  do  not  keep  pace  with  costs  Will  be  difficult,  and  in  some  cases  impossible,  to  absorb. 
Because  of  the  very  high  proportion  of  elderiy  in  rural  areas,  Medicare  is  a  very  large  and  critical  source  of  payment  for  rural 
health  care  providers.  Generating  cost-savings  in  Medicare  through  such  strategies  as  reducing  disproportionate  share 
payments,  lowing  payment  increases  below  mari^et  basket  adjustments,  and  shifting  to  a  restricted  capitation  payment  could 
jeopardize  the  financial  life  of  rural  providers.  Achieving  cost  savings  by  designing  new  systems  of  payment  (such  as 
risk-based  capitation)  could  threaten  rural  providers  with  financial  min,  particulariy  if  such  systems  are  based  on  historical 
charges,  which  have  been  much  lower  in  rural  than  in  urban  counties.  Where  Medicare  revenues  are  a  large  proportion  of  all 
revenues,  and  where  charges  have  been  low,  because  of  cost  advantages  that  may  no  longer  exist,  or  deliberate  policies  to 
subsidize  low  charges  from  non  patient  revenue,  using  historical  charges  to  set  current  reimbursements  will  create  negative 
operating  margins. 

Potential  effects  of  Medicare  policy  changes: 

Positive:  During  recent  years,  policy  changes  in  Medicare,  linked  to  PPS  for  hospitals 

and  RBRVS  for  physicians,  have  reduced  urt)an-rural  disparities  in  payment.  Further  changes  in  policies  designed  to 
produce  savings  could  further  reduce  those  disparities  and  level  the  playing  field  for  potential  income  of  providers  in  urtian 
and  rural  communities. 

Negative:  If  historical  charges  are  the  basis  for  new  systems  of  reimbursement,  such  as  fixed  capitation,  new  payments  will 
not  equal  costs  for  many  rural  providers.  Given  the  greater  dependency  of  rural  providers  on  Medicare  revenues  for  finandal 
security,  this  will  place  even  greater  financial  stress  on  these  facilities  and  could  force  at  least  some  providers  out  of 
business. 

CRITERIA  TWO:  IMPACT  ON  AVAILABiUTY  OF  APPROPRIATE  RURAL  FACILITIES 
The  importance,  and  vulnerability,  of  rural  facilities  must  be  acknowledged. 

Rural  hospitals,  primary  care  clinics,  long-term  care  facilities  and  special  facilities  such  as  mental  health  facilities  are  critical 
for  rural  communities.  The  financial  condition  of  these  facilities  and  how  they  are  integrated  into  rural  delivery  networks  are 
critical  issues  in  rural  health  system  development. 

Between  1980  and  1990,  330  rural  hospitals  in  this  country  were  closed.  In  rural  hospitals  today,  Medicare  payments  account 
for  approximately  40  percent  of  net  patient  revenue.  In  1992,  31  percent  of  rural  hospitals  had  negative  total  operating 
margins,  comparing  total  revenue  with  total  expenditures. 

Rural  hospitals  and  other  facilities  are  often  the  core  institutions  in  the  integrated  health  delivery  systems  in  rural  areas. 
While  there  is  a  need  for  some  rationalization  of  the  form  and  function  of  many  rural  facilities,  the  financial  stability  of  the 
lead  institution  in  these  communities  is  essential  to  ensure  the  continued  viability  of  new  networits. 

The  importance  of  flexibility  in  payment  and  regulation  is  a  key  rural  issue. 

As  rural  communities  cominue  to  experiment  with  new  configurations  for  their  essential  facilities,  such  as  medical  assistance 
facilities  or  rural  primary  care  hospitals,  reimbursement  policies  will  need  to  keep  pace  with  changes  that  permit  appropriate 
payment.  Community  leaders  and  providers  may  also  need  technical  assistance  to  align  local  changes  with  federal  policies 
related  to  conditions  of  participation  and  reimbursement. 

Any  specifications  of  essential  community  providers  in  new  approaches  which  expand  Medicare  Select,  while  assuring 
access,  should  also  acknowledge  the  diversity  of  providers  in  rural  areas  of  different  slates.  Designating  only  particular  types 
of  providers  (e.g.,  federally  qualified  health  centers  and  sole  community  hospitals)  as  essential  provklers  to  receive 
guaranteed  payment  fails  to  recognize  the  diversity  of  rural  providers,  including  those  in  states  with  few  of  these  designated 
provkler  types  which  have  underserved  areas  being  serviced  by  other  types  of  rural  providers. 

Potential  effects  of  Medicare  policy  changes: 

Positive:  Creating  new  policies  related  to  reimbursement  and  regulations  (conditions  of  participation)  in  Medicare  provides 
an  opportunity  to  establish  in  statute  the  flexibility  that  would  be  useful  to  rural  facilities,  such  as  recognizing  as  legitimate 
recipients  of  payment  hospitals  qualifying  now  in  the  Rural  Primary  Care  Hospital  demonstration  program  or  the  Medical 
Assistance  Facility  demonstration  program. 

Negative:  Retaining  the  current  classifications  of  rural  facilKies  and  reducing  expected 

revenues  based  on  current  charges  would  both  limit  changes  in  facility  configuration  and  limit  the  resources  available  for 
transitions. 
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CRITERIA  THREE:  IMPACT  ON  AVAILABIUTY  OF  HEALTH  PROFESSIONALS  IN  RURAL  AREAS 

The  supply  and  appropriate  distribution  of  primary  care  and  other  health  professionals  are  critical  issues  for  the 
future  of  rural  health. 

For  most  rural  areas,  the  only  type  of  physician  that  is  feasible  and  rational  is  a  primary  care  physician-  especially  general 
and  family  practitioners.  To  improve  the  availability  of  primary  care  physicians  in  rural  communities,  there  is  a  need  for  a 
substantial  expansion  in  the  national  supply  of  primary  care  physicians,  and  programs  and  incentives  that  encourage  those 
physicians  to  practice  in  rural  communities.  For  rural  areas  to  achieve  the  standard  physician-to-population  ratio  of  1  for 
every  3,500  persons,  at  least  5,085  primary  care  physicians  would  be  required.  Shortages  have  also  been  documented  in 
the  following  professions,  at  least  70  percent  of  which  are  in  rural  areas:  dental,  1,115  areas  requiring  3,592  professionals; 
mental  health,  832  areas  requiring  4,033  professionals. 

The  need  for  a  substantial  increase  in  primary  care  physicians  has  become  even  more  critical  given  the  recent  increase  in 
competition  for  primary  care  physicians  from  urtjan  based,  managed  care  systems.  This  is  especially  the  case  in  some 
specific  regions  of  the  country,  including  the  southeast. 

Many  nof>-physician  providers  can  provide  high  quality  primary  care  in  a  cost-effective  fashion  that  is  acceptable  to  those 
living  in  rural  areas.  Those  providers  include  nurse  practitioners,  physician  assistants,  and  certified  nurse  midwives.  They 
are  especially  effective  as  partidpants  in  multi-disciplinary  teams  of  health  professionals  that  serve  rural  areas  -  for 
example,  non-physician  providers  may  staff  clinics  that  are  paris  of  systems  that  include  physicians  in  other  locations. 

Current  cost-effective  programs  are  designed  to  impact  the  supply  of  providers  and  the  infrastructure  of  the  rural 
health  care  system. 

Programs  are  in  place  which  are  designed  to  serve  areas  with  special  needs  in  a  cost-  effective  manner.  Examples  include 
the  National  Health  Service  Corps,  Migrant  and  Community  Health  Centers,  and  Rural  Health  Clinics.  While  changes  may  be 
appropriate  in  these  programs  and  others,  efforts  to  support  innovative  strategies  for  delivering  health  care  in  sparsely 
populated  areas  help  sustain  providers  in  those  communities. 

Potential  effects  of  Medicare  policy  changes: 

PosMive:  As  changes  are  made  in  funding  for  Graduate  Medical  Education  within  Medicare,  policies  explicitly  supporting 
primary  care  professional  training  and  innovative  efforts  to  encourage  rural  practice  would  help  rural  communities. 

Positive:  Direct  reimbursement  for  innovative  service  models  could  be  sustained  and  even  enhanced,  as  part  of  new  policies 
designed  to  achieve  Medicarv  savings.  In  the  long  run,  these  policies  could  be  cost-effective,  by  keeping  care  local  through 
mral  providers. 

Negative:  Deep  reductions  in  Graduate  Medical  Educational  payments,  without  alternative  funding  for  training,  could  limK  the 
nation's  ability  to  produce  the  number  of  professionals  necessary  to  alleviate  cun-ent  shortages. 

Negative:  Reimbursement  policies  that  restrict  payment  to  certain  types  of  health  professionals  could  limrt  the  ability  to  use 
other  professionals,  such  as  non-physidan  primary  care  providers,  to  their  fullest  potential. 

CRITERIA  FOUR:  INTEGRATION  AND  COORDINATION  OF  RURAL  SERVICES 

Incentives  art  needed  to  serve  underserved  areas  and  facilitate  network  development  through  reimbursement 
policies. 

Many  mral  communities  and  providers  are  beginning  efforts  to  develop  integrated  service  delivery  networics  that  will  provide 
more  cost-effective  care  and  potentially  serve  as  the  vehicles  for  introdudng  managed  care  to  rural  America.  Networics 
developed  in  large  rural  communities,  or  those  developed  in  urban  communities  that  extend  into  mral  areas,  may  need 
spedal  incentives  in  order  to  serve  more  sparsely  populated  areas.  Rural  communities  wanting  to  develop  locally-based 
networics.  before  potential  incursion  of  urban-based  systems,  may  need  spedal  finandal  and/or  regulatory  considerations  in 
order  to  become  viable.  Programs  designed  to  assist  in  developing  mral  networics  should  be  used  to  continue  assistance 
where  needed,  and  provide  analysis  to  use  in  developing  payment  and  regulatory  polides. 

Payment  polides  can  indude  spedal  incentives  to  provide  care  in  underserved,  sparsely  populated  areas.  Examples  exist 
now.  sole  community  hospital  designation,  bonus  payments  for  physidans  in  small  mral  hospitals,  and  demonstration 
programs  for  new  dassifications  of  mral  fadlities. 

Potential  effects  of  changes  in  Medicare  policy: 

Positive:  New  reimbursement  polides  could  indude  incentives  to  serve  underserved  areas. 

Positive:  Well-timed  (i.e..  when  local  communities  are  ready  for  change)  changes  in  Medicare  policy  to  encourage  greater 
use  of  managed  care  could  assist  mral  netvrarics  in  making  managed  care  plans  finandally  viable.  This  is  espedally 
important  in  those  mral  areas  with  high  percentages  of  local  provider  revenue  derived  from  Medicare. 

Negative:  Reductions  in  expected  reimbursement  t>ased  on  historical  charges  would  limrt  resources  that  could  be  devoted  to 
networic  development,  and  make  mral  providers  less  attradive  for  incorporation  into  networics. 

Negative:  Moving  too  rapidly  to  risk-based  managed  care  contracts  may  result  in  externally-based  providers  dominating  mral 
maricets  and  cheny  picking  lucrative  maricets,  because  mral  provider  networics  are  not  yet  ready  to  compete  with  locally- 
based  plans. 


Thank  you.  Mr.  Chairman.  1  would  be  pleased  to  respond  to  questions. 
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21st  Century.  In  the  health  policy  area.  Dr.  McBride's  research  has  focused  on  the  uninsured,  long-term  care,  and  health 
care  reform.  Dr.  McBride  joined  the  Department  of  Economics  in  1991  at  the  University  of  Missouri-St.  Louis  after  spending 
four  years  at  the  Urtsan  Institute  in  Washington,  D.C.  He  received  his  Ph.D.  from  the  University  of  Wisconsin  in  1987. 

Glenn  L  Nelson,  Ph.D.  is  chair  of  the  RUPRI  Regional  Modeling  Woric  Group  and  an  economic  consultant  in  regional 
development  policy.  His  current  research  focuses  on  the  regional  and  sectoral  impacts  of  changes  in  entitlement  policies 
and  associated  fiscal  policies.  Nelson's  experience  includes  direct  involvement  in  governmental  policy  making,  as  well  as  in 
research  and  teaching.  He  was  the  State  Economist  of  Minnesota  in  1985-1987,  Senior  Staff  Economist  with  the  President's 
Council  of  Economic  Advisers  in  1982-1983,  and  an  economist  with  the  Office  of  Economic  Opportunity  and  the  Cost  of 
Living  Council  in  1971-1974.  He  was  a  member  of  the  faculty  of  Purdue  University  in  1974-1977  and  of  the  University  of 
Minnesota  in  1977-1990.  He  resides  in  Ann  Artx>r,  Michigan. 

Shirley  L.  Porterfield,  Ph.D.  is  Visiting  Assistant  Professor,  in  the  Dept.  of  Political  Science,  Washington  University  In  St. 
Louts.  Dr.  PorterfiekJ  has  published  numerous  research  articles  on  regional  development  issues,  with  particular  emphasis  on 
the  impacts  of  industrial  restructuring  on  employment,  earnings,  and  fringe  benefits.  She  is  currently  woriong  on  an  analysis 
of  woricers  and  industries  adversely  impacted  by  implementation  of  the  North  American  Fee  Trade  Agreement.  Dr. 
Porterfield  began  her  career  at  the  Economic  Research  Service,  US  Department  of  Agriculture.  She  recently  joined  the 
faculty  at  Washington  University  after  spending  two  and  a  half  years  at  the  Rural  Policy  Research  Institute  at  the  University 
of  Missouri-Columbia.  She  received  her  Ph.D.  from  the  University  of  Wisconsin  in  1988. 

Ron  Shaffer,  Ph.D.  is  Professor  of  Agricultural  Economics  and  Community  Development  Economist,  University  of 
Weconsin-Madison/Exler.sion.  Dr.  Shaffer  directs  the  National  Rural  Economic  Development  Institute,  which  is  part  of  the 
National  Rural  Development  Partnership.  He  has  been  a  faculty  member  at  the  University  of  Wisconsin-Madison  since 
January  1972,  serving  as  Director  of  the  University  of  Wisconsin-Madison/Extension  Center  for  Community  Economic 
Development  since  1990.  His  extension  efforts  have  emphasized  worthing  with  Wisconsin  communities  to  create 
comprehensive  development  strategies.  He  also  teaches  a  graduate  course  and  does  research  in  the  area  of  Community 
Economics.  He  has  addressed  questions  of  local  development  strategies  in  both  domestic  and  international  settings. 

Ron  Young,  Ph.D.  is  the  Kansas  State  Cooperative  Extension  Local  Government  and  Rural  Health  Economist.  Dr.  Young 
has  served  Wisconsin  state  govemment  as  a  team  leader  for  program  development  and  evaluation  in  the  Division  of  Health 
and  Social  Services.  He  has  also  worthed  as  the  manager  of  data  analysis  for  the  CNA  Insurance  Companies.  Dr.  Young  is 
cun^ntly  participating  in  several  state  and  national  health  policy  and  health  economics-related  initiatives.  He  is  Director  of 
the  U.S.  Cooperative  Extension  System's  "Health  Care  Reform  Education  Development  Project",  serves  as  a  member  of  the 
Kansas  State  Health  Data  Consumer  Task  Force,  and  is  Associate  Director  of  the  evaluation  project  for  the  state's  Senior 
Care  Act  Dr.  Young  also  directs  an  ongoing  multi-country  analysis  of  the  economic  impacts  of  rural  hospitals. 


324 


Mr.  Ensign.  Thank  you,  Dr.  Mueller. 
Ms.  Hardt. 

STATEMENT  OF  CHARLOTTE  L.  HARDT,  MEMBER,  BOARD  OF 
TRUSTEES,  NATIONAL  RURAL  HEALTH  ASSOCLVTION 

Ms.  Hardt.  Thank  you,  Mr.  Chairman,  and  Members  of  the  Sub- 
committee. I  am  Charlotte  Hardt  and  I  am  a  member  of  the  Board 
of  Trustees  of  NRHA,  the  National  Rural  Health  Association.  I  am 
president  of  the  State  Association  Council  of  NRHA.  The  National 
Rural  Health  Association  would  like  to  express  their  appreciation 
for  this  opportunity  to  present  their  views  on  the  impact  of  Medi- 
care on  rural  health  care  delivery.  I  also  spent  6  years  as  a  rural 
hospital  administrator  in  a  20-bed  hospital,  so  I  am  speaking  from 
that  perspective  as  well. 

We  recognize  the  urgent  need  to  reduce  the  Federal  deficit,  but 
we  believe  a  balanced  approach  must  be  taken  to  recognize  and  ad- 
dress the  health  care  needs  of  American  citizens  living  in  rural  and 
frontier  communities.  Rural  providers  will  not  be  sustained  by 
abruptly  reducing  Medicare  with  Draconian  cuts.  Rural  areas,  with 
their  disproportionate  share  of  the  elderly,  will  suffer  inordinately 
as  you  have  heard  over  and  over  today. 

If  cuts  need  to  be  made  and  we  are  aware  that  they  must,  a  well 
timed  phaseout  over  time  is  preferred. 

We  heard  about  some  of  the  biases  in  rural  reimbursement  today 
and  NRHA  recommends  that  the  wage  index  reflect  the  price  of 
labor  by  reimbursing  rural  hospitals  with  a  fair  occupational  mix 
adjustment  which  is  a  real  issue  in  many  States. 

The  National  Rural  Health  Association  also  believes  that  higher 
payments  for  primary  care  services  can  be  achieved  by  reconfigur- 
ing the  current  fee  schedule  to  a  single  conversion  factor.  That  is 
also  an  issue,  especially  with  some  of  our  physicians  in  Forks, 
Washington,  who  think  it  is  an  awful  thing  the  way  it  is  now. 

I  want  to  talk  a  little  bit  about  some  of  the  human  stories  that 
are  behind  some  of  the  facts,  figures,  and  numbers  you  have  been 
hearing  today.  We  all  know  the  story  that  if  you  have  read  about 
one  rural  area,  that  is  all  you  have  ever  heard  about  and  I  want 
to  tell  you  about  a  couple  of  those. 

For  example.  Republic,  Washington,  is  a  mining  and  timber  com- 
munity of  about  1,000  people  up  near  the  Canadian  border.  These 
people  through  the  support  of  a  public  hospital  district  tax  support 
Ferry  County  Memorial  Hospital  which  is  a  25-bed  facility.  They 
have  11  acute  care  beds,  4  swing  beds,  and  14  long-term  care  beds. 
They  recruit  and  employ  the  providers  in  their  local  community. 
They  pay  their  malpractice  insurance.  They  provide  emergency 
room  service,  obstetrical  services.  They  have  a  home  health  agency 
they  can  contract  with.  They  have  a  rural  health  clinic  and  they 
also  have  some  subsidized  housing  that  the  hospital  district  has 
been  able  to  help  get  going. 

For  the  first  time  in  5  years  this  hospital  has  realized  a  1- 
percent  profit  margin.  They  closed  for  a  short  time  about  6  years 
ago  due  to  a  shortage  of  physicians.  And  this  is  one  where  an  ab- 
rupt or  heavy  Medicare  cuts  would  have  a  devastating  con- 
sequence. The  hospital  would,  most  likely  close,  and  losing  a  hos- 
pital in  an  area  that  is  dependent  on  hazardous  occupations  like 
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timber  and  mining  where  you  have  to  go  over  high  mountain 
passes  to  the  next  faciUty  would  be  disastrous.  The  ambulance 
often  has  to  drive  to  meet  the  helicopters  because  of  adverse  weath- 
er conditions.  In  good  weather,  the  nearest  facility  is  iy2-hour 
drive. 

Another  rural  community  is  Odessa,  Washington,  a  community  of 
about  1,500  people.  It  supports  Odessa  Memorial  Hospital.  They 
pay  the  highest  hospital  property  taxes  in  our  State,  and  they  pay 
close  to  $4  a  thousand  in  property  values.  This  tax  district  sub- 
sidizes a  16-bed  hospital  with  their  5  swing  beds  and  23  long-term 
care  beds,  home  health  services,  a  rural  health  clinic  that  is  serv- 
iced by  a  physician  and  a  PA,  and  assisted  living  apartments. 

There  was  a  recruitment  effort  to  get  that  provider  in  there.  The 
hospital  district  also  provided  support  in  the  way  of  helping  to  pay 
off  student  loans  ahead  of  time  in  order  to  even  get  this  provider 
there. 

This  hospital,  along  with  the  next  nearest  hospital,  which  is  55 
miles  away,  has  contracted  with  their  county  commissioners  to  take 
on  the  public  health  functions  of  that  county.  This  hospital  is  utiliz- 
ing some  pretty  scarce  resources  to  the  maximum.  They  use  their 
nursing  staff  to  provide  both  public  health  and  home  health  serv- 
ices. 

This  hospital  is  surviving  on  a  very  narrow  margin,  but  they 
would  probabl}^  be  better  off  if  they  were  not  a  hospital.  They 
would  be  a  substantially  more  viable  facility  if  Congress  could  pass 
an  alternative  facility  law,  similar  to  the  model  project/demonstra- 
tion project  in  Montana.  Our  State  has  such  a  law  on  the  books  but 
because  Medicare  does  not  provide  compensation  for  it,  the  hos- 
pitals cannot  afford  to  take  advantage  of  that  kind  of  downsizing. 

The  National  Rural  Health  Association  Policy  Board  has  recently 
developed  a  white  paper  on  managed  care,  looking  at  some  of  the 
things  we  were  hearing  about  today.  To  be  effective,  those  kinds  of 
activities  must  be  sensitive  to  practice  environments  in  rural  com- 
munities. An  example  is  what  recently  happened  in  the  community 
of  Colfax,  Washington.  A  California  managed  care  organization 
came  into  Colfax  and  sold  a  Medicare/Medigap  policy  at  an  incred- 
ibly low  rate.  There  was  a  big  promotion  and  many  people  bought 
it. 

Then  the  rural  elderly  residents  found  out  they  had  to  travel 
from  1  to  4  hours  to  take  advantage  of  that  cheap  care.  And,  of 
course,  who  were  they  mad  at?  The  hospital  administrator  because 
they  were  not  part  of  the  plan.  What  makes  it  interesting  is  the 
hospital,  nor  its  providers  were  ever  consulted  or  invited  to  partici- 
pate in  that  particular  plan. 

Another  thing  is  antitrust  protection.  In  the  same  facility  the  five 
providers  and  the  hospital  joined  with  their  community  to  make  up 
the  community  provider  organization.  They  have  been  challenged 
in  front  of  our  health  care  commission  by  some  of  the  managed 
care  organizations  as  being  antitrust  activities  so  they  will  not 
have  to  negotiate  with  them  as  a  single  block. 
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Rural  communities  are  leading  the  way  in  many  ways  in  design- 
ing innovative  rural  health  care  delivery  systems  that  make  sense 
for  their  unique  health  care  needs.  As  you  begin  to  craft  Medicare 
reform  policy,  the  National  Rural  Health  Association  looks  forward 
to  working  with  you  to  share  quality  health  care  services  for  Amer- 
icans living  in  rural  communities. 

I  thank  you  for  your  time  with  us  today. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  THE  NATIONAL  RURAL  HEALTH  ASSOCIATION  TO  THE 
HOUSE  WAYS  AND  MEANS  SUBCOMMTITEE  ON  HEALTH,  PRESENTED  BY 
CHARLOTTE  HARDT,  >«:MBER,  BOARD  OF  TRUSTEES,  NATIONAL  RURAL 
HEALTH  ASSOCIATION,  JULY  20, 1995 

Cbaiiman  Tliomas  and  Members  of  the  House  Ways  and  Means  Subcommittee  on  Health.  I  am 
Charlotte  Hardt,  Associate  Director  of  the  Eastern  Washington  Area  Health  Education  Center  at 
the  Washington  State  University  in  Spokane,  Washington.  I  am  a  member  of  the  Board  of 
Trustees  of  the  National  Rural  Health  Association  (NRHA)  and  the  President  of  the  State 
Association  Council  of  NRHA.  The  National  Rural  Health  Association  ^preciates  the 
opportunity  to  present  its  views  on  the  potential  impact  of  Medicare  on  rural  health  care  delivery. 

The  National  Rural  Health  Association  membership  is  comprised  of  small,  rural 
hospitals,  community  and  migrant  health  centers,  rural  health  clinics,  primary  care  physicians, 
non-physician  providers,  educators  and  other  rural  health  advocates. 

The  National  Rural  Health  Association  recognizes  the  urgent  need  to  reduce  the  federal 
deficit  However,  as  you  begin  deliberations  on  Medicare  reform,  we  believe  that  a  more 
balanced  approach  must  be  taken  to  recognize  and  address  the  health  care  needs  of  American 
citizens  living  in  rural  and  frontier  commimities. 
HV.AT.TH  SYSTEMS  FTNANCTNG  ISSUES 

The  National  Rural  Health  Association  believes  that  there  are  two  major  issues  in 
financing  health  systems  reform  that  must  be  considered  as  you  debate  Medicare  reform.  These 
are:  (1)  how  to  finance  the  overall  system  and  (2)  how  to  pay  for  services  as  well  as 
reimbursement  focusing  on  the  patient/provider  relationship. 

Rural  providers  wiD  not  be  sustained  by  abmptly  reducing  Medicare  with 
draconian  cuts.  Rural  areas,  with  their  disproportionate  number  of  elderly,  will  suffer 
inordinately  with  any  decrease  in  Medicare  funding.  If  cuts  must  be  made,  a  well  timed 
phase-out  over  time  is  preferred. 

Achieving  savings  by  reducing  disproportionate  share  reimbursement,  droppii^ 
hospital  payment  updates,  eliminating  sole  community  provider  status,  and  moving 
towards  a  limited  capitated  rate  could  put  rural  providers  in  financial  jeopardy. 

Rural  hospitals  followed  the  mandate  set  by  the  Congress  to  reduce  expensive  inpatient 
services  by  providing  more  services  that  could  be  performed  on  an  ouQ)atient  basis.  They  did 
exactly  what  the  Congress  sought  to  the  point  where  now  about  55  percent  of  rural  hospitals' 
Medicare  revenue  are  from  outpatient  services.  Yet,  rural  hospitals  will  find  that  reductions  in 
outpatient  services,  let  alone  reductions  in  the  hospital  updates,  will  substantially  erode  their 
financial  base,  causing  vital  services  to  be  reduced  or  eliminated. 
MEDICARE  fflSTQRICAL  BIASES 

It  is  clear  that  historical  biases  in  reimbursement  to  rural  providers  exist  in  our  current 
health  care  system.  Medicare  pays  rural  providers  up  to  40  percent  less  than  their  urban 
counterparts  for  the  same  services.  Costs  for  those  services  in  rural  communities  are  generally 
higher  because  rural  providers  cannot  take  advantage  of  economies  of  scale  and  many  other 
reasons. 

If  new  health  systems  are  based  on  historical  experiences,  rural  providers  and  their 
patients  will  be  put  at  further  risk  of  losing  critical  health  care  resources  and  services.  The 
rural/urban  Medicare  differential,  reform  of  the  Medicare  wage  index  and  adjusting  for 
occupational  mix  are  reimbursement  issues  that  have  had  a  negative  impact  on  delivery  of  care  in 
rural  commimities.  Rural  providers  are  paid  less  than  their  urban  counterparts.  This  lower 
reimbursement  rate  coupled  with  lower  utilization  rate  translates  into  lower  Medicare  payments 
on  behalf  of  Medicare  beneficiaries.  This  situation  becomes  more  critical  as  the  trend  moves 
towards  greater  use  of  managed  care  services.  As  rural  hospitals  have  already  driven  their  costs 
down  in  order  to  compensate  for  current  Medicare  discriminatory  payments,  there  is  little  to  no 
flexibility  left  in  their  budgets. 

The  National  Rural  Health  Association  recommends  that  the  wage  index  reflect  the 
price  of  labor  by  reimbursing  rural  hospitals  with  a  fair  occupational  mix  adjustment. 
REIMBURSING  PRIMARY  CARE  PHYSTCTANS 

Biases  exist  in  the  historical  payment  to  rural  primary  care  physicians.  The  Medicare 
reimbursement  for  ofBce  visits  are  substantially  lower  than  the  cost  of  providing  the  services. 
Medicare  fees  simply  do  not  begin  to  cover  the  time  and  material  that  it  takes  to  serve  rural 
chronically  ill  elderly  residents.  NRHA  is  concerned  about  the  Medicare  fee  schedule  structure  in 
that  widely  varying  geogr^hic  schedules  would  continue  the  inherent  biases  in  restrictive 
payment  to  primary  care  providers.  Moreover,  NRHA  is  concerned  with  the  reduction  in  fees 
below  current  levels.  Ultimately,  access  problems  will  arise  for  rural  residents. 
The  National  Rural  Health  Association  believes  that  higher  payments  for  primary  care 
services  can  be  achieved  through  reconfiguring  the  current  fee  schedule  to  a  single 
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conversion  factor.  Moreover,  NRHA  supports  20  percent  bonus  payments  to  primary  care 
providers,  primary  care  physicians,  nurse  practitioners,  certified  nurse  mid-wives  and 
physician  assistants  who  practice  in  health  professions  shortage  areas. 
GRADUATE  MF.mCXl.  KDIJCATION 

Increases  in  incentives  for  primary  care  training  for  all  disciplines  are  critical  to  rural 
areas.  It  is  the  hope  of  the  rural  constituency  that  greater  emphasis  on  quality  training  at  rural 
ambulatory,  hospital  and  non-hospital  sites  will  become  a  recruitment  point  for  luring  primary 
care  physicians  and  non-physician  providers  to  practice  in  rural  communities. 

NRHA  supports  direct  graduate  medical  education  reimbursement  to  rural 
ambulatory,  hospital  and  non-hospital  sites  and  paying  of  local  providers  for  their  time  to 
teach.  Further,  NRHA  supports  up-weighting  direct  medical  education  and  indirect 
medical  education  payments  for  primary  care  residency  positions. 
I  JVING  IN  ONE  RURAL  STATE 

One  pearl  of  wisdom  about  rural  areas  is  "if  you  have  seen  one  rural  area,  you  have  seen 
one  rural  area."  There  is  incredible  diversity  in  the  rural  health  care  delivery  system.  Take  for 
example  Republic,  Washington.  Republic  is  a  mining  and  timber  community  of  1055  people  near 
the  Canadian  border. 

Through  the  support  of  a  public  hospital  district  tax.  Republic  supports  Ferry  Coxmty 
Memorial  Hospital,  a  25  bed  facility  with  1 1  acute  care  beds,  4  swing  beds,  and  14  long  term 
care  beds.  The  hospital  recruits  providers  and  pays  their  malpractice  insurance.  It  has  emergency 
room  service,  obstetrics  services  (delivering  35-40  babies  annually),  a  home  health  agency,  a 
rural  health  clinic,  and  it  provides  subsidized  housing.  For  the  first  time  in  five  years,  the  hospital 
has  realized  a  one  percent  profit  margin. 

Ferry  Coimty  Memorial  Hospital  is  the  last  Hill  Burton  hospital  buiU  in  the  State  of 
Washington.  It  closed  for  a  short  time  about  six  years  ago  due  to  a  shortage  of  physicians.  Abrupt 
and  heavy  Medicare  cuts  woxild  have  devastating  consequences  on  this  rural  community.  The 
hospital  would  most  likely  close.  As  an  employer,  the  economic  impact  of  the  closure,  coupled 
with  the  layoffs  in  the  timber  industry  would  be  disastrous.  Losing  the  hospital  would  make 
employees  who  are  already  in  high  risk  occupations  more  vulnerable  if  an  emergency  situation 
should  arise.  There  would  be  no  base  for  health  care  personnel.  Physicians,  nurse  practitioners 
and  physician  assistants  would  leave  the  Republic  community  because  they  would  no  longer  be 
subsidized  by  the  provider  district.  Imagine  an  emergency  situation,  during  ominous  weather 
conditions,  where  the  ambulance  must  drive  between  two  mountain  passes  to  meet  the  helicopter 
to  fly  a  patient  to  the  nearest  hospital.  In  good  weather,  the  nearest  facility  is  a  1 .5  hour  drive. 

Let  us  look  at  yet  another  rural  community  in  Odessa,  Washington.  This  community  of 
1500  people  supports  the  Odessa  Memorial  Hospital  through  heavy  property  taxes  of  $4/$ 1000. 
This  tax  district  helps  to  subsidize  the  16  bed  hospital,  with  5  swing  beds  and  23  long  term  care 
bed  services,  home  health  services,  a  rural  health  clinic  (serviced  by  a  physician  and  a  physician 
assistant),  and  assisted  living  apartments.  As  a  recruitment  effort,  the  hospital  helped  to  pay  off 
the  school  loans  of  a  physician  before  she  started  to  practice  in  the  community. 

Odessa  Hospital,  along  with  a  hospital  in  Davenport,  Washington,  w^ch  is  about  55 
miles  away,  contracted  with  county  commissioners  to  take  on  the  public  health  functions  of  the 
county.  Efficiently  utilizing  scarce  resources  to  the  maximum,  the  hospital  uses  the  nursing  staff 
to  provide  the  public  health  and  home  health  services. 

Odessa  Memorial  Hospital  is  surviving  on  a  very  narrow  margin.  It  could  be  a 
substantially  more  viable  facility  if  the  Congress  would  pass  an  alternative  facility  law. 
This  would  be  similar  to  the  model  in  Montana,  the  medical  assistance  facility 
demonstration  program  and  the  model  passed  by  the  Washington  State  legislature. 

An  alternative  facility  is  a  facility  that  is  a  little  less  than  a  hospital,  yet  more  than  a 
clinic  The  facility  would  allow  for  vertical  integration,  have  short  stay  beds  for  observation 
or  short  term  illness,  have  a  waiver  of  the  hospital  stafiBng  requirements,  and  allow 
emergency  room  coverage.  It  probably  would  not  have  surgery  capability,  other  than  for 
outpatient  surgery,  would  do  low  risk  obstetrics,  and  could  be  staffed  by  mid-levels  (nurse 
practitioners,  certified  nurse  mid-wives  and  physician  assistants).  It  would  allow  Medicare 
compensation  for  facility  charges  such  as  emergency  room  charges.  This  kind  of  rural 
community-based  health  care  system  could  survive  as  an  integrated  entity,  without  all  of  the 
excessive  regulatory  requirements  now  biirdening  some  rural  hospitals. 
MANAGED  CARE 

Major  changes  are  occurring  in  the  delivery  of  health  care  services  in  many  parts  of  rural 
America.  One  of  these  changes  is  the  development  of  service  delivery  networks  widi  a  managed 
care  component  In  some  areas  large  urban-based  managed  care  networics  are  expanding  into 
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rural  areas  and  Qontracting  with  local  providers.  In  other  areas,  rural-based  managed  care  plans 
have  been  organized  at  the  community  level. 

The  Rural  Health  Policy  Board  of  the  NRHA  recently  developed  a  white  paper  on 
managed  care.  It  foimd  that  there  are  successful  models  of  both  urban-based  and  rural-based 
managed  care  models  operating  in  rural  areas.  Rural  managed  care  plans  have  the  potential  to 
lower  the  cost  of  medical  care,  improve  the  quality  of  care  and  help  sxistain  the  local  health  care 
system.  With  managed  care  plans,  premium  costs  can  be  lower  because  the  primary  care 
physician  acts  as  a  coordinator  or  gatekeeper  in  the  referral  of  patients  to  specialists.  Managed 
care  plans  also  have  lower  rates  of  hospitalization,  and  some  offer  financial  incentives  to  provide 
clinical  preventive  services.  Quality  of  care  may  be  improved  by  assigning  each  patient  to  a 
primary  care  practitioner,  thus  providing  a  "medical  home"  to  everyone  enrolled  in  the  plan. 
Also,  since  many  rural  physicians  practice  in  relative  isolation,  rural  managed  care  plans 
sometimes  facilitate  a  greater  sharing  of  information  among  physicians  through  utilization 
review  and  quality  assurance  activities. 

To  be  effective,  however,  these  activities  must  be  sensitive  to  the  practice  environment 
and  unique  conditions  prevailing  in  rural  areas  (e.g.  longer  hospital  stays  because  of  travel 
distances  and  road  conditions).  Moreover,  rural  essential  community  providers  must  have  a 
protective  status  to  keep  systems  in  place,  or  they  will  be  cherrypicked  off  by  well-financed 
managed  care  organizations. 

Now  let  me  give  you  an  example  of  what  recentiy  happened  in  Colfax,  Washington.  A 
California  managed  care  organization  came  into  Colfax  selling  a  Medicare  Medigap  policy  at  an 
incredibly  low  price.  There  was  a  big  promotion  of  the  product.  Then  the  rural  elderly  residents 
found  that  they  had  to  travel  one  hour  to  four  hours  to  receive  this  nice,  cheap,  centralized  care. 
What  resuJted  were  calls  fix)m  the  elderly  residents  to  the  Colfax  Hospital  administrator 
complaining  about  having  to  drive  such  a  distance  for  their  health  care  services. 

What  makes  this  so  interesting,  is  that  neither  the  hospital,  nor  the  providers  were  ever 
consulted  or  invited  to  participate  in  the  plan.  Now  the  hospital  administrator  is  negotiating  with 
the  managed  care  organization  to  allow  the  Colfax  community  provider  hospital  organization  to 
be  a  part  of  the  plan.  The  consequence,  however,  is  that  the  cost  of  the  plan  to  the  elderly  will 
rise  significantiy. 

The  National  Rural  Health  Association  has  made  a  number  of  recommendations 
regarding  a  managed  care  firework  that  assures  high  quality,  affordable,  and  accessible  health 
care  to  all  rural  residents.  This  framework  includes  state  and  local  determination,  consumer 
choices,  strong  financial  incentives,  patient  protections,  adequate  coverage,  and  provider  choice. 
ANTITRUST 

Antitrust  protection  is  essential  if  rural  areas  are  going  to  be  able  to  play  on  that  level 
field  we  keep  hearing  about.  The  ability  of  the  providers  and  hospitals  to  unite  with  their 
community  to  form  their  own  organizations  able  to  negotiate  with  managed  care  organizations  is 
crucial  to  protecting  fragile  rural  systems  that  have  been  painstakingly  built  up  by  rural  folks  to 
take  care  of  their  own. 

When  a  community  such  as  Colfax,  with  its  five  physicians  and  small  hospital,  forms  a 
community  provider  hospital  organization  (CPHO)  and  then  is  legally  challenged  by  large  state- 
wide managed  care  organizations  who  do  not  want  to  negotiate  with  them  as  a  united  group, 
something  is  wrong.  Rural  commxmities  are  trying  to  further  reduce  their  extremely  low  costs  by 
combining  the  management  and  other  services  of  public  health,  home  health,  clinics,  and 
hospitals,  thereby  sharing  staff  and  reducing  administrative  costs.  These  kinds  of  efforts  would 
be  undertaken  by  more  rural  communities  if  the  specter  of  antitrust  was  to  be  removed. 

As  you  can  see,  inherent  historical  biases  in  reimbursement  to  all  rural  prc/iders,  coupled 
with  a  fragile  health  care  system  so  dependent  on  Medicare  reimbursement  because  of  the 
disproportionately  high  elderly  population  living  in  rural  and  frontier  communities,  warrants  the 
Congress  to  judiciously  consider  any  Medicare  reform  pohcy  changes.  Consideration  must  be 
given  to  siistaining  and  allowing  reimbursement  for  alternative  rural  health  care  systems.  Policies 
that  shift  rural  residents,  particularly  the  poor  elderly,  into  managed  care  plans  need  special 
attention  in  light  of  the  paucity  of  volume  to  sustain  the  providers  and  the  paucity  of  providers 
who  practice  in  rural  areas. 

Rural  communities  are  leading  the  way  in  designing  innovative  rural  health  care  delivery 
systems  that  make  sense  for  their  unique  health  care  needs.  As  you  begin  to  craft  Medicare 
reform  policy,  the  National  Rural  Health  Association  looks  forward  to  working  with  you  to 
assure  quality  health  care  services  for  Americans  living  in  rural  communities. 
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Mr.  Ensign.  I  thank  the  panel  for  their  testimony. 

The  gentleman  from  Nebraska. 

Mr.  Christensen.  Thank  you,  Mr.  Chairman. 

I  welcome  my  fellow  friend  from  the  Cornhusker  State.  We  are 
glad  to  have  you  here  and  we  are  honored  to  hear  your  testimony. 

My  questioning  would  be  in  the  regards  of  what  has  been  your 
experience  with  the  telemedicine  approach  in  the  rural  hospital 
arena?  I  grew  up  in  St.  Paul,  Nebraska,  as  you  know,  which  is  a 
small  farming  community.  And  even  though  I  serve  a  largely  urban 
area  now,  in  Omaha,  I  am  still  very  much  intimately  desirous  to 
see  a  health  care  situation  that  is  going  to  be  good  for  everybody. 

My  whole  family  is  involved  in  agriculture  and  some  of  the  sta- 
tistics that  you  lay  out  do  concern  me.  But  I  am  also  aware  of  what 
we  have  in  front  of  us  in  terms  of  the  amount  of  money  that  the 
Medicare  Trust  Fund  will  have  in  its  account,  unless  we  are  willing 
to  do  something  now  which  is  zero  in  2002. 

I  disagree  vehemently  with  my  friends  on  the  left  who  say  let  us 
fix  Medicare  temporary  and  make  a  little  adjustment  here,  or  let 
us  raise  taxes  here  and  there  to  get  it  along  another  2  or  3  years. 
I  truly  believe  we  need  to  have  a  structural  change  to  the  whole 
Medicare  delivery  service  so  that  we  can  permanently  secure  the 
system  ad  infinitum. 

I  would  like  to  hear  how  we  could  address  rural  Americans  needs 
in  the  Medicare  situation.  I  touched  on  it  this  morning  that  maybe 
alliances  like  some  of  the  things  Nebraska  is  doing  already  might 
be  a  possible  solution. 

What  ideas  do  you  have  in  that  area,  and  especially  in  the  tele- 
medicine  area? 

Mr.  Mueller.  Thank  you.  Congressman  Christensen,  and  thank 
you  for  welcoming  me  as  a  fellow  Cornhusker.  It  is  nice  to  be  from 
a  national  championship  State  for  at  least  1  year. 

The  direct  answer  to  the  telemedicine  question  really  has  two 
parts.  One,  in  terms  of  what  we  know  clinically  and  by  lots  of  evi- 
dence, we  do  not  know  a  lot  yet  because  in  rural  America,  as  you 
may  know,  telemedicine  is  still  a  fairly  new  technology,  not  widely 
used.  In  our  own  State  there  is  a  demonstration  project  underway 
in  Carney  that  uses  telemedicine  to  communicate  between  the  Car- 
ney Hospital  and  about  four  or  five  hospitals  around  there  so  that 
physicians  can  use  some  of  the  secondary  care  available  in  Carney. 

There  are  some  States,  Kansas  and  Georgia  are  two  that  come 
to  mind,  that  have  more  experience,  but  still  not  quite  enough  to 
draw  a  firm  conclusion.  However,  the  preliminary  evidence  all 
points  to  it  being  a  very  positive  development  for  rural  America, 
that  it  is  a  way  to  have  some  subspecialty  consultations  available 
to  rural  primary  care  providers  even  though  the  subspecialist  is  not 
there. 

And  I  can  tell  you,  I  just  read  results  earlier  today,  of  a  survey 
of  parents  in  Chadron  and  Gordon,  Nebraska,  out  in  our  panhandle 
who  were  asked.  What  would  you  think  about  telemedicine  as  a 
means  to  get  care  for  your  children  from  pediatricians?,  and  the 
overwhelming  response  was  favorable,  as  it  is  from  providers. 

So  I  think  one  answer  is  all  indications  are  this  is  a  promising 
development,  we  need  to  move  it  forward. 
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The  second  part  of  the  answer  is  our  reimbursement  needs  to 
move  with  that.  And  currently  we  have  some  problems  trying  to  get 
not  just  Medicare  but  other  insurers  to  recognize  that  providing 
consultation,  through  telemedicine,  ought  to  be  a  reimbursable  ex- 
pense by  the  providers.  And  until  it  is,  that  will  remain  a  stum- 
bling block.  Projects  like  Carney's  now  need  special  waivers  in 
order  to  pay  for  that  telemedicine. 

So  that  is  one  of  the  positive  things  I  was  mentioning  earlier, 
that  as  you  recraft  Medicare  policy  you  can  think  about  that,  put 
that  into  the  policy  as  a  positive  development. 

To  answer  your  question  about  alliances,  that  is  another  example 
of  where  recrafting  policy  can  become  a  very  positive  development 
for  rural.  It  goes  to  the  fourth  criteria  of  the  Delivery  Panel's  testi- 
mony which  is  related  to  integrated  services. 

And  what  we  are  suggesting  there  is  to  think  about  ways  in 
which  payment  could  be  linked  to  systems  of  care  rather  than  indi- 
vidual providers.  So,  again,  with  a  slight  shift  in  how  we  reimburse 
which  could  very  well — we  have  not  had  a  chance  and  neither  have 
your  analysts  to  work  out  all  the  costs  on  this — but  that  could  very 
well  be  cost  savings  in  the  long  run,  to  reimburse  a  system  so  that 
you  have  integrated  care.  That  is  a  boost  for  rural  because  if  you 
did  that  with  Medicare,  you  are  doing  it  again  with  a  revenue 
stream  that  amounts  to  anywhere  from  30  to  60  percent  of  the  rev- 
enue for  the  rural  providers. 

So  if  a  net  stream,  you  say,  here  is  an  incentive,  that  is  a  pay- 
ment for  systems  for  you  to  move  even  rapidly  to  an  integrated  sys- 
tem and  an  alliance,  then  we  are  likely  to  see  that  kind  of  move- 
ment. 

Mr.  Christensen.  I  see  that  my  time  has  expired,  thank  you, 
Mr.  Chairman,  thank  you  for  your  answer. 
Mr.  Ensign.  The  gentleman's  time  has  expired. 
Dr.  Hughes.  Mr.  Chairman,  may  I  comment  on  that  question? 
Mr.  Ensign.  Certainly. 

Dr.  Hughes.  The  Cfeisinger  Health  System  is  in  central  and 
northeastern  Pennsylvania  which  is  in  a  very  rural  area.  We  feel 
very  strongly  that  telemedicine  is  going  to  be  a  very  positive  bene- 
fit, not  only  for  the  physician  providers  to  provide  them  with  exper- 
tise from  a  specialty  service,  but  also  for  the  patients. 

Maybe  a  good  example  of  that  would  be  we  have  physicians  that 
are  as  far  as  150  miles  from  our  major  tertiary  care  center,  where 
most  of  our  specialists  are  located.  These  physicians  who  provide 
services  in  those  communities  are  really  the  only  access  to  medi- 
cine for  a  significant  number  of  people  that  live  within  a  radius  of 
40  or  50  miles. 

As  you  can  imagine,  an  individual  who  lives  in  that  area  and 
might  suffer  from  cancer  and  receives  chemotherapy  would  find  it 
very,  very  difficult  to  get  into  a  car,  drive  50  or  60  miles  to  the  clos- 
est facility  that  could  administer  that  kind  of  care.  Telecommuni- 
cations and  telemedicine  really  provides  the  primary  care  physician 
t  in  a  very,  very  small  community  to  use  the  expertise  of  a  specialist 
in  a  large  medical  center  like  we  have,  as  the  hub  of  our  system. 

To  be  able  to  provide  that  service  much  closer  to  home  and  pre- 
vent some  of  the  difficulty  and  hardships  that  an  individual  has  to 
go  through  to  receive  some  care. 
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Mr.  Ensign.  I  just  have  a  couple  of  things  to  toss  out  to  the 
panel  and  that  is  pretty  consistent  with  the  problems  in  rural 
America  with  health  care  and  that  is  the  lack  of  physicians  and  es- 
pecially primary  care  physicians.  Right  now  with  graduate  medical 
education  what  do  you  think,  and  just  maybe  your  comments  on  a 
possible  idea  of  tying,  first  of  all,  the  graduate  medical  education 
subsidy  to  the  resident  so  wherever  they  choose  to  go  it  would  fol- 
low them.  Tied  to  that  in  exchange  for  that  money  going  with  that 
resident,  almost  as  a  stipend,  that  person  then  would  owe  perhaps 
1  year's  service  in  rural  America,  especially  the  primary  care  physi- 
cians or  2  years  or  whatever  it  is.  And  if  they  choose  not  to  do  it, 
then  obviously,  they  would  have  to  pay  the  Federal  Government 
back  the  money  that  it  subsidized  for  their  residency. 

Dr.  Hughes.  I  would  like  to  comment  on  that  if  I  may.  I  think 
that  is  an  idea  that  needs  some  support.  I  would  tell  you  that  in 
our  own  system,  at  the  present  time,  we  have  about  200  residents 
in  training.  Our  residency  training  programs  have  been  in  exist- 
ence for  many,  many  years.  We  graduate  approximately  50  resi- 
dents a  year  in  various  subspecialties,  also  including  primary  care 
specialties:  Family  medicine,  emergency  medicine,  internal  medi- 
cine, and  so  forth. 

Literally  over  one-half  of  all  of  our  residents  in  training  who 
graduate  in  our  programs  remain  in  rural  areas.  We  feel  very 
strongly  that  the  reason  that  they  do  that  is  because  of  their  loca- 
tion of  training.  And  certainly  at  the  medical  center  in  Danville, 
which  is  in  a  community  of  9,000  people,  by  getting  that  exposure, 
by  having  been  practicing  medicine  in  a  rural  area,  it  really  pro- 
vides them  with  the  first  initiative  to  remain  in  rural  America. 

I  think  if  we  are  able  to  not  only  use  that  kind  of  experience, 
which  is  already  supporting  what  we  would  like  to  do,  but  then  add 
to  it  something  else,  in  addition  to  other  incentives  that  would 
allow  physicians  in  training  to  continue  to  look  at  rural  America 
as  a  viable  alternative  for  their  practice  would  be  very  helpful. 

Mr.  Ensign.  Any  other  panelists  care  to  comment? 

Mr.  Mueller.  I  would  like  to  echo  what  Dr.  Hughes  says,  that 
supporting  programs  that  have  proven  track  records  of  placing 
their  graduates,  people  who  leave  the  residency  in  rural  areas,  is 
a  very  valuable  approach  toward  what  you  suggest.  And  adding  to 
that,  the  ability  for  the  money  to  follow  the  student  is  another 
means. 

I  think  also  part  of  what  you  point  to — and  I  know  this  is  not 
Medicare  policy  directly  but  it  did  come  up  earlier  today  as  well — 
the  concept  that  you  are  suggesting  here  is  the  concept  of  a  na- 
tional health  service  corps  which  has  a  mixed  track  record  in  evi- 
dence of  physicians  actually  staying  in  all  the  rural  communities 
to  where  they  go,  but  has  become  an  important  means  of  at  least 
having  care  in  those  communities.  Because  students  who  have  com- 
pleted their  training  have  an  obligation  to  go  and  practice  in  a 
rural  community. 

I  think  if  we  had  a  creative  way  to  link  the  training  incentives 
to  that  kind  of  posttraining  experience,  so  that  we  have  a  rural  ex- 
perience that  goes  through  graduate  training  and  then  post- 
graduate practice  as  part  of  maybe  the  National  Health  Service 
Corps  program,  then  we  have  got  that  much  better  a  chance  of 
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someone  who  really  comes  to  value  and  believe  in  the  rural  experi- 
ence. 

One  final  thing  I  would  add  to  that  in  light  of  us  having  followed 
our  colleague  from  New  York  City  is  we  should  expand  that  notion 
to  be  rural  and  underserved.  I  think  he  made  a  very  valid  point 
about  inner  cities  in  much  of  the  same  context  and  many  of  the 
same  kinds  of  incentive  programs. 

Mr.  Ensign.  I  would  echo  that  concern  as  well  and  the  reason 
I  brought  up  the  point  is  that  attending  veterinary  school  in  Colo- 
rado, being  a  Nevada  resident,  Nevada  paid  three-quarters  of  our 
out-of-state  tuition  in  exchange  for  returning  for  three  out  of  the 
first  5  years  out  of  vet  school.  If  we  did  not  want  to  come  back,  we 
just  had  to  pay  $50,000  and  most  of  us  went  back.  So  it  is  a  pretty 
strong  incentive.  But  I  agree  with  you,  then  they  get  the  experience 
and  there  are  a  lot  of  people  who  do  not  understand  how  great  it 
is  living  in  rural  communities.  And  this  problem,  over  a  short  pe- 
riod of  time,  may  go  away.  There  may  be  enough  of  them  then  that 
stay  to  alleviate  the  problem. 

I  would  like  to  thank  the  panel  very  much. 

Ms.  Hardt.  Could  I  comment? 

Mr.  Ensign.  Yes. 

Ms.  Hardt.  I  just  wanted  to  make  one  comment  about  that.  I 
think  the  earlier  in  the  medical  education  the  person  is  exposed  to 
that  rural  experience  the  better  off  they  are.  We  have  seen  some 
pretty  good  experiences  of  getting  them  early  in  medical  school  so 
they  have  seen  this  rural  practice  before  they  get  enamored  with 
the  subspecialty  world.  I  think  the  idea  of  tying  those  dollars  to  the 
schools  that  do  turn  out  primary  care  physicians  that  do  serve  in 
rural  and  underserved  areas  is  probably  one  of  the  most  advan- 
tageous things  you  could  do  for  rural  communities. 

Mr.  Ensign.  OK.  I  would  like  to  thank  the  panel  and  call  the 
next  panel  to  the  table. 

Margaret  Cushman,  Susan  Bailis,  Kenneth  Aitchison,  John 
Mahoney,  Phillip  Hoffman,  and  Jeff  Burman. 

Mr.  Christensen  [presiding].  Welcome  to  the  Subcommittee  and 
we  will  begin  on  the  left  with  Ms.  Cushman  and  we  will  just  work 
our  way  to  the  right. 

!    STATEMENT  OF  MARGARET  J.  CUSHMAN,  PRESmENT  AND 
I      EXECUTIVE     DIRECTOR,     VNA     HEALTH     CARE,  INC., 
*      HARTFORD-WATERBURY,   CONNECTICUT;   ON  BEHALF  OF 
NATIONAL  ASSOCIATION  FOR  HOMECARE 

Ms.  Cushman.  Thank  you.  My  name  is  Peg  Cushman  and  I  am 
president  of  VNA  Health  Care  serving  greater  Hartford-Waterbury, 
I  Connecticut.  I  am  here  representing  the  National  Association  for 
ij  Homecare. 

jj      I  commend  you,  Mr.  Chairman,  for  holding  this  important  hear- 
I   ing  on  issues  related  to  solvency  and  budget  reconciliation.  My  tes- 
!   timony  will  discuss  specific  legislative  actions  proposed  to  reduce 
il  growth  rates  of  the  Medicare  home  health  benefit,  including  copay- 
ments,  bundling  of  home  health  copayments  into  hospital  DRGs, 
and  I  will  also  outline  a  proposal  to  ensure  efficient  quality  home 
care. 
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We  are  deeply  concerned  about  proposals  before  this  Subcommit- 
tee to  enact  home  care  copays  and  to  bundle  posthospital  home  ) 
care  costs  into  the  hospital  DRG  rates.  We  strongly  consider  that 
both  proposals  would  severely  impair  the  accessibility,  afFordability 
and  availability  of  care. 

We  urge  Congress,  instead,  to  implement  a  fair  and  equitable 
prospective  payment  system  on  a  per  episode  basis.  We  believe  that 
such  a  system  would  put  the  responsibility  for  appropriate  service 
utilization  on  the  provider's  shoulders  and  create  incentives  to  pro- 
vide care  in  the  most  cost-effective  manner. 

We  vehemently  oppose  the  copayments  on  Medicare  home  health 
services.  Home  health  copayments  would  create  a  substantial  fi- 
nancial burden  on  Medicare  beneficiaries.  A  20-percent  coinsur- 
ance, for  example,  would  require  the  average  Medicare  home 
health  beneficiary  to  pay  over  $900  in  1996,  but  about  15  percent 
of  the  estimated  home  health  recipients  would  incur  copays  of  more 
than  $3,500. 

A  home  health  coinsurance  is  regressive  and  falls  most  heavily 
on  millions  of  the  poorest  and  oldest  Medicare  beneficiaries.  Indi- 
viduals over  age  75  account  for  less  than  one-half  of  the  total  Medi- 
care population,  but  nearly  three-fourths  of  the  home  health  bene- 
ficiaries, many  of  whom  have  fewer  financial  resources  than  the 
general  Medicare  population  and  the  majority  of  whom  are  also 
women. 

A  coinsurance  requirement  would  create  strong  barriers  to  those 
in  need  of  care.  Bundling  would  compromise  the  availability  of 
home  health  care.  Basing  any  posthospital  payment  on  DRGs  is  in- 
appropriate. DRGs,  which  are  based  on  medical  diagnoses,  do  not 
describe  or  predict  the  needs  or  the  costs  of  home  care  services 
posthospitalization. 

Bundling  would  make  hospitals  responsible  for  care  provided  out- 
side of  their  setting  and  outside  their  expertise.  Hospitals  would  be 
required  to  determine  how  much  nonhospital  care  a  patient  needs 
and  the  best  way  to  provide  that  care.  Bundling  would  also  vastly 
increase  the  administrative  burden  on  the  health  care  system  by 
requiring  multiple  payment  systems,  one  for  posthospital  patients, 
one  for  patients  who  did  not  enter  the  hospital  but  got  onsite  care 
straight  from  the  community. 

This  would  also  result  in  tremendously  uneven  coverage  deci- 
sions for  patients  with  the  same  care  needs.  I  urge  you  to  vigor- 
ously oppose  bundling  of  home  care  payments  into  the  DRGs. 

We  propose  the  implementation  of  a  per  episode  prospective  pay- 
ment system  for  home  health  care.  Providers  would  receive  a  single 
payment,  when  a  patient  is  admitted,  that  would  cover  the  entire 
episode  of  care  rather  than  paying  for  individual  visits  when  they 
occur.  Providers  would  have  an  incentive  to  manage  the  utilization 
in  the  most  cost-effective  manner. 

The  development  of  a  per  episode  prospective  payment  system  for 
home  care  has  been  long  delayed  by  the  absence  of  an  adequate 
method  to  predict  the  resource  utilization  appropriate  to  the  sever- 
ity of  the  patient's  medical  condition,  the  degree  of  functional  im- 
pairment, care  giver  availability,  and  other  critical  parameters. 

We  propose  that  Congress  mandate  development  and  testing  of 
a  valid  case  mix  adjustor  by  the  Secretary  of  Health  and  Human 
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Services  within  2  years.  And  that  a  per  episode  prospective  pay- 
ment system  be  put  in  place  immediately  thereafter. 

If  a  case  mix  adjustor  is  not  ready  in  2  years,  we  propose  an  in- 
terim prospective  payment  system  be  put  in  place  which  sets  per 
visit  rates  with  a  per  episode  cap  while  the  work  on  the  case  mix 
adjustor  is  completed. 

This  interim  plan  would  encourage  efficiency  and  appropriate 
utilization  giving  providers  a  share  in  the  savings  under  the  per 
visit  and  the  per  episode  targets.  A  per  episode  prospective  pay- 
ment system  for  home  care  is  far  more  cost  effective  than  either  co- 
pa3mients  or  bundling. 

The  National  Association  for  Home  Care  prospective  payment 
proposals  are  available  in  my  written  testimony.  And  the  interim 
plan  numbers  presented  are  based  upon  a  budget  neutral  plan. 
Those  numbers  could  be  adjusted  to  reach  the  savings  desired. 
However,  we  also  believe  it  would  be  irresponsible  to  target  multi- 
billion  dollar  savings  in  the  absence  of  better  case  mix  studies  and 
adjustors  to  know  what  safe  and  effective  patient  care  is. 

We  are  also  working  as  an  industry  to  develop  a  consensus  and 
a  unified  prospective  payment  proposal  to  put  before  Congress.  And 
at  the  same  time  that  the  Subcommittee  is  looking  at  the  other 
ways  to  reduce  the  Medicare  costs,  we  have  included  in  my  written 
testimony  four  additional  issues  that  we  would  like  you  to  look  at 
that  would  increase  the  efficiency  and  streamline  the  Medicare 
home  care  benefit. 

We  also  have  available  to  the  Subcommittee  information  in  de- 
tailed legislative  proposals  to  address  issues  of  fraud  and  abuse  in 
homecare  and  we  look  forward  to  working  with  the  Subcommittee 
on  all  of  these  important  issues  in  the  future. 

Thank  you  for  allowing  me  to  testify  and  I  would  be  happy  to  an- 
swer any  questions. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  MARGARET  J.  CUSHMAN 
PRESIDENT  AND  EXECUTIVE  DIRECTOR 
VNA  HEALTH  CARE,  INC. 
ON  BEHALF  OF  NATIONAL  ASSOCIATION  FOR  HOME  CARE 


My  name  is  Margaret  Cushman.  I  am  President  and  Executive  Director  of 
VNA  Health  Care,  Inc.,  of  Hartford-Waterbury,  Connecticut .  I  currently 
serve  on  the  Government  Affairs  Committee  of  the  National  Association 
for  Home  Care  (NAHC) ,  which  represents  our  nations 's  home  care 
providers  --  including  home  health  agencies,  home  care  aide 
organizations  and  hospices  --  and  the  people,  they  serve.  NAHC  is 
committed  to  assuring  the  availability  of  humane,  cost-effective,  high 
quality  home  health  services  to  all  individuals  who  require  them. 
Toward  this  end,  NAHC  believes  that  America  must  do  better  at  ensuring 
access  to  high  quality  home  care  and  hospice  services  in  both  the  acute 
and  long-term  care  settings.  These  vital  services  provide  millions  of 
individuals  --  the  aged,  infirm,  and  disabled  --  the  ability  to  receive 
care  in  the  settings  that  allow  them  the  highest  level  of  satisfaction, 
independence,  and  dignity  --in  their  homes. 

I  want  to  commend  you,  Mr.  Chairman,  for  calling  this  important  hearing 
today  on  issues  related  to  medicare  solvency  and  budget  reconciliation. 
As  you  know,  home  health  represents  a  small,  but  growing  part  of  the 
Medicare  program.  More  enrollees  than  at  any  previous  time  are 
accessing  in-home  health  services  --  about  9  percent  in  1994  compared 
to  2  percent  20  years  ago.  There  are  many  contributing  factors  to 
this  growth. 

My  testimony  will  discuss  specific  legislative  actions  that  have  been  - 
proposed  to  reduce  the  rates  of  growth  in  the  Medicare  home  health 
benefit,  including  proposals  to  enact  home  care  copays  and  to  bundle 
home  care  payments  into  the  hospital  DRGs .    I  will  also  set  out  our  own 
proposals  for  ensuring  efficient,  high  quality  home  care. 

FACTORS  INFLUENCING  RECENT  AND  HISTORICAL  INCREASES  IN  THE  UTILIZATION 
OF  MEDICARE'S  HOME  HEALTH  BENEFIT 

The  home  health  benefit  has  been  a  maturing  program  for  most,  perhaps 
all,  of  its  existence  in  the  Medicare  program.  In  Medicare's  earliest 
years  of  operation,  home  health  expenditures  amounted  to  only  about  1 
percent  of  the  total.  Therefore,  although  the  benefit  has  increased  at 
an  average  rate  of  23.5  percent  per  year,  it  still  represents,  a 
relatively  small  proportion  of  Medicare  spending  --  only  about  8.7 
percent  of  the  total  estimated  for  1995. 

Congress  has  long  considered  home  health  care  a  cost-effective  benefit 
and  has  taken  steps  over  the  years  to  encourage  its  utilization.  For 
example.  Congress  eliminated  the  prior  hospitalization  requirement  and 
the  100  visit  limit,  the  home  health  deductibles.  Part  B  copays  and 
broadened  participation  to  include  nonlicensed  proprietary  agencies. 
These  amendments  removed  barriers  to  needed  home  health  care  and 
recognized  the  advantages  of  home  health  services  over  other  acute  care 
settings  from  the  standpoints  of  patient  preference  and  cost- 
effectiveness  . 

The  home  health  benefit  became  especially  useful  in  meeting  the  needs 
of  patients  who  were  discharged  from  the  hospital  "quicker  and  sicker" 
as  a  result  of  the  1983  enactment  of  the  Medicare  hospital  prospective 
payment  legislation.  The  percent  of  all  Medicare  hospital  patients 
discharged  to  home  health  care  increased  to  18  percent  compared  to  only 
9  percent  in  1981.  Technological  advances  have  also  done  much  to  make 
the  home  a  safe  and  effective  acute  care  setting.  These  factors 
together  with  the  aging  of  the  population,  the  increased  paperwork 
burden,  and  an  increased  public  and  professional  awareness  of  home 
health  care  have  all  contributed  to  the  home  health  benefit's  rapid 
increases  over  the  past  25  years. 

The  home  health  benefit  increases  that  occurred  in  the  1989-1992 period  - 
were  almost  double  the  23.5  percent  average  experienced  over  the  life 
of  the  Medicare  program. 

Coverage     clarification.  In     the     mid-1980s.     Medicare  adopted 

documentation  and  claims  processing  practices  that  created  general 
uncertainty  among  agencies  about  what  services  would  bs  reimbursed. 
The  result  was  a  so-called  "chilling  effect"  in  which  some  Medicare- 
covered  claims  were  diverted  to  Medicaid  and  regrettably  some  patients 
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eiLZ  vrLzhrut  cara .  T-:.s  'danial  crisis"  led  in  I9S7  to  a  lawsuit 
ru--ar  V.  .gcvsr:  ircugjir  by  a  coalition  led  by  Representati-'^-e  Harley 
caggars  and  ?.=presentativs  Claude  Pepper,  consumer  croups  and  NAHC. 

conclusion  of  thi  s  suit  gave  ItSEC  tb.e  opportunity  to 
I  rewrite  of  the  Medicare  home  health  payment  policies . 
of  clarity  and  arbitrariness  had  depressed  growch  rates 
ears,  MASC  believes  the  pclicv-'clarif ications  that 
court  case  have  allowed  the  prograa  for  zhe  first 


participate  in  a  rewrite  of  the  Medi^ 
Just  as  a  lack 


time  to  orovide  benaf :Lciarie3  zhe  level  and  z-~s  cf  services  chat 
Congress  intended. 

The  correlation  between  the  policy  clarifications  and  the  increase  in 
visits  is  uninistaJcable .  The  first  xiptum  in  visits  (25  cercenc'  canie 
in  1353  when  the  clarif icacions  were  announce^d;  and  an  even  larger 
increase  cock  place  percent'  in  199:,  the  first  full  year  the  new 
policies  were  in  effect."  However,  growth  in  the  number  of  \-isits  is 
beginning  to  recum  co  iicre  ncdest  levels .  Data  from  the  Health  Care 
Financing  Administration' s  :HCrA}  Office  of  the  Actuary  indicates  that 
the  benefit  has  matured  and  that  exnenditure  increases  will  fall  to  7.8 
percent  by  1997.     (See  attachments"!  i  2)  . 

report  by  the  General  Accountinc  Office,  Budget 
ir  1994  Budaet  Sstimaces  and  .Accual 


Year  1994  Budget  Sstimaces  and  .Accual  Results,  shows 
chac  Medicare  home  healch  care  costs  were  well  below  crojected "levels 
cf  soendina  in  1934.  Home  care  costs  for  1334  were  12  "oercent,  or  Sl.S 
Llion  below  escimated  s 


spending  levels.  Although  ECFA  assumed  a.' 
slowdown  in  che  growch  in  home  health  expenditures,  the  actual  rate  cf 
increase  slowed  even  more  char,  anticipated,  according  to  the  GAG. 

The  National  Association,  for  Home  Care  urges  Congress  to  take  a  close 
look  at  this  report,  coxipled  with  data  from  the  HCFA  Office  of  the 
Actuary,  which  shows  that  the  rate  of  increase  in  home  care  costs  will 
continue  to  slow  dramatically  and  level  off  to  very  modest  levels  by 
199^. 

Throughout  much  of  the  19805,  the  home  care 
:  che  rest  of  health  care,  was  suffering  from  a 
Although  there  are  still  acute  shortages  of 
it  would  appear  that  conditions  have  s'ibstantially 
increase  in  a-railable  scaff  allowed  che  nun±)er  of 
cercif led  home  health  acencies  cc  increase  from  5,5-'S  1333  co  3,100 
in  1995. 

legislative  requirementB .  In  the  past  five  years,  the  home  health 
prccra.-:!  has  seen  che  add:Ltion  of  several  costly  legislative  changes, 
inclu-j-  -g  che  I3RA5~  heme  healch  aide  craining  and  cocpecencv-  testing 
requirements  and  the  Clinical  laboratcry  Inprcvemenc  Amendments  of 
1988.  The  costs  associated  wich  chese  changes  are  reflected  in  visit 
charges . 

M«rm  adaiaiacracive  changes.  The  1992  QSHA  mandace  regarding  employee 
protection  from  cransmission  of  HTV  and  Hepacicis  B,  including  employee 
vaccinations,  is  a  cost  that  must  be  borne  by  employers. 


XAHC  is  deeply  concerned  ahczz  propcsals  before  this  Committee  both  Co 
enact  home  care  copays  and  co  h^dle  pes c-hospical  home  care  coses  inco 
the  hospital  DRG  rates .  We  feel  scrcngly  thac  both  these  proposals 
would  severely  harm  patient  access  to  care,  as  well  as  the 
af f ordability  and  a^/ailahility  of  care. 


zahle  r 


mplemencing  a    fair   and  ■ 
per  episode  prospective  payment  system  for  horze  care.  Such 


would  put  the  onus  for  ass-jring  appropriate  utilization  rates 
where  it  righcly  belongs,  on  the  providers'  shoulders,  and  would  put 
in  place  important  incentives  to  ens-jjre  chac  care  i=  creviced  in  che 
most  efficient,  lease  costly  manner . 

SAHC  Ooooses  Home  Care  Cooavs 

NAHC  vehemently  opposes  copayments  on  Medicare  home  healch  ser/ices. 
Home  healch  copaymencs  would  create  substancial  financial  burdens  on 
Medicare  beneficiaries.     A  20  percent  coinsurance  would  require  the 
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average  Medicare  home  health  beneficiary  to  pay  over  $900  in  1996. 
(See  attachment  3)  .  About  15  percent  of  the  estimated  4.6  million  home 
health  recipients  would  incur  copays  of  more  than  $3,500.  Even  a  10 
percent  coinsurance  would  require  Medicare  home  health  beneficiaries 
to  pay  average  copays  of  over  $480  in  1996.  About  15  percent  of  these 
recipients  would  incur  copays  of  more  than  $1,600. 

A  copayment  will  especially  have  an  adverse  impact  on  the  elderly  who 
are  already  health-care  poor  without  this  new  expense.  Seniors  spend 
nearly  twice  as  much  of  their  income  on  their  health  care  now  as  they 
did  before  Medicare  began  (10.6  percent  in  1961  as  compared  to  17.1 
percent  in  1991) .  Most  home  health  patients  begin  home  care  after  a 
hospitalization.  On  average,  these  patients  will  have  paid  $1,700  or 
more  in  the  preceding  12  months  for  Medicare  premiums,  deductibles  and 
copays  even  before  the  first  home  health  coinsurance  comes  due. 

In  addition,  a  home  health  coinsurance  is  regressive  and  falls  most 
heavily  on  millions  of  the  poorest  and  oldest  Medicare  beneficiaries. 
For  example,  individuals  over  age  75  account  for  less  than  half  of  the 
total  Medicare  population,  but  comprise  nearly  three-fourths  of  the 
home  health  beneficiaries. 

Home  health  users  also  have  fewer  financial  resources  than  the  general 
Medicare  population.  About  12  percent  of  the  elderly  live  below  the 
federal  poverty  level,  whereas  nearly  half  of  home  health  recipients 
are  low  income.  Nearly  three- fourths  of  the  poor  elderly  do  not  own 
Medigap  to  help  cover  the  costs  of  copays,  and  the  Qualified  Medicare 
Beneficiary  (QMB)  program,  which  is  designed  to  help  pay  Medicare  cost- 
sharing  requirements  for  poor  Medicare  beneficiaries,  does  not  provide 
adequate  protection  from  these  costs .  Coinsurance  for  home  health 
services,  therefore,  would  fall  most  heavily  on  the  oldest  and  poorest 
group  of  Medicare  beneficiaries. 

A  coinsurance  requirement  for  home  health  would  also  create  strong 
barriers  to  care  for  those  in  need  of  home  care.  Home  health  was 
exempted  from  the  Part  B  coinsurance  in  1972  to  encourage  use  of  less 
costly,  noninstitutional  services.  Reimposing  coinsurance  would 
dramatically  undermine  that  effort . 

Home  health  copayments  are  also  inefficient  and  would  add  to  the 
paperwork  burden  of  home  health  providers .  The  collection  of  copayment 
amounts  would  create  additional  paperwork  burdens.  Many  home  health 
patients  receive  only  a  few  visits  (26  percent  received  fewer  than  10 
visits  in  1992)  .  Yet  agencies  would  have  to  set  up  billing  and 
tracking  programs  even  for  these  relatively  small  amounts,  increasing 
administrative  costs. 

Lastly,  the  Office  of  Technology  Assessment  (OTA)  recently  found  that 
making  patients  responsible  for  copayments  will  keep  them  from  seeking 
necessary  care  and  could  be  especially  harmful  to  those  with  low 
incomes.  .  . 

NAHC  Opposes  Bundling 

Bundling  would  severely  compromise  both  the  quality  and  availability 
of  home  health  care,  and  may  actually  drive  up  Medicare  costs. 

Basing  post -hospital  payments  on  DRGs  is  completely  inappropriate.  DRGs 
are  incapable  of  predicting  the  need  for  or  cost  of  home  health  care 
after  a  hospitalization.  The  post-acute  care  needs  of  a  patient  can  be 
completely  different  from  the  reason  for  hospital  admission.  Home  care 
payments  based  on  DRG  rates  would  simply  not  match  patient  needs. 

Bundling  would  require  hospitals  to  be  responsible  for  care  provided 
outside  of  the  hospital  setting,  and  requires  them  to  become  fiscal 
intermediaries,  in  some  respects.  Under  this  proposal,  hospitals  would 
be  required  to  determine  how  much  non-hospital  care  a  patient  needs  and 
the  best  ways  to  provide  that  care.  Hospitals  would  make  decisions 
about  a  patient's  continuing  care  needs,  as  well  as  the  appropriateness 
and  quality  of  care.  Hospitals  should  not  be  held  liable  for  these 
decisions. 

Bundling  would  vastly  increase  the  administrative  burden  cn  the  health 
care  system,  driving  costs  up  in  non-patient  care  areas.  It  would 
require  multiple  payment  systems  ^or  home  care  --  one  for  post -hospital 
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patients  and  one  for  patients  entering  home  care  from  the  commiinity. 
It  would  also  require  home  care  agencies  to  bill  any  number  of 
hospitals  for  the  care  they  provide  to  post-hospital  patients ,  rather 
than  using  the  current  single-billing  system  under  which  agencies  send 
all  bills  to  their  regional  intermediary. 

This  two-track  system  will  also  result  in  tremendously  uneven  coverage 
decisions  for  patients  with  the  same  care  needs.  In  the  1980' s, 
coverage  determinations  among  the  different  fiscal  intermediaries  were 
so  great  that  HCFA  moved  to  the  current  system  of  using  10  regional 
intermediaries  as  a  way  to  ensure  greater  uniformity  in  coverage 
decisions.  Bundling  will  fracture  this  system  and  put  in  place  a 
system  'under  which  every  hospital  will  interpret  and  apply  coverage 
rules  differently.  Administrative  nightmares  would  also  be  created  for 
individuals  who  choose  to  receive  their  hospital  care  at  nationally 
recognized  institutions ,  but  return  home  for  their  needed  post-hospital 
home  care.  Increasingly,  people  are  opting  to  undergo  surgery  or 
receive  other  hospital  care  at  well-known  hospitals,  often  flying  to 
different  parts  of  the  country  to  receive  the  best  possible  care  for 
their  conditions.  In  these  circumstances,  bundling  would  require 
hospitals  to  monitor  and  make  coverage  and  quality  decisions  about  home 
care  that  is  being  delivered  many  miles  away. 

For  these  reasons,  we  urge  you  to  vigorously  oppose  any  effort  to 
bundle  home  health  care  payments  into  hospital  DRG  rates. 

KPiSC  Urges  Enactment  of  PPS  for  Home  Care 

We  propose  the  implementation  of  a  per-episode  prospective  payment 
system  (PPS)  for  home  health  care.  PPS  would  be  one  way  to  create 
incentives  for  cost-effective  utilization  management.  Under  a  per- 
episode  PPS  model,  providers  would  receive  a  single  payment  when  a 
patient  is  admitted  that  would  cover  the  entire  episode  of  care  rather 
than  paying  for  individual  visits  when  they  occur.  In  this  system, 
providers  would  have  an  incentive  to  manage  utilization  in  the  most 
cost-effective  manner. 

The  development  of  a  per-episode  PPS  for  home  care  has  long  been 
delayed  by  the  absence  of  an  adequate  m.ethod  to  accurately  -adjust  - 
reimbursement  to  reflect  the  severity  of  the  patient's  medical 
condition,  degree  of  fiinctional  impairment,  caregiver  availability,  and 
other  critical  issues.  NAHC  proposes  that  a  good  case-mix  adjuster  be 
developed  and  tested  by  the  Secretary  of  the  Department  of  Health  and 
Human  Services  within  two  years,  and  that  a  per  episode  PPS  be  put  in 
place  for  home  care  immediately  thereafter. 

If  a  case-mix  adjuster  is  still  not  ready  after  two  years,  we  would 
propose  that  an  interim  prospective  payment  system  be  put  in  place, 
which  sets  per  visit  rates  with  a  per  episode  cap,  while  work  on  the 
case  mix-adjustor  is  completed.  This  interim  plan  would  encourage 
efficiency  and  appropriate  utilization  by  giving  providers  the 
opportunity  to  share  in  the  savings  under  both  the  per-visit  rate  and 
episode  targets.  We  would  be  concerned  about  moving  to  this  interim 
plan  too  quickly  since  it  would  be  an  untested  system.  With  changing 
finamcial  incentives,  some  high  cost  patients  may  find  it  difficult  to 
obtain  care  without  an  adequate  case-mix  adjuster.  If  this  interim 
proposal  were  implemented,  both  provider  and  patient  safeguards  must 
be  included. 

While  we  are  concerned  about  moving  to  a  prospective  payment  system  too 
quickly,  we  feel  strongly  that  progress  in  moving  the  home  care  benefit 
into  a  prospective  payment  system  must  go  forward  and  that  a  per- 
episode  prospective  payment  system  for  home  care  is  far  more  acceptable 
than  proposals  that  have  been  advanced  to  bundle  home  care  payments 
into  the  hospital  DRG  rates . 

Attached  to  my  testimony  is  an  outline  of  our  proposal  for  a  Per 
Episode  PPS,  what  we  call  "Plan  A",  and  our  interim  "Plan  B"  proposal 
should  Plan  A  not  be  ready  in  two  years.   (See  attachment  4) 

The  industry  has  been  working  to  come  to  a  consensus  on  a  unified  PPS 
plan  for  home  health. 


340 


******************************************************************** 

At  the  same  time  that  the  Committee  is  looking  for  ways  to  reduce 
growth  in  the  Medicare  home  care  benefit,  we  urge  you  to  consider 
including  in  the  reconciliation  bill  a  number  of  proposals  that  would 
reduce  unneeded  regulations,  increase  efficiency,  and  streamline  the 
Medicare  home  health  benefit . 

Include  hospital-based  agencies  in  the  cost  limits  data  base  - 

Approximately  one-quarter  of  the  home  care  agencies  in  the  U.S.  are 
hospital  based.  Currently,  both  freestanding  and  hospital -based  home 
health  agencies  are  reimbursed  for  reasonable  costs  they  incur  in 
caring  for  Medicare  beneficiaries  up  to  certain  limits,  known  as  cost 
limits,  which  are  set  at  112  percent  of  the  mean  costs  that 
freestanding  agencies  only  incur  in  providing  covered  services. 

Prior  to  1993,  hospital -based  agencies  received  an  add-on  to  the  cost 
limits  because  of  their  higher  administrative  and  general  costs. 
OBRA93  eliminated  the  hospital  based  add  on,  but  did  not  mandate  that 
HCFA  include  these  agencies'  cost  into  the  data  base  used  to  determine 
the  average  cost  of  providing  home  health  services.  As  a  result,  both 
freestanding  and  hospital  bases  home  health  agencies  are  reimbursed 
under  cost  limits  that  use  data  from  freestanding  agencies  only. 

Congress  should  require  HCFA  to  combine  the  costs  incurred  by  hospital 
based  agencies  with  those  of  freestanding  agencies  when  calculating  the 
cost  limits.  Not  including  all  agencies'  costs  leaves  one-quarter  of 
all  agencies  unaccounted  for  in  assessing  the  reasonableness  of  home 
health  costs . 

Permanently  extend  the  waiver  o£  liability  for  home  health  agencies, 
hospices,  and  skilled  nursing  facilities 

The  Medicare  waiver  of  liability,  which  provides  a  safety- zone  for  home 
care,  hospice  and  skilled  nursing  providers  and  patients,  is  scheduled 
to  expire  on  December  31,  1995.  The  waiver  of  liability  was  created 
by  Congress  in  1972  to  protect  Medicare  beneficiaries  who  are  later 
determined  to  be  ineligible  or  the  services  are  later  determined  not 
to  be  covered.  This  cushion  for  error  was  created  by  Congress  to 
encourage  providers  to  render  services  to  Medicare  beneficiaries. 

In  1972,  the  Health  Care  Financing  Administration  (HCFA)  created  a 
presumptive  status  for  providers  whereby  the  providers  were  presumed 
to  have  acted  in  good  faith  if  they  demonstrated  a  reasonable  knowledge 
of  coverage  standards  in  their  submission  of  bills. 

In  the  home  health  setting  and  for  hospices,  in  order  for  an  agency  to  " 
be  compensated  under  the  waiver  presumption,  its  overall  denial  of 
claims  rate  must  be  less  than  2.5%  of  the  Medicare  services  provided. 
For  skilled  nursing  facilities,  the  denial  of  claims  rate  must  be  less 
than  5%.  Any  home  health  agency,  hospice  or  skilled  nursing  facility 
that  exceed  these  limits  is  not  reimbursed  under  waiver  regardless  of 
whether  it  accepted  beneficiaries  and  acted  in  good  faith.  This 
requirement  forces  providers  to  use  due  diligence  in  determining 
eligibility  coverage.  If  the  waiver  expires,  HCFA  would  make  all 
coverage  determinations  on  a  case-by-case  basis . 

Without  this  buffer,  providers  would  be  compelled  not  to  provide 
services  under  the  Medicare  program  whenever  there  is  a  question  of 
Medicare  coverage.  The  result  would  be  a  chilling  effect  under  which 
elderly  and  disabled  individuals  who  might  otherwise  receive  Medicare 
home  health,  hospice  or  skilled  nursing  services  would  have  to  pay  for 
their  care  out-of-pocket  or  through  private  insurance. 

Case-by-case  review  would  also  put  an  inordinate  burden  on  many 
beneficiaries  who  would  have  to  appeal  denials  and  prove  that  the  care 
in  question  should  be  covered. 

This  change  would  come  at  a  time  when  more  beneficiaries  are  in  need 
of  home  care,  hospice  and  skilled  nursing  services  than  ever  before. 

Congress  should  make  permanent  the  waiver  of  liability  for  home  health 
care  and  hospice  agencies  and  for  skilled  nursing  facilities  in  this 
year's  reconciliation  bill .  Without  this  provision,  the  availability 
of  Medicare  home  care,  hospice  and  skilled  nursing  services  may  be 
severely  compromised  for  many  individuals  in  need  of  this  care. 
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Medicare  will  not  reimbTirse  hocie  healch  agencies  for  care  provided  to 
Medicare  HMO  enrollees  ,  even  though,  hoce  health  agencies  are  not  told 
when  a  patient  joined  an  SMO.  In  these  cases,  hoce  health  agencies  are 
not  paid  for  care  they  provide  in  good  faith. 

Desp-te  the  fact  that  the  Health  Care  Financing  Adr:inistration  [HCFA) 
has  ::.rr le-ented  a  nationwide  data  base  icnown  as  the  Cocttcn  Working  File 
'Zn?  which  contains  the  necessary  information  to  determine  the 
enrcllr.ent  status  cf  Medicare  beneficiary,  there  is  often  significant 
lag  ti=e  between  when  the  beneficiary  enrolls  in  a  Medicare  'S^.Z  and 
the    enterir.c   cf    this    information  on   the    OT?   database.  Moreover, 

    ...^  i..--...   ^         _V.^^  JJVQ 


Allow  access  to  beneficiary  enrollment  information  for 
Medicare-certified  home  health  agencies  which  provide 
ass'urances  that  the  patient  authorization  is  on  file  with 


Establish  a  "hold  harmless'  provision -under  the  Medicare  .--Ct 
to  protect  providers  who  in  good  faith  provide  care  tc  HMO 
xecnbers    and    ethers  not 


As  Congress  provides  more  incentives  for  Medicare  beneficiaries  to 
enroll  in  Meiirare  HMCs,  the  need  for  timely  enrollment  status 
information  greater.       Despite   providers'    best    efforts  at 

discc/ering  :-2-::  er.r;llr.ent ,  information  a'/ailable  from  patients  and 
families  is   freq--.sntly  inadeq-iate  and  -unreliable,  thereby  s^ubjecting 

mce  of 


health  agencies  tc  significant  financial  losses.  In 
timely  HMC  enrollment  information,  home  health  agencies  should  not  be 
denied  oayment  for  care  orovided  before  they  were  infcrm.ec  of  the 
patient's  HMC  enrollment. " 

MaJu  lUdicar«  R«gulationB  Apply  Only  to  Madicaxe  Reimbursed  Care 

Medicare  certified  home  health  agencies  have  to  comply  wirh  Meducare 
reg-ulations  for  all  their  patients,  even  non-.Medicare ,  pri-^te  paying 
individuals.  Included  in  these  reg--lations  is  the  req-uirement  that  a 
written  plan  of  care  be  established  and  periodically  reviewed  by  a 
physician  and  that  agency  professional  staff  promptly  alert  the 
physician  to  any  changes  that  suggest  a  need  to  alter  the  plan  of 


The  plan  of  care  rust  include  the  patient's  mental  status,  types  of 
ser'vi.ces      aind   eq-uioment  required,    frequency  of   visits,  orognosis, 

tional     limitations,  activit: 


>ilitation  potential,  functional  limitations,  activities 
permitted,  nutritional  req-uirements,  medications  and  treatments,  any 
safety  measures  to  protect  against  injury,  instructions  for  timely 
discharge  or  referral  and  any  other  factors. 

This  means   that   a   30-year-old  auto  accident  victim  who   wants  bath 
s  f  roa  a  home  health  agency  aide  while  he  rec-joerates  would 


lea^tn  agency 

a  physician's  verbal  approval  before  care  could  begin,  followed  by  a 
detailed  plan  of  care  signed  by  the  physician.  Or,  that  normal  new 
mother  and  baby  cannot  have  hoae  -"/Isits  for  assessment  and  teaching 
routine  post-part-um  and  newborn  care  without  a  physician's  order  and 
detailed  olan  of  care,  even  though  Medicare  would  not  be  oayina  for 
either  of* these  individuals'  care. 

Reg-ulations  req--iring  that  care  be  physician  certified  for  non-Medicare - 
paying  patients  is  an  -unnecessary  reg-ulatory  b-urden.  In  most 
instances,  such  an  extensi'/e  care  plan  and  physician  certification  for 
non-Medicare  paying  patienrs  is  not  needed'  especiall-/  if  the  patient 
is  only  seeking  non-skilled  or  health  promotion  ser-.-ices.  Moreover, 
nurses  are  q-ualified  and  authorized  -under  state  licens-ure  laws  and 
practice  acts  to  order  and  supervise  the  provision  of  unskilled 
ser'/ices  and  to  carry  out  health  prociotion  and  teaching  activities 
without  the  orders  of  a  physicisLn. 

Once  again,  thank  you  for  the  opportunity  to  testify  on  these  important 
issues.       He    look   forward  to   working  with   you   and  I 
q'uestions  you  may  have. 
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ATTACHMENT  3 


NAHC  Data  Show  that  Home  Care 
Is  Still  a  Good  Buy 


indei  o{  Prices 


Data  collected  from  various  sources  and  analyzed  by  NAHC  show 
that  from  1987  to  1993  the  cost  of  living  or  consumer  price  index 
(CPI)  increased  by  27.1  %,  the  cost  of  physician's  services  increased 
by  48.5%«  and  hospital  costs  soared  by  73.4%.  By  contrast  home 
care  costs  increased  by  only  17%  during  the  same  period— about 
60%  of  the  increase  in  the  CPI,  and  far  below  the  rates  of  lncr«ase 
for  other  health  care  providers. 
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Mr.  Christensen.  Thank  you.  All  of  your  statements  will  be  en- 
tered into  the  record,  if  that  is  your  desire,  as  well  as  all  your  oral 
testimony.  I  wanted  to  make  a  point  that  Mrs.  Johnson  was  sorry 
that  she  could  not  be  here,  Ms.  Cushman,  and  she  is  honored  to 
have  you  here  testifying  today.  She  was  called  away  to  another 
Committee. 

We  are  honored  to  have  Ms.  Bailis'  testimony  at  this  time  and 
thank  you  for  keeping  it  within  the  5  minutes,  I  really  appreciate 
that. 

STATEMENT  OF  SUSAN  S.  BAILIS,  EXECUTIVE  VICE 
PRESIDENT  AND  CHIEF  OPERATING  OFFICER,  ADS  GROUP; 
ON  BEHALF  OF  AMERICAN  HEALTH  CARE  ASSOCIATION 

Ms.  Bailis.  Thank  you,  Mr.  Chairman.  My  name  is  Susan  Bailis, 
and  I  am  the  executive  vice  president  and  chief  operating  officer  of 
the  ADS  Group  in  Andover,  Massachusetts.  I  am  also  the  president 
of  the  Massachusetts  Extended  Care  Federation  and  I  am  speaking 
today  on  behalf  of  AHCA,  the  American  Health  Care  Association, 
a  federation  representing  11,000  nonprofit  and  for-profit  assisted 
living  nursing  facilities  and  subacute  providers  nationally. 

I  also  serve  on  the  Prospective  Payment  Assessment  Commission 
but  I  would  like  to  clarify  that  I  am  speaking  as  a  provider  and 
as  a  member  of  the  American  Health  Care  Association.  On  behalf 
of  AHCA,  we  appreciate  the  opportunity  to  testify  today. 

To  put  in  context  my  comments,  I  would  like  to  be  clear  that 
AHCA  supports  a  free  market  and  barrier-free  continuum  for  the 
delivery  of  skilled  nursing  services.  We  believe  that  Medicare  needs 
restructuring  and  we  support  efforts  to  reform  the  system. 

W^e  feel  also  that  nursing  facilities  are  meeting  the  challenge  in 
the  private  sector  and  that  Congress  should  examine  our  innova- 
tions, especially  in  our  efforts  to  replace  acute  care  with  skilled 
nursing  facility  care.  I  would  like  to  correct  some  statistics  that  Dr. 
Vladeck  provided  the  Subcommittee  this  morning  comparing  acute 
and  SNF  costs  of  care. 

The  average  daily  cost  of  a  hospital  day  is  $980.  The  average  cost 
of  a  SNF  subacute  day  is  $350.  And  the  SNF  day  is  $226  to  the 
Medicare  Program.  So  that  we  feel,  in  particular,  that  subacute 
care  offers  an  opportunity  to  save  money  while  preserving  quality 
of  care  to  frail  elders. 

However,  there  are  currently  barriers  in  the  fee-for-service  Medi- 
care system  that  discourage  the  use  of  subacute  care.  Managed 
care  and  Medicare  risk  contracting  is  an  example  of  efforts  to  re- 
move some  barriers  in  order  to  promote  efficiency.  An  example  of 
this  is  PacifiCare  that  has  developed  Medicare  risk  contracts  where 
managed  care  uses  SNF  stays  to  reduce  hospital  costs.  The  single 
most  important  way  to  save  money  in  a  Medicare  risk  program  is 
to  reduce  acute  care  utilization. 

The  chart  on  my  right  shows  the  reduction  in  hospital  stays  of 
PacifiCare  between  1990  and  1993  from  1,089  days  per  1,000  to 
964  on  the  top  line  and  the  bottom,  increased  SNF  stays  from  497 
to  676.  So  the  chart  displays  the  ability  to  replace  acute  care  with 
SNF  care  which  is  at  a  significant  savings  to  the  system. 

With  risk  contracting  growing  at  16  percent  per  year,  and  Medi- 
care rules  and  regulations  being  more  flexibly  applied,  there  is  a 
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real  opportunity  in  this  market  driven  system  to  seek  cost  contain- 
ment. The  American  Health  Care  Association  proposes  some  efforts 
to  contain  costs,  including  encouraging  the  growth  of  subacute  care. 
With  subacute  care  being  30  to  60  percent  less  than  the  cost  of 
acute  care,  clearly  a  cost-effective  option. 

Among  the  key  barriers  are  inefficiencies  that  we  recommend  be 
examined  is  the  3-day  prior  hospital  stay  which  requires  the  hos- 
pitalization prior  to  SNF  use.  Eliminating  that  requirement  just  for 
five  DRGs  would  save  $500  million  a  year.  A  study  that  was  done 
by  ABT  Associates  demonstrates  that  a  flexible  approach  to  the  3- 
day  prior  hospital  stay  would  achieve  savings  of  $9  billion  to  the 
Medicare  Program  a  year. 

Another  inefficiency  that  needs  to  be  looked  at  is  the  payment  for 
hospitals  under  a  cost  base  and  a  prospective  system  with  the  use 
of  hospital  based  skilled  nursing  faciUty  care.  A  fundamental  pro- 
gram that  we  recommend  in  terms  of  changes  is  prospective  pay- 
ment for  skilled  nursing  facilities  which  offers  cost  control  with 
rates  related  to  acuity  and  appropriate  provider  efficiencies.  As  you 
know,  this  has  been  requested  by  Congress  in  1990  and  1993,  and 
there  are  clearly  savings  that  would  accrue  through  an  implemen- 
tation of  a  prospective  payment  system.  We  would  like  to  see  a 
statutory  requirement  for  PPS  by  1997. 

Another  recommended  potential  savings  is  through  savings 
achieved  through  consolidated  billing  which  would  deal  with  fraud 
and  abuse  problems,  and  we  have  forwarded  to  staff  a  proposal  for 
consolidated  billing  which  would  assist  in  eliminating  abusive  prac- 
tices. 

Other  reforms  we  recommend,  to  summarize  quickly,  equalizing 
copayments  for  providers,  enhancing  long-term  care,  insurance,  op- 
posing new  regulatory  burdens  that  increase  costs,  and  removing 
barriers  to  competition  in  the  marketplace.  We  believe  that 
postacute  care  bundling  will  not  achieve  those  goals  and  will  mere- 
ly drive  up  the  costs.  So  that  in  conclusion  we  recommend  that 
nursing  facilities  offer  the  potential  for  savings  for  the  Medicare 
Program,  while  maintaining  quality  of  care. 

I  appreciate  the  opportunity  to  testify  and  will  be  delighted  to 
answer  questions. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  SUSAN  S.  BAILIS 
EXECUTIVE  VICE  PRESIDENT  AND  CHIEF  OPERATING  OFFICER 
ADS  GROUP 

ON  BEHALF  OF  AMERICAN  HEALTH  CARE  ASSOCIATION 


Mr.  Chairman  and  Members  of  the  Committee,  I  am  Susan  S.  Bailis,  Executive  Vice  President 
and  Chief  Operating  Officer  of  The  ADS  Group  of  Andover,  Massachusetts.  I  am  speaking 
today  on  behalf  of  the  American  Health  Care  Association,  a  federation  of  51  affiliated 
associations  representing  over  1 1,000  non-profit  and  for-profit  assisted  living,  nursing  facility, 
and  subacute  providers  nationally.  I  also  serve  on  the  Prospective  Payment  Commission,  but 
let  me  clarify  now  that  I  am  speaking  only  as  a  provider  and  as  an  officer  of  AHCA.  On 
behalf  of  AHCA's  members,  and  the  one  million  plus  residents  of  our  member  facilities,  thank 
you  for  the  opportunity  to  speak  at  this  important  hearing. 

Let  me  begin  by  commending  you,  Mr.  Chairman,  for  your  efforts  to  expand  the  scope  of 
America's  thinking  on  Medicare  and  to  truly  tackle  the  critical  problem  of  ensuring  the 
program's  solvency  and  improving  the  delivery  and  cost-effectiveness  of  its  services.  The 
task  you  are  undertaking  to  restructure  Medicare  and  improve  the  program  are  daunting,  but 
fi-om  our  preliminary  view  of  where  you  are  heading,  it  appears  you  are  up  to  the  task. 
Increasing  options  for  seniors,  reducing  regulatory  barriers  to  cost-effective  care,  and 
stimulating  patient  responsibility  for  savings  and  choices  in  care  are  critical.  AHCA  joins  you 
in  embracing  these  goals.  In  a  fi-ee-market,  where  patients  can  make  informed  choices  for 
care,  our  nursing  facilities  can  offer  skilled  nursing  care  of  the  best  quality  available  and  at 
costs  of  33%  to  60%  less  than  in  a  hospital-based  setting. 

OPTIONS  FOR  REFORM:  OPPORTUNITIES  FOR  SENIORS 

In  a  moment,  I'll  lay  out  specific  options  for  achieving  billions  in  cost  savings,  but  now  let  me 
address  the  broader  issues  of  how  to  structure  a  new  Medicare  program  that  ensures  quality 
care,  improves  services  and  access  where  possible,  and  manages  to  slow  the  growth  overall 
spending. 

MKDTCAL  SAVINGS  ACCOUNTS 

First,  the  American  Health  Care  Association  supports  increasing  options  through  the 
innovative,  free-market  oriented  approaches  outlined  in  early  drafts  of  the  Subcommittee's 
proposals.  In  particular,  AHCA  has  endorsed  Chairman  Archers  Medical  Savings  Account 
legislation  and  wishes  for  its  early  enactment.  Providing  America's  seniors  with  the  choice  in 
how  to  spend  their  health  care  dollars  for  the  plan  of  their  choice,  especially  with  a  multitude 
of  options,  makes  perfect  sense. 

Encouraging  citizens  to  establish  Medisave  accounts  and  to  take  more  responsibility  in  their 
health  care  decisions  is  critical.  Including  catastrophic  insurance  protection  as  a  prerequisite 
for  MSA  eligibility  also  is  a  admirable  goal.  We  encourage  adoption  of  MSA  legislation  as 
part  of  a  package  of  options  that  include  managed  care  or  MediChoice  plans  and  employer, 
association  or  union  sponsored  plans.  Ensuring  that  these  plans  receive  the  same  tax 
treatment  and  advantages  under  law  is  also  an  important  goal  so  that  competition  is  allowed  to 
thrive. 
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SKnXED  NURSING  CARE  UNDER  MANAGED  CARE 

As  you  examine  ways  to  find  cost  savings,  then  obviously  you  will  closely  scrutinize 
managed  care.  I  highly  recommend  you  examine  how  managed  care  is  utilizing  skilled 
nursing  care  to  reduce  hospital  stays.  Managed  care  has  recognized  the  benefit  of  substituting 
SNF  days  for  more  expensive  hospital  days.  In  recent  testimony  before  the  Prospective 
Payment  Commission,  Dr.  Roger  Taylor,  Executive  Vice  President  with  PacifiCare,  one  of  the 
fastest  growing  managed  care  organizations  in  the  nation,  stated  that  a  large  percentage  of 
their  ability  to  save  money  was  their  ability  to  reduce  hospital  Medicare  days  per  thousand 
through  the  utilization  of  SNF  day  substitution.  In  fact,  if  you  will  refer  to  the  chart  titled 
"Sicker  and  Quicker",  you  will  see  that  PacifiCare  has  achieved  a  large  part  of  its  savings  by 
reducing  hospital  stays  fi-om  1089  days  per  thousand  members  in  1990,  to  964  in  1993, 
through  correspondingly  increasing  their  SNF  days  per  thousand  fi-om  497  to  676. 

Currently,  3.2  million  Medicare  recipients  or  8.7%  of  all  eligible  beneficiaries  are  enrolled  in 
managed  care  plans.  Fully  76%  of  these  beneficiaries  are  in  risk  contract  plans  and 
participation  in  these  plans  in  1994  increased  by  16%.  According  to  ProPAC,  risk  contract 
patients  use  hospitals  less  and  length  of  stays  are  much  shorter.  Conversely,  they  utilize  SNFs 
at  a  far  greater  rate.  The  reason:  Substantial  savings  and  quality.  ProPAC  confirms  this  on 
Page  72  of  their  recent  report  where  they  write: 

"Beneficiaries  in  risk  contracting  HMOs  were  Just  as  likely  to  use  hospital,  physician, 
and  home  health  services  as  their  fee-f or -service  counterparts,  but  they  used  fewer  of 
them,  according  to  the  program 's  1992  evaluation.  This  was  not  true,  however,  for 
nursing  home  use.  HMO  enrollees  were  likelier  to  use  a  skilled  nursing  facility, 
although  the  length  of  stay  was  similar  to  that  of  FFS  beneficiaries.  Apparently,  plans 
were  not  limiting  access  to  ambulatory  and  inpatient  services,  but  were  using  skilled 

nursing  fGdli(i?s  in  plac?  of  som?  hospital  dm< " 

AHCA  supports  the  utilization  of  managed  care  to  provide  quality  care  and  control  costs.  In 
particular,  we  commend  the  Congress  for  extending  and  expanding  the  Medicare  Select 
Demonstration  Project  and  for  exploring  ways  to  increase  Medicare  beneficiaries  in  managed 
care  risk  contracting.  We  believe  the  move  by  Congress  to  reexamine  the  entire  Medicare 
program  and  its  relationship  to  private  sector  efforts  in  managed  care  are  welcome  and  will  be 
fruitful. 

In  Orange  County,  California,  where  over  50%  of  Medicare  eligible  residents  are  enrolled  in 
managed  care  risk  contracts,  artificial  barriers  that  drive  up  costs  -  such  as  the  3 -day  stay  rule  - 
are  avoided,  and  consumers  are  pleased  with  their  coverage  and  care.  The  ability  of  managed 
care  organizations  to  achieve  cost  savings  by  utilizing  SNFs  is  something  the  Congress  must 
examine.  Follow  the  lead  of  the  private  sector  and  market-based  reforms,  and  I  believe  you 
will  find  it  easier  to  control  Medicare  costs. 
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In  a  free-market  environment,  where  seniors  have  the  option  to  participate  in  different  federal 
plans  that  offer  a  variety  of  benefits,  including  the  current  program,  skilled  nursing  care  will 
thrive  as  it  has  in  managed  care.  In  the  marketplace  today,  subacute  care  is  a  reality.  In 
Medicare,  it  is  not  fiilly  understood.  In  the  marketplace,  there  is  no  three-day  prior  hospital 
stay.  In  Medicare,  the  three-day  stay  rules  costs  the  program  significant  resources.  In 
Medicare  fee-for-service,  transfer  agreement  requirements  for  reimbursing  respiratory  therapy 
cost  millions  per  year.  In  the  marketplace,  we  are  providing  ventilator  patients  with  care  that 
is  half  as  much  as  hospital  care,  and  in  many  cases  weaning  them  after  hospitals  had  given  up 
on  them.  The  positive  role  of  subacute  care  in  Medicare  has  not  been  fully  acknowledged. 

We  eagerly  await  the  elimination  of  unnecessary  and  burdensome  rules,  regulations  and 
barriers  to  competition  in  the  current  fee-for-service  program.  In  fact,  we  have  specific  and 
long-standing  proposals  that  fit  in  with  what  you  are  attempting  to  accomplish. 
Let  me  outline  some  of  our  proposals  addressing  cost  containment  and  program  reforms 
which  are  of  the  utmost  importance  in  attaining  a  balanced  budget. 

AHCA  COST  CONTAINMENT  PROPOSALS 

SUBACUTE  CARE:   POTENTIAI.  SAVINGS  -  $40  PiUion 

Skilled  nursing  facilities  offer  subacute  health  care  services  at  an  average  cost  of  47%  less 
than  hospital-based  SNFs.  A  report  by  Abt  Associates,  Inc.  issued  in  June  of  1994,  identified 
62  DRGs  where  SNFs  are  currently  providing  subacute  care  and  estimated  potential  cost 
savings  to  Medicare  if  percentages  of  patients  in  these  groups  were  treated  in  SNFs  rather 
than  in  hospitals.  Abt  found  a  potential  savings  to  Medicare  of  between  $7,535  and  $8,906 
billion  per  year  depending  upon  the  accounting  for  empty  hospital  beds  and  partial  waiver  of 
the  3-day  stay  rule. 

I  recommend  that  the  Subcommittee  examine  the  Abt  report  in  detail  to  see  how  legislative 
initiatives  proposed  by  AHCA  could  potentially  save  billions  of  dollars  to  the  Medicare 
program.  In  short,  as  SNF  spending  increases  on  Medicare  subacute  care,  there  is  a 
corresponding  decrease  in  acute  care  spending,  especially  for  outlier  patients. 

While  it  is  difficult  to  prove  that  subacute  SNF  days  are  replacing  acute  hospital  days,  perhaps 
there  is  a  tell-tale  sign  in  baseline  budget  figures  released  by  CBO  this  year.  CBO  shows  the 
hospital  growth  rate  increasing  at  substantially  less  than  previously  predicted  while  the  SNF 
growth  rate  in  dollars  is  increasing  correspondingly,  faster.  Since  SNF  spending  is  a  small 
fi:action  of  hospital  spending,  it  makes  sense  that  a  small  decrease  in  the  anticipated  growth  in 
the  hospital  baseline  would  show  a  larger  mcrease  in  SNF  baselme  spending  if  SNFs  were 
competing  for,  and  being  utilized  more,  for  subacute  patients. 
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AHCA  proposes  that  hospital  subacute  DRGs  be  examined  and  rebased  according  to  severity 
of  ilhiess  and  length  of  stay.  Particular  attention  should  be  paid  to  the  relative  costs  of  SNF 
subacute  care  compared  to  hospital-based  subacute  care.  For  instance,  HCFA's  estimate 
released  this  year  found  that  hospital-based  SNF  care  is  on  average  $88  per  day  more 
expensive  than  identical  care  in  a  free-standing  SNF.  It  is  absolutely  clear,  however,  that 
SNFs  can  provide  subacute  care  at  substantially  lower  costs  than  hospitals.  In  order  to  test 
this,  AHCA  proposes  that  the  Secretary  of  Health  and  Human  Services  immediately  waive  the 
3-day  hospital  stay  requirement  for  patients  in  a  group  of  five  DRGs,  including  skin  ulcers 
and  chemotherapy,  and  achieve  an  estimated  $500  million  per  year  in  savings  in  just  a  few 
years.  The  SNF  stay  would  be  allowed  only  as  a  substitution  to  a  hospital  stay  as  certified  by 
the  admitting  physician. 

If  you  will  refer  to  the  chart  which  details  DRG  #410,  chemotherapy  without  acute 
leukemia,  Abt  Associates  estimates  that  no  prior-three  day  hospital  stay  would  be  required  for 
over  50%  of  all  patients  with  this  condition.  Under  current  law,  a  hospital  would  receive  a 
full  DRG  payment  of  approximately  $4,121  for  this  type  of  patient,  and  could,  if  it  wishes, 
transfer  the  patient  to  a  hospital-based  SNF  imit  and  receive  cost-based  reimbursement  of 
another  $1314  on  top  of  the  DRG.  In  fact,  across  the  nation,  hospitals  are  legally  maximizing 
reimbursement  -  some  call  it  double-dipping  -  for  thousands  of  their  patients.  In  contrast, 
AHCA  proposes  to  eliminate  this  double-dipping  ability,  or  in  many  cases,  simply  bypass  the 
hospital  altogether  at  a  savings  of  approximately,  in  the  case  of  DRG  #410,  perhaps  as  much 
as  $4,000  per  patient. 

It  is  very  important  that  CBO  give  this  proposal  a  detailed  analysis  and  not  shrug  off  mention 
of  the  3 -day  stay  rule  because  of  prior  concerns  when  the  Medicare  Catastrophic  Act  was 
enacted  and  soon  after  repealed.  We  are  talking  about  direct  substitution  for  acute  hospital 
stays  and  not  the  creation  of  new  patients  coming  out  of  the  so-called  "woodwork"  or  any  new 
subacute  care  benefit. 

PROSPECTIVE  PAYMENT:  POTENTIAL  SAVINGS  -  $1  Billion 

Our  second  proposal  involves  redesigning  the  Medicare  SNF  payment  system  from  a 
retrospective  cost-based  system  to  a  prospective  payment  system  (PPS).  I  want  to  express  our 
appreciation,  Mr.  Chairman,  for  the  support  from  your  subcommittee  for  our  proposal  in  the 
past  In  particular,  your  support,  along  with  Ranking  Minority  Member  Stark  and 
Congressman  Cardin,  has  been  very  helpful  in  moving  HCFA  forward  on  our  proposal.  It  is 
our  understanding  that  they  have  almost  completed  a  system  to  present  to  your  subcommittee, 
thus,  if  the  system  is  complete  and  addresses  the  key  issues  of  capital  and  ancillary  services, 
we  would  hope  the  subcommittee  would  include  a  SNF  PPS  in  its  plans  for  reform.  Indeed, 
Congress  has  twice  before  requested  m  OBRA'90  and  agam  in  OBRA'93  that  we  move  to  a 
PPS  by  October  of  this  year.  HCFA  promised  the  House  Ways  and  Means  Committee  m 
testimony  during  late  1993  to  have  an  interim  system  to  the  Congress  by  last  June.  We  are 
pleased  to  continue  to  work  with  them  on  a  cost-containing  prospective  payment  system,  and 
believe  that  a  model  PPS  system  would  be  ready  to  be  ftilly  unplemented  by  1997. 

AHCA  is  very  serious  about  curtailing  administrative  costs  and  building  in  incentives  to  save 
Medicare  dollars.  We  support  a  case-mix,  facility  specific  PPS  that  addresses  costs  in  five 
costs  centers:  nursing  services,  administrative  costs,  fair  rental  value  for  property,  ancillary 
services,  and  therapy  services. 
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In  regard  to  current  billing  practices  for  medical  equipment  and  ancillary  services,  we  desire 
strongly  to  work  with  HCFA  and  the  Congress  to  eliminate  any  fraudulent  billing  for  such 
items.  In  addition,  we  have  been  meeting  and  working  with  HCFA  on  salary  equivalency 
issues  and  will  briefly  discuss  a  cost-savings  proposal  to  address  problem  billing  practices  that 
have  been  identified  by  GAO  and  the  Inspector  General.  In  short,  AHCA's  model  PPS  is 
designed  to  be  revenue  neutral,  with  incentives  built  in  to  control  future  costs,  and  we  believe 
that  it  could  be  designed  to  curtail  unnecessary  billings  for  equipment  or  special  services  and 
significantly  reduce  utilization. 

Our  model  PPS  is  designed  to  promote  quality  care;  to  ensure  equal  access  for  high-acuity 
beneficiaries;  maintain  adequate  capital  formation  to  address  future  demographic  trends;  and 
achieve  cost  containment.  In  the  past,  Congress  has  requested  a  PPS  for  SNFs,  and  HCFA 
has  promised  to  develop  one.  We  would  request  that  HCFA  honor  its  word  with  a  balanced 
and  constructive  PPS  that  can  be  implemented  before  1998,  and  we  encourage  this  Committee 
to  provide  a  statutory  requirement  to  do  so. 

CONSOLIDATED  BILLING:  POTENTIAL  COST  SAVINGS  -  Undetermined 

In  order  to  respond  to  reports  of  billing  abuses  by  providers  of  services  in  SNFs,  AHCA 
proposes  to  eliminate  all  third-party  billing  for  Part  A  services  under  Medicare  and  provide 
SNFs  with  an  option  to  bill  for  all  Part  B  services  as  well.  The  vast  majority  of  abuses 
outlined  by  the  General  Accounting  Office  and  the  Inspector  General  involved  over-charging 
and  fraudulent  billing  for  services  provided  under  arrangement  between  outside  providers  and 
SNFs.  AHCA's  proposal  will  require  point  of  service  billing  and  that  SNFs  directly  oversee 
the  provision  of  services  to  our  patients,  verify  the  services  were  truly  provided  for,  and  bill 
for  these  services  directly.  It  is  our  responsibility  to  ensure  billing  in  our  facilities  is  accurate 
and  honest  and  we  intend  to  do  so.  *  *  >' 

FRAUD  AND  ABUSE;   POTENTIAL  COST  SAVINGS  -  Undgtgrmingd 

In  addition  to  developing  proposals,  such  as  consolidated  billing  that  discourages  fraud  and 
abuse  in  our  industry,  AHCA  has  been  actively  working  to  eliminate  fraud  and  abuse  from  the 
health  care  industry  m  general.  AHCA  is  a  founding  member  of  the  Coalition  of 
Health  Associations  United  Against  Fraud  and  Abuse,  which  consists  of  17  health  care 
associations  who  are  working  with  Congress  and  the  Administration  to  eliminate  fraud  and 
abuse.  The  Coalition  has  developed  an  anti-fraud  and  abuse  proposal  and  is  actively  seeking 
its  introduction  in  the  House  and  Senate. 

The  proposal  is  based  on  the  following  tenets: 

-  Increase  tools  of  enforcement  against  willful  and  criminal  violations  by  giving 
regulators  budgetary  recognition  and  sufficient  resources  to  enforce  the  law; 

-  Provide  adequate  and  thorough  education  for  providers,  consumers,  and  payers  to 
prevent  violations; 

-  Protect  Federal  health  care  programs  from  uimecessary  cost,  utilization,  and  failure 
.       to  deliver  appropriate  levels  of  care; 
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-  Be  appropriate  for  the  changing  health  care  market;  and 

-Separate  willful  from  technical  violations. 

The  Coalition's  proposal  will  go  a  long  way  toward  eliminating  fraud  and  abuse  from  the 
health  care  industry  by  combining  tough  enforcement  against  those  who  intentionally  violate 
the  law,  with  education  for  those  who  seek  to  provide  care  within  the  complex  rules  of 
Medicare  and  Medicaid.  I  will  submit  under  separate  cover  a  summary  of  the  proposal.  I 
strongly  recommend  your  Committee  adopt  this  measure. 

RFSPTRATORY  THERAPY:  POTENTIAL  COST  SAVINGS  -  $1  Billion 

One  therapy  service  that  is  being  provided  in  SNFs  but  is  not  reimbursed  by  Medicare  directly 
is  respiratory  therapy.  Abt  Associates,  Inc.  will  shortly  release  a  study  which  estimates  that 
the  cost  savings  of  utilizing  SNFs  rather  than  acute  care  settings  in  one  DRG  alone,  #475 
tracheostomy,  one  of  the  most  costly  DRGs,  would  save  up  to  $990  million  over  five  years.  A 
1993  CBO  preliminary  cost  estimate  predicted  a  $100  million  revenue  loss  over  five  years  due 
to  a  10%  increase  in  SNF  service  utilization.  However,  the  estimate  acknowledged  that 
offsetting  savings  may  be  realized  -  'Hf  ventilator  patients  were  moved  from  hospitals  to 
SNFs,  then  fewer  resources  might  be  used  in  the  treatment  of  these  patients.  "  We  strongly 
concur  and  there  is  ample  proof  in  the  marketplace  that  this  is  in  fact,  taking  place.. 

AHCA  requests  that  your  subcommittee  reexamine  this  issue  in  view  of  recent  data  and 
increased  utilization  of  SNFs  for  such  care,  despite  the  lack  of  direct  reimbursement. 
Hospitals  providing  ventilator  care  charge  upward  of  $1,000  per  day  for  such  care  compared 
to  approximately  $350  per  day  charged  by  subacute  SNFs.  Costs  billed  by  hospitals  for  such 
care  are  also  driven  higher  when  provided  in  SNFs  under  contractual  arrangement. 
Administrative  add-ons  are  also  billed,  where  if  the  services  were  provided  directly  by  SNF 
employees,  these  costs  would  not  be  incurred. 

EOUALIZE  COPAYMENTS:  POTENTIAL  COST  SAVINGS  -  $28  Billion 

Finally,  in  regard  to  home  health  care,  we  applaud  efforts  to  move  patients  into  the  least 
restrictive  and  most  cost-effective  setting,  but  due  to  the  different  acuity  of  nursing  facility 
residents  and  patients  that  can  be  treated  at  home,  we  do  not  see  home  care  as  competing  with 
nursing  facilities,  but  as  an  essential  part  of  the  health  care  continuum.  For  instance,  average 
activities  of  daily  living  (ADL)  measurements  for  home  health  patients  are  2.5  of  5  vs.  3.9  of 
5  for  SNF  patients.  We  would  support,  however,  that  copayments  be  applied  equally. 

SNFs  residents  are  currently  burdened  with  a  copayment  after  20  days  of  l/8th  of  the  annual 
hospital  deductible  amount.  This  is  a  steep  $89.50  per  day  copayment  that  almost  eliminates 
any  benefit  after  the  20th  day  of  a  SNF  stay.  We  would  encourage  your  subcommittee  to 
impose  equal  copayments  for  home  care  and  SNF  services  and  eliminate  the  unworkable 
current  SNF  copayment.  This  proposal  would  raise  billions  of  dollars  for  deficit  reduction, 
make  consumers  better  buyers  of  services,  and  provide  equal  treatment  for  post-acute  care 
providers. 
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LONG  TERM  CARE  INSURANCE:  A  KEY  TO  FINANCIAL  SOLVENCY 

Let  me  conclude  my  remarks  on  cost  containment  and  innovation  by  endorsing  and 
supporting  efforts  by  the  Congress  to  improve  long  term  care  insurance  by  clarifying  income 
tax  rules  and  providing  basic  policy  standards.  You,  Mr.  Chairman,  along  with  Mrs.  Johnson, 
have  provided  vital  leadership  on  this  issue  and  are  to  be  commended. 

Probably  the  best  long-term  way  to  reduce  government  costs  is  to  build  on  the  private  side  of 
the  existing  public/private  partnership  for  long  term  care  by  encouraging  more  senior  citizens 
to  purchase  long  term  care  insurance  policies  early  on.  A  1994  study  by  Cohen,  Kumar  and 
Wallack  found  that  each  long  term  care  policy  kept  in  effect  can  save  Medicaid  as  much  as 
$15,000  per  policyholder. 

Perhaps  most  importantly,  the  tax  clarifications  awaiting  your  approval  and  passed  by  the 
House  are  the  most  critical  factor  in  slowing  the  growth  in  Medicaid  spending  on  long  term 
care.  In  fact,  it  should  be  our  mutual  goal  of  phasing-out,  privatizing  or  vouchering  the 
Medicaid  long  term  care  program  into  a  private  insurance  program.  This  Conmiittee  must 
look  at  new  alternatives  and  go  beyond  simply  block  granting  the  program  and  moving  the 
problems  of  long  term  care  financing  to  the  States.  Private,  long  term  care  insurance  is  the 
key. 

POST-ACUTE  CARE  BUNDLING:  ANTI-FREE  MARKET,  ANTI-QUALITY 

One  recommendation  that  was  suggested  as  an  option  by  the  House  Budget  Committee  is 
bundling  all  post-acute  care  services  into  the  hospital  DRG  system.  This  is  an  extremely 
flawed  and  unreasonable  proposal  which  would  not  obtain  the  cost  savings  estimated  by  the 
Congressional  Budget  Office.  Chairman  Thomas,  your  opposition  to  the  proposal  is  very 
much  appreciated  and  warranted.  For  example: 

-  Post-Acute  care  was  designed  to  reduce  higher  acute  hospital  costs  -  the  bundling 
proposal  would  shift  services  back  to  higher  cost  centers 

•  .    -  SNFs  and  home  care  are  cost  effective  alternatives  to  hospitals  -this  proposal  flies  in 
the  face  of  the  hospital  PPS  system 

-  SNFs  and  home  care  offer  fi-ee-market  options  for  consumers  -  this  proposal 
eliminates  competition  for  services  by  bringing  all  services  under  hospital  control 

-  HCFA  is  years  away  from  having  the  data  to  implement  such  a  system  -  HCFA  is 
perhaps  three  years  away  from  a  SNF  PPS  and  1 8  months  behind  that  on  home  health 

-  Hospitals  are  ill-prepared  and  do  not  have  the  immediate  service  capacity  to  offer 
cost  effective  post  acute  services 

-  This  is  an  antiquated  proposal  that  has  found  little  support  -  studies  show  serious 
design  and  accountability  problems  with  such  a  system.  A  bundling  system  of  this 
type  is  unworkable. 
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Bundling  in  theory  may  sound  like  it  makes  sense.  In  fact,  as  proposed  in  the  House,  it  would 
strike  at  the  heart  of  free-market  competition,  access  to  care  and  most  importantly,  quality  of 
care.  Hospitals  would  attempt  to  dump  costly  outlier  patients  on  SNF,  rehab  and  Home 
Health  providers  that  would  have  to  refuse  to  take  these  patients  they  could  not  possibly 
afford  to  take  with  a  DRG  add-on.  Much  less  one  reduced  by  whatever  the  hospital 
determines  to  be  a  reasonable  mark-up  or  administrative  charge. 

RELATED  MEDICARE  RECOMMENDATIONS 

Let  me  briefly  make  a  few  final  recommendations  to  the  Committee  before  wrapping  up. 
These  include: 

-  extend  the  waiver  of  liability  provisions  protecting  iimocent  providers  who  make 
unintentional  paperwork  mistakes 

-  allow  providers  to  make  reasonable  and  customary  charges  for  services  rendered 
under  the  related  party  rules 

-  oppose  HCFA  attempts  to  "fully  certify"  Medicaid  and  Medicare  beds  in  nursing 
facilities.  This  proposed  policy  could  lead  to  upcoding  and  over-utilization  due  to  the 
huge  number  of  new  Medicare  beds  that  would  be  made  available  for  services.  The 
potential  cost  of  this  proposed  rule  should  be  examined  closely  by  this  Committee 

-  carefully  monitor  the  implementation  of  the  1995  Survey,  Certification  and 
Enforcement  rules  to  ensure  they  are  cost-effective,  are  not  abused  by  over-zealous 
inspectors  and  are  enforced  fairly  and  evenly 

-  adopt  ProPAC's  recommendation  on  Page  49  of  this  year's  report  to  Congress  to 
examine  "paying  hospitals  that  transfer  patients  to  non-PPS  settings  a  per  diem  intend 
of  the  full  DRG  amount" 

-  support  previous  agency  and  Congressional  efforts  to  place  a  moratorium  on  long 
term  hospitals. 

Mr.  Chairman,  we  applaud  your  subcommittee  and  staff  on  the  early  drafts  we  have  seen  of 
the  direction  you  are  heading.  We  wish  very  much  to  work  with  you  on  the  specifics, 
especially  regarding  subacute  and  post-acute  care.  America's  nursing  facilities  are  capturing  a 
greater  share  of  Medicare  patients  for  a  reason  -  competition  and  iimovation.  We  hope  you 
will  take  notice  of  what  the  marketplace  is  doing  and  remove  barriers  to  competition  that 
remain  in  place  in  an  antiquated  and  broken  fee  for  services  system. 


Thank  you  Mr.  Chairman.  I'll  be  glad  to  answer  any  questions. 
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Mr.  Christensen.  Thank  you,  Ms.  Bailis. 
Mr.  Aitchison. 

STATEMENT  OF  SY  SCHLOSSMAN,  PRESIDENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  AMERICAN  REHABILITATION  ASSOCIA- 
TION; AS  PRESENTED  BY  KENNETH  W.  AITCHISON,  PRESI- 
DENT AND  CHIEF  EXECUTIVE  OFFICER,  KESSLER  INSTI- 
TUTE FOR  REHABILITATION,  INC. 

Mr.  Aitchison.  Thank  you,  Mr.  Chairman.  My  name  is  Ken 
Aitchison  and  I  am  the  president  of  Kessler  Institute  for  Rehabili- 
tation in  West  Orange,  New  Jersey.  I  appear  before  you  today  on 
behalf  of  the  American  Rehabilitation  Association  and  in  particu- 
lar, for  Mr.  Sy  Schlossman,  who  was  to  have  been  in  this  chair. 

I  have  worked  in  medical  rehabilitation  for  approximately  30 
years.  Since  much  has  been  said  about  the  rural  community,  the 
first  part  of  that  was  in  North  Dakota  at  the  University  of  North 
Dakota  Rehabilitation  Hospital  and  most  recently  at  the  Kessler 
Institute. 

Kessler  is  a  4-location,  320-bed  rehabilitation  hospital  in  north- 
ern New  Jersey.  Perhaps  you  best  know  us  now  for  having  admit- 
ted Christopher  Reeve  following  his  tragic  accident.  He  is  currently 
a  patient  in  our  West  facility. 

Our  field,  medical  rehabilitation,  addresses  itself  to  a  single  end, 
the  elimination  or  mitigation  of  disability.  Most  of  our  patients 
come  to  us  after  having  had  a  stay  in  an  acute  care  hospital.  Last 
year,  1994,  approximately  400,000  people  were  admitted  to  reha- 
bilitation hospitals  and  units.  Totally  there  are  about  200  rehabili- 
tation hospitals  and  800  units  across  the  country.  In  addition, 
many  more  patients  receive  care  as  outpatients. 

Many  of  the  conditions  associated  with  admission  to  a  rehabilita- 
tion hospital  are  as  the  result  of  advancing  age.  As  a  consequence, 
the  great  majority  of  our  patients  are  Medicare  beneficiaries,  thus, 
rehabilitation  hospitals,  perhaps  more  than  any  other  segment  of 
proposed  Medicare  reform,  will  be  affected  by  the  changes  that 
might  be  adopted. 

Rehabilitation  in  hospital  units  have  been  reimbursed  since  1983 
on  what  is  known  as  the  TEFRA  system.  The  temporary  measure 
that  has  per  discharge  limit  ceilings.  That  system  has  three  prob- 
lems about  which  I  wish  to  speak. 

First  it  does  not  adjust  for  change  in  case  mix,  and/or  increased 
acuity  of  patients.  Second,  it  places  pressure  upon  us  to  cut  aver- 
age length  of  stay,  as  a  means  of  reducing  per  discharge  costs. 

Third  and  finally,  it  overtly  encourages  and  subsidizes  new  pro- 
viders. With  respect  to  that  particular  event,  it  is  our  recommenda- 
tion that  the  Subcommittee  consider  capping  the  TEFRA  limits  of 
new  hospitals  and  units  at  150  percent  of  the  national  average. 
And  in  the  case  of  the  longer  term  established  providers,  similarly 
providing  a  floor  at  not  less  than  70  percent  of  the  national  aver- 
age. 

We  should,  however,  be  seeking  a  more  permanent  solution  and 
to  that  end  it  ought  to  be  replaced  with  a  prospective  payment  sys- 
tem. 

Our  field  has,  for  some  years  now,  been  addressing  a  program 
known  as  functional  related  groups,  or  FRGs.  HCFA  has  heard 
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about  this  and  is  in  the  process  of  considering  an  awarding  of  a 
contract  to  further  explore  it,  and  we  beHeve  that  it  holds  great 
promise  as  a  building  block  to  further  reduction  of  health  care 
costs.  That  work  should  be  expedited. 

In  the  longer  term,  reimbursement  for  rehabilitation  care  ought 
to  compensate  all  providers  based  on  services  provided.  We  ought 
to  seek  to  eliminate  perverse  aspects  of  the  system,  such  as  the  ex- 
plicit message  now  inherent  in  the  system  to  avoid  serving  severely 
disabled  patients. 

A  PPS  for  rehabilitation,  even  if  budget  neutral  upon  adoption, 
would  result  in  considerable  savings  to  the  Medicare  Program  if 
the  subsidies  for  new  providers  were  eliminated. 

We  also  recormnend  that  the  Medicare  Act  be  amended  regarding 
the  definition  of  a  rehabilitation  hospital  and/or  unit.  Under  the 
current  system,  to  qualify  for  Medicare  participation,  75  percent  of 
those  discharges  from  a  rehabilitation  hospital  must  fall  within  1 
of  10  categories.  That  is  a  system  based  on  practice  patterns  of  ap- 
proximately 20  years  ago.  We  believe  that  four  additional  diag- 
noses, pulmonary,  chronic  pain,  cancer,  and  cardiac  ought  to  be 
added. 

We  also  recommend  that  the  basing  of  TEFRA  limits  for  long- 
term  care  hospitals  be  on  the  basis  of  current  costs.  The  FRG  sys- 
tem, about  which  I  just  spoke,  does  not  apply  to  this  particular  seg- 
ment of  the  industry  and  they,  too,  suffer  the  same  problems  under 
the  TEFRA  limit. 

Finally,  Mr.  Chairman,  I  wish  to  speak  briefly  about  bundling. 
I  understand  that  the  Chairman  and  other  Members  of  the  Sub- 
committee have  expressed  their  opposition  to  this  proposal  and  we 
certainly  appreciate  this  position.  However,  I  would  like  to  explain 
from  the  rehab  hospital  perspective  why  we  believe  this  to  be  a 
poor  idea. 

Principally  our  opposition  to  bundling  is  because  of  its  potentially 
adverse  effects  on  patient  care.  It  creates  a  conflict  of  interest — a 
very,  very  strong  financial  incentive  to  deny  or  abridge  rehabilita- 
j    tion  services.  In  addition,  there  is  no  basis  for  computing  the 
l'    amounts  by  which  DRGs  ought  to  be  increased  to  provide  for  reha- 
bilitation and  there  is  no  current  system  to  monitor  whether  or  not 
care  is  appropriately  provided  under  such  a  system. 
Mr.  Chairman,  the  considerations  that  this  Subcommittee  and 
j    Congress  have  with  respect  to  the  long-term  implications  to  Medi- 
I   care,  and  in  particular,  for  the  disabled  community  are  consider- 
able. We  hope  that  our  ideas  will  help  you  in  addressing  this  prob- 
lem and  look  forward  to  responding  to  questions  as  appropriate. 
Thank  you. 

1      [The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  KENNETH  W.  AITCHISON 
PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
KESSLER  INSTITUTE  FOR  REHABILITATION,  INC. 
ON  BEHALF  OF  AMERICAN  REHABILITATION  ASSOCIATION 

This  statement  is  submitted  on  behalf  of  the  American  Rehabilitation  Association 
(formerly  NARF)  for  the  committee's  hearings  on  Medicare  and  Budget  Reconciliation  Issues. 
I  am  Sy  Schlossman,  Interim  President  and  CEO  and  have  over  20  years  experience  as  the  chief 
executive  officer  of  a  freestanding  rehabilitation  hospital,  Moss  Rehabilitation  Hospital  in 
Philadelphia  and  a  large  rehabilitation  unit.  Sister  Kenny  Institute  in  Minnes^lis. 

The  American  Rehabilitation  Association  (formerly  NARF)  is  the  largest  not-for-profit 
organization  serving  vocational,  residential  and  medical  providers  in  the  United  States.  The 
established  leader  in  the  field  of  rehabilitation  for  more  than  a  quarter  century,  American  Rehab 
serves  its  more  than  800  member  facilities  by  effecting  changes  in  public  policy,  developing 
educational  and  training  programs,  and  promoting  research.  In  addition,  it  provides  networking 
and  conmiunications  opportunities,  all  of  which  help  to  ensure  quality  care  and  access  to  services 
to  more  than  four  million  persons  with  disabilities  each  year. 

There  is  a  critical  need  for  reform  of  the  current  Medicare  payment  policy  for  PPS  exempt 
rehabilitation,  hospitals  and  units  exempt  from  the  prospective  payment  system  (PPS).  The 
present  system  is  harmful  to  patients  and  providers  alike  and  is  wasteful  for  the  Medicare 
program.  No  one  -  not  HCFA,  ProPAC,  providers  or  consumers  -  defends  the  status  quo.  We 
urge  reform  of  this  payment  system,  that  it  be  thorough  and  immediate,  and  that  any  proposals 
to  include  the  services  of  rehabilitation  hospitals  and  units,  skilled  nursing  facilities  and  home 
health  agencies  with  the  DRG  payments  to  acute  hospitals  be  rejected. 

I.  Defects  of  the  Present  System 

When  the  Medicare  PPS  was  enacted  in  1983  rehabilitation  hospitals  and  units  were 
excluded  because  the  data  used  to  develop  that  system  did  not  account  for  cases  with  longer 
lengths  of  stay,  including  rehabilitation  cases.  Such  facilities  continue  to  be  paid  through  cost 
reimbursement,  subject  to  per-discharge  rate-of-increase  limits  imposed  by  the  Tax  Equity  and 
Fiscal  Responsibility  Act  of  1982  (TEFRA).  TEFRA  limits  were  intended  to  be  a  temporary 
means  of  controlling  costs  pending  adoption  of  a  PPS.  They  are  still  in  place  12  years  later  and 
have  produced  serious,  and  unintended,  distortions  in  the  delivery  of  rehabilitation  services  for 
the  following  reasons: 

-  TEFRA  limits  do  not  adjust  for  change  in  case  mix  and/or  increased  acuity  of 
patients.  This  means  that  any  increase  in  intensity  of  services  or  length  of  stay  is  likely 
to  cause  a  hospital  or  unit  to  exceed  its  TEFRA  limit. 

-  TEFRA  limits  place  pressure  on  rehabilitation  hospitals  and  units  to  cut  average 
length  of  stay  as  a  means  of  reducing  per-discharge  cost.  By  treating  all  rehabilitation 
discharges  as  having  the  same  value,  the  system  provides  a  strong  incentive  to  treat  short 
stay,  less  complex  cases  and  avoid  more  severely  disabled  patients.  The  government  is 
telling  hospitals  to  avoid  severely  disabled  patients  and  not  to  develop  programs  to  treat 
them. 

-  New  hospitals  and  units  can  establish  limits  based  on  contemporary  wage  levels 
and  other  costs,  thereby  achieving  much  higher  limits  than  older  hospitals.  Accordingly, 
hospitals  in  the  same  service  area  may  have  widely  differing  TEFRA  limits  and 

reimbursement  for  similar  services.  This  encourages  the  development  of  new 
providers,  which  are  reimbursed  at  much  higher  levels,  and  seriously  distorts  the 
positions  of  competitive  providers. 

-  This  system  virtually  prohibits  the  development  of  programs  by  existing 
providers,  because  any  change  in  services  that  increases  average  length  of  stay  or  intensity 
of  senrices  will  likely  result  in  costs  over  a  TEFRA  limit,  while  encouraging  the 
development  of  new  rehabilitation  hospitals  and  units.  This  adds  unnecessary  cost  while 
eroding  the  service  capacity  of  established  institutions. 

-  The  administrative  process  for  adjustment  of  TEFRA  limits  does  not  provide 
a  remedy  because  it  does  not  produce  timely  decisions  and  does  not  recognize  many 
legitimate  costs. 
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How  IS  the  government  hurt  by  these  ettectsV  hirst,  because  new  hospitals  are  paid  more, 
the  system  encourages  capital  spending.  Second,  the  Medicare  program  is  paying  many  new 
hospitals  and  units  considerable  amounts  in  incentive  payments  while  not  covering  the  cost  of 
service  to  many  older  facilities.  This  is  a  disservice  to  beneficiaries.  Any  system  that  so 
seriously  distorts  the  allocation  of  payment  with  no  regard  for  patients  needs  or  services  delivered 
will  distort  quality  and  availability  of  services. 

Data  available  from  HCFA  for  Medicare  reporting  years  ending  between  October  1,  1992 
and  August  31,  1993  contained  cost  report  information  for  128  rehabilitation  hospitals.  Of  these 
67  were  under  their  limits,  23  were  over  their  limits  and  38  had  no  limits  (because  they  were 
new).  Those  facilities  over  limits  had  and  average  cost  per  day  of  $562.  Those  under  their 
limits  had  a  cost  per  day  of  $559.  Thus,  presuming  cost  per  day  reflects  intensity,  there  is  no 
evidence  of  differing  intensity  of  services.  The  average  TEFRA  limits  for  those  with  cost  over 
their  TEFRA  limits  was  $11,122.  The  average  for  those  under  their  limits  was  $15,267. 

The  difference  in  payment  between  these  groups  does  not  reflect  a  difference  in  services 
provided,  but  rather  the  vagaries  of  the  Medicare  system.  The  picture  for  rehabilitation  units  is 
similar. 

n.  Medicare  Reform 

A.  Cost  Reimbursement/TEFRA  Should  be  Replaced  by  a  PPS  for  Rehabilitation 

Prudent  use  of  scarce  resources  and  the  interests  of  patients  dictate  that  this  system  be 
replaced  with  a  prospective  payment  system  (PPS)  specific  to  rehabilitation  as  soon  as  possible. 
Marginal  changes  in  the  TEFRA  system  will  not,  at  least  as  it  affects  providers  of  rehabilitation 
services,  eliminate  its  basic  defects. 

It  should  be  replaced  with  a  PPS  for  PPS  exempt  rehabilitation  hospital  and  rehabilitation 
unit  services  that  makes  payment  based  on  patients'  needs  for  services.  By  doing  so  Medicare 
payment  will  eliminate  the  bias  in  the  present  system  against  more  disabled  people  and  treat  all 
providers  equally,  thus  removing  the  preferential  treatment  and  incentives  for  new  facilities,  and 
therefore  unnecessary  cost  to  the  trust  fund. 

Our  association  sponsored  research  to  fashion  such  a  system.  A  research  team  at  the 
University  of  Pennsylvania  developed  a  patient  classification  system  based  on  Functional  Related 
Groups  (FRGs).  This  classification  system  includes  age,  diagnosis  and  functional  ability  on 
admission  to  rehabilitation.  It  predicts  duration  and  intensity  of  rehabilitation  services.  The 
Health  Care  Financing  Administration  (HCFA)  has  issued  a  request  for  proposals  to  evaluate  this 
system  and  design  of  a  payment  system  based  on  it.  We  are  encouraging  and  supporting  this 
effort  in  eve^y  way  possible. 

The  first  law  of  governmental  action  is  that  research  and  analysis  will  expand  to  fill  the 
time  available.  This  is  a  major  concern  for  us.  The  best  evidence  of  this  reality  is  the  fact  that 
in  the  Omnibus  Budget  ReconciUation  Act  of  1990  the  Congress  directed  the  Secretary  of  HHS 
to  submit  recommendations  on  reform  or  replacement  of  TEFRA  by  April  1,  1992.  Almost  three 
years  after  that  deadline  no  such  recommendations  have  been  forthcoming.  Hence,  we  believe 
that  a  statutory  deadline  for  implementation  of  a  PPS  for  rehabilitation  is  badly  needed  to  force 
this  matter  to  a  conclusion. 

Therefore,  we  recommend  that  any  Medicare  legislation  considered  this  year  include  a 
provision  setting  such  a  deadline.  We  suggest  that  this  be  for  cost  reporting  periods  beginning 
on  and  after  October  1,  1996. 

B.  Modification  of  Criteria  for  Definition  of  Rehabilitation  Hospitals  and  Units 

Rehabilitation  hospitals  and  units  must  meeting  certain  criteria  established  by  regulation 
for  exclusion  from  the  Medicare  PPS.  These  are  contained  in  42  CFR  412.23.  Among  these  is 
a  requirement  that  not  less  than  75%  of  a  provider's  inpatients  be  in  one  or  more  of  10  diagnostic 
categories.  These  are: 

*  stroke; 

*  spinal  cord  injury 

*  amputation: 
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*  major  multiple  trauma; 

*  fracture  of  femur  (hip  fracture): 

*  brain  injury: 

*  polyarthritis,  including  rheumatoid  arthritis; 

*  ,  neurological  disorders,  including  multiple  sclerosis;  motor  neuron  disease, 

polyneuropathy,  muscular  dystrophy  and  Parkinson's  disease;  and 

*  bums. 


This  list  was  adopted  from  the  practice  of  rehabilitation  facilities  in  the  i970s.  Over  the 
past  20  years  it  has  become  increasingly  common  for  rehabilitation  hospitals  and  units  to  treat 
other  patients  with  other  diagnoses,  including  particularly  those  with  pulmonary  conditions, 
chronic  pain,  cancer  and  cardiac  problems.  The  fiinctional  limitations  of  each  of  these,  often 
post-surgery,  can  be  improved  through  rehabilitation. 

The  present  criteria  for  exclusion  of  rehabilitation  hospitals  and  units  from  the  Medicare 
PPS  are  established  by  regulations,  not  statute.  For  several  years  the  rehabilitation  community, 
through  this  association  and  otherwise,  has  urged  HCFA  to  revise  the  pertinent  regulations,  to 
no  avail. 


We  recommend  that  this  committee  correct  this  problem  by  legislation  by  adding  the 
above  referenced  four  conditions  to  the  criteria  for  exclusion. 


We  advocate  this  change  for  two  reasons.  First,  it  is  important  to  a  number  of  hospitals 
now  excluded  from  PPS  as  long  term  care  hospitals.  Many  of  these  function  as  rehabilitation 
hospitals,  but  are  precluded  from  qualifying  for  exclusion  from  the  PPS  as  such  because  they 
have  significant  numbers  of  patients  in  one  or  more  of  the  four  diagnostic  categories  we  seek  to 
have  added  to  the  exclusion  criteria.  The  matter  is  increasingly  critical  for  institutions  that  have 
reduced  lengths  of  stay  to  try  to  mitigate  fmancial  damage  from  TEFRA  limits. 

ProPAC  recently  released  figures  showing  that,  on  average,  long  term  hospitals  are 
reimbursed  on  about  75%  of  cost  because  of  TEFRA  limits.  Enclosed  is  a  schedule  we  prepared 
from  HCFA  data  that  indicates  large  TEFRA  penalties  for  this  group.  As  a  practical  matter  the 
only  way  to  reduce  per  discharge  cost  significantly  is  to  reduce  lengths  of  stay.  But,  long  term 
hospitals  have  a  floor  of  25  days,  beyond  which  is  loss  of  exclusion.  (The  need  for  rebasing  of 
TEFRA  limits  of  long  term  hospitals  is  discussed  below). 

The  logical  course  for  such  facilities  is  to  be  excluded  from  the  PPS  as  rehabilitation 
hospitals,  but  the  provision  of  significant  services  to  pulmonary,  cancer,  pain  and/or  cardiac 
patients  is  a  barrier  to  doing  so. 

The  second  reason  these  conditions  are  important  is  the  effect  of  current  rules  on 
institutions  now  excluded  as  rehabilitation  hospitals  and  units.  Those  that  operate  programs  for 
patients  in  the  four  conditions  must  constantly  monitor  their  admissions  in  these  categories  to 
avoid  going  over  25%.  Admissions  should  reflect  the  needs  of  patients  and  the  current  practice 
of  rehabilitation  in  the  field  rather  than  such  artificial  regulatory  considerations. 


C.       Need  for  Oversight  of  TEFRA  Adjustment  Process 


Section  1886(b)  of  the  Medicare  Act  provides  that  a  provider  with  operating  cost  over  a 
TEFRA  ceiling  may  seek  administrative  adjustment  of  its  TEFRA  limit  by  HCFA.  The  law 
requires  that  HCFA  issue  the  provider  a  decision  on  a  complete  application  within  180  days  of 
its  receipt  and  that  a  full  explanation  of  the  decision  be  provided  to  the  applicant.  The  law  also 
provides  for  assignment  of  a  new  base  year  for  determination  of  TEFRA  limits  "which  is  more 
representative  of  the  reasonable  and  necessary  cost  to  a  hospital  of  providing  inpatient  services." 

While  the  authority  vested  in  the  Secretary  is  sufficient  to  permit  proper  adjustment  of 
limits  to  recognize  changes  in  services  and  inequities  between  new  and  old  providers,  the 
adjustment  process  is  flawed  in  its  implementation. 

It  is  beyond  the  scope  of  this  statement  to  critique  the  administration  of  these  provisions 
by  HCFA.  However,  we  recommend  that  the  committee  examine  this  matter  through  oversight 
hearings,  GAO  inquiry  or  otherwise  with  respect  to  the  following  points: 
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-  Timeliness  of  decisions.  The  stamtoA-  requirement  for  issuance  of  decisions  within  180 
days  is  routinely  violared  by  HCFA,  while  filing  requirements  are  stnctly  enforced  against 
providers.  Currently  applications  take  a  total  of  14-16  months  before  a  decision  is  received. 

'  Failure  to  use  rebasing  authority.  HCFA  has  refused  to  use  the  authority-  to  rebase 
providers,  while  acknowledging  the  disparit>-  of  treatment  between  newer  and  older  providers. 

-  Inconsistency.  Standards  for  adjustment  are  not  applied  uniformly,  without  explanation. 

-  Absence  of  explanations.  While  the  law  requires  that  a  provider  receive  a  "detailed 
explanation  of  the  grounds"  on  which  its  appUcation  is  approved  or  denied  decisions  often  do  not 
address  issues  raised  and  do  not  explain  actions  taken. 

D.  Interim  Modifications  of  Uie  TEFR\  System  Pending  A  PPS  for  Rehabilitation 

We  recommend  enactment  of  legislation  to  set  October  1,  1996  for  implementation  of  a 
PPS  for  rehabiUtation  hospitals  and  units.  If  a  later  deadline  is  adopted  we  recommend  certain 
modifications  to  the  TEFRA  system  as  it  is  applied  to  such  providers. 

First,  we  recommend  that  there  be  a  floor  on  TEFRA  limits,  set  at  70%  of  the  national 
average.  Presently  there  are  some  rehabilitation  hospitals  and  units  with  limits  as  low  as  S3 ,000, 
while  the  national  average  is  over  $12,000.  These  providers  are  required  by  Medicare  coverage 
gtiidelines  to  provide  the  same  levels  of  nursing  and  therapy  services  as  other  hospitals  and  units. 
Because  Medicare  coverage  giiideUnes  require  similar  services  there  should  be  some 
comparability  of  payment.  We  suggest  70%  of  the  national  average  TEFR.A.  limit  as  a  floor  to 
provide  rehef  for  hospitals  and  units  smck  with  extremely  low  limits. 

Second,  we  suggest  that  any  new  rehabilitation  hospital  or  unit  certified  after  date  of 
enactment  receive  a  TEFRA  limit  no  greater  dian  150%  of  the  national  average.  It  is  completely 
inequitable  for  the  Medicare  program  to  continue  to  reimburse  new  facilities  at  far  higher  rates 
than  older  ones  -  while  both  compete  for  staff  and  patients.  The  inequities  presented  by  Lhe 
widely  varying  hmits  of  current  providers  wUl  be  eliminated  only  through  adoption  of  a  PPS. 
In  the  meantime,  some  small  measure  of  sanity  can  be  introduced  into  the  system  by  capping 
limits  for  new  facilities. 

E.  TEFRA  Limits  Should  Be  Recalculated  Based  on  Contemporary  Cost  for  Long  Term 
Care  Hospitals 

The  serious  distortions  and  inequities  of  the  TEFRA  system  for  rehabilitation  providers 
can  and  should  be  solved  by  the  adoption  of  a  PPS  for  rehabilitation  hospitals  and  umts.  We 
believe  that  die  patient  classification  system  discussed  above  provides  a  sound  basis  for  doing 
so  at  an  early  date.  Well  over  90%  of  patients  treated  in  rehabilitation  hospitals  and  units  fail 
into  the  classification  categories  represented  by  FRGs  and  payment  for  the  balance  can  be  easily 
computed  through  averaging  and/or  provision  for  oudiers. 

A  PPS  for  rehabilitation  will  not,  however,  remedy  the  impact  of  TEFRA  limits  on  long 
term  care  hospitals,  except  for  those  facilities  that  are  recognized  by  the  Medicare  program  as 
rehabilitation  facihties.  The  sole  cnterion  for  exclusion  of  a  long  term  care  hospital  from  the 
PPS  is  maintenance  of  an  average  length  of  stay  of  over  25  days.  The  tvpes  of  patients  treated 
in  this  group  of  facilities  vary  widely  and  the  patient  classification  s>stem  developed  for 
rehabihtation  does  not  apply  to  most  of  them. 

The  Averse  effect  of  TEFRA  on  long  term  care  hospitals  has  been  profound.  ProPAC 
reports  that  in  fiscal  years  ending  1989  long  term  care  hospitals  as  a  class  v.  ere  reimbursed  only 
75%  of  cost  by  the  Medicare  program  and  in  FY  1991  75%  were  over  their  TEFRA  limits.  This 
is  because  many  such  facUides  were  Medicare  providers  when  the  TEFR-A  system  was  adopted 
in  1982  and  have  limits  based  on  base  years  that  are  not  representative  of  current  costs. 

Exhibit  A  shows  the  position  75  long  term  care  hospitals.  These  data  are  drawn  from  the 
HCFA  PPS-DC  Minimum  Dataset  and  are  die  most  current  data  so  reported  by  HCFA.  The  cost 
reports  contained  in  this  data  base  are  for  fiscal  reporting  periods  ending  in  the  penod  10/1/92- 
8/31/93. 
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In  1994  HCFA  separately  reported  that  there  were  115  long  term  hospitals  excluded  from 
the  PPS.  This  absence  of  40  hospitals  from  the  Minimum  Dataset  cannot  be  conclusively 
explained.  It  is  likely  that  many  are  new  facilities.  To  the  extent  that  this  is  the  case,  they  were 
not  subject  to  TEFRA  limits  and  would  not  be  affected  by  rebasing  of  limits.  Similarly,  there 
would  be  no  increased  Medicare  payment  to  these  hospitals  from  rebasing. 

These  data  show  that  the  average  TEFRA  Umit  for  faciUties  over  limits  was  only  $1 1,181. 
For  those  under  limits  the  average  was  $21,740.  This  is  a  huge  difference,  for  which  there  is  no 
sound  public  policy. 

Since  a  PPS  is  not  a  prospect  for  this  group  of  facilities  we  recommend  rebasing  of 
TEFRA  limits  to  current  cost.  In  the  process  incehtive  payment  of  providers  under  their  TEFRA 
limits  should  be  protected. 

We  have  given  the  Committee  staff  a  draft  bill  that  would  accomplish  these 
recommendations.  ' 

III.  The  Proposal  to  Bundle  Post  Acute  Care  into  the  DRG  Hospital  Payments  Is  a  Bad 
Idea 

This  proposal,  which  appeared  in  letter  from  Mr.  Shays  and  some  of  his  colleagues  on 
the  Budget  Committee  to  the  chair  of  the  full  committee  and  this  subcommittee,  would  require 
that  post  acute  care  services  be  brought  under  the  diagnosis  related  group  (DRG)  based 
prospective  payment  system  (PPS)  used  to  pay  acute  care  hospitals  under  Medicare.  Post  acute 
care  includes  the  services  of  rehabilitation  hospitals  and  units,  skilled  nursing  facilities  and  home 
health  agencies.  We  are  concerned  that  it  is  an  easy  way  to  cut  expenses  without  concern  for 
patient  care. 

We  are  extremely  concerned  about  this  proposal  and  believe  that  it  should  not  be 
considered  during  the  reconciliation  process.  Instead  the  separate  prospective  payment  system 
for  rehabilitation  referenced  above  should  be  adopted. 

It  would  increase  DRG  payments  and  make  the  DRG  provider  responsible  for 
rehabilitation  services.  Presently  DRG  payments  cover  only  the  acute  stay.  The  rehabilitation 
provider,  if  it  is  a  rehabilitation  hospital  or  unit,  is  paid  reasonable  cost,  subject  to  a  limit  known 
as  a  Tax  Equity  Fiscal  Responsibility  (TEFRA)  limit. 

We  oppose  post  acute  care  bundling,  as  it  is  known,  for  a  number  of  reasons.  Acute  care 
medicine  addresses  the  immediate  medical  condition  of  patients,  focusing  on  the  pathology  and 
chemistry  of  a  given  diagnosis.  Rehabilitation  is  concerned  with  the  patient's  ability  to  function  - 
-  to  perform  activities  of  daily  living,  work,  and  otherwise  enjoy  life.  Thus,  in  the  acute  phase 
a  physician  attending  a  stroke  patient  is  concerned  with  reducing  cranial  swelling  and  the 
potential  for  another  Cardiovascular  Accident  (CVA)  through  drug  therapy.  Rehabilitation  is 
concerned  with  restoring  or  improving  patients'  ability  to  walk,  talk,  use  their  arms  and  adapt  to 
any  residual  limitations  of  these  functions.  This  is  done  through  the  interdisciplinary  provision 
of  physical,  occupational,  speech  and  other  therapies,  as  well  as  psychological  counseling  to  deal 
with  the  depression  that  often  accompanies  newly  experienced  physical  disability.  Rehabilitation 
also  involves  working  with  families  and  others  who  are  affected  by  the  patient's  condition,  and 
whose  response  is  likely  to  affect  the  patient's  progress.  While  good  medical  practice  calls  for 
the  coordination  of  these  different  types  of  services,  in  concept  and  philosophy  they  are  quite 
different. 

Several  nationally  known  figures,  such  as  violinist  Itzak  Perlman,  baseball  umpire  Steve 
Palermo  and  actor  and  dancer  Ben  Vereen,  as  well  as  some  members  of  Congress  are  dramatic 
proof  of  what  rehabilitation  can  do  in  overcoming  disabling  conditions  and  assuring  people  can 
contribute  to  our  society. 

The  fundamental  problem  with  bundling  rehabilitation  into  the  DRGs  is  that  it  creates  a 
conflict  of  interest  for  acute  providers,  who  will  have  an  incentive  to  deny  or  abridge 
rehabilitation  services.  And,  many  hospitals  are  simply  ill  prepared,  nor  have  the  desire  to 
assume  the  responsibility  or  liability  for,  these  services.  Only  BOO  acute  hospitals  have 
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rehabilitation  units,  and  tliere  are  only  190  freestanding  rehabilitation  hospitals.  If  there  are 
5,000-6,000  hospitals  in  the  country,  this  represents  less  than  20%.  Both  those  with  and  without 
units  have  an  incentive  to  shorten  or  eliminate  rehabilitation  services,  but  the  incentive  is 
particularly  telling  in  the  case  of  a  hospital  that  must  refer  the  patient  to  another  provider  for 
services. 

Also,  there  is  no  basis  for  computing  the  additional  DRG  payments  for  rehabilitation 
(and/or  other  post  acute  services).  Such  costs  vary  widely  depending  on  the  patient's  diagnosis, 
age,  degree  of  impairment,  family  circumstances,  medical  condition,  and  other  factors.  Studies 
done  by  the  American  Rehabilitation  Association  (then  NARF),  and  the  RAND  corporation  and 
the  Medical  College  of  Wisconsin,  after  the  DRGs  were  passed,  confirmed  that  they  did  not 
predict  nor  cover  the  length  of  stay  or  cost  of  rehabihtation.  And,  use  of  aggregated  post  acute 
care  Medicare  data  would  penalize  hospitals  focusing  on  particularly  old  or  severely  involved 
patients,  further  creating  incentives  to  limit  services  to  those  who  need  them  most. 

Furthermore,  there  is  no  way  to  monitor  whether  care  is  appropriately  provided  under  such 
a  system,  in  other  words,  to  measure  outcomes  and  thereby  hold  the  hospital  accountable. 
Rehabihtation  providers  are  unique  in  the  health  care  system  in  that  they  focus  on  outcomes  - 
improved  ftinctional  capabilities  of  patients.  A  decline  in  utilization  of  their  services,  which 
would  accompany  bundling,  may  result  in  a  loss  of  such  focus  and  in  higher  levels  of  residual 
impairment  and  dependency. 

And,  we  believe  there  a  series  of  additional  mechanical,  legal,  policy  and  other  questions 
that  include,  for  example,  the  implications  with  respect  to  antitrust,  self  referral  and  state 
certificate  of  need  laws.  Finally,  even  HCFA's  own  researchers  on  this  subject  have 
cautioned  about  the  serious  design  issues  that  arise  with  respect  to  the  rates  of  payment  and 
accountability  for  the  dehvery  of  care.  They  strongly  urge  that  all  the  methodological  issues  be 
resolved  and  a  demonstration  be  done  before  such  a  proposal  is  implemented. 

For  these  reasons  we  believe  that  bundling  rehabilitation  into  the  DRGs  is  arbitrary  and 
harmful  to  patients.  Instead,  the  FRGs  should  be  adopted  for  rehabilitation.  We  hope  they  will 
serve  as  the  basis  for  a  PPS  for  rehabilitation.  FRGs  do  not,  however,  tie  to  DRGs.  Rather,  the 
primary  element  is  the  functional  status  of  a  patient  upon  admission  to  rehabilitation.  Therefore, 
we  believe  this  proposal  to  bundle  services  into  the  DRGs  should  not  be  considered  by  the 
Committee. 

rV.     Future  Initiatives 

The  committee's  announced  intention  to  consider  alternatives  to  the  present  structure  of 
the  Medicare  program  is  to  be  applauded.  We  are  particularly  concerned  with  the  fragmentation 
of  rehabilitation  services  due  to  current  institutional  definitions,  coverage  guidelines  and  division 
of  services  between  Part  A  and  Part  B.  Our  association  has  several  committees  working  to 
fashion  proposals  to  address  these  matters  and  hope  to  submit  further  recommendations  to  you 
in  the  near  term. 

Our  guide  in  this  undertaking  is  care  for  patients  and  provision  of  services  in  the  least 
restrictive  and  most  cost  beneficial  environment,  subject  to  the  ultimate  goal  of  maximum 
recovery  of  function  and  ability  to  live  independently  and  productively. 

Thank  you  for  your  consideration  of  the  recommendations  set  forth  above. 

Respectfully  submitted, 

AMERICAN  REHABILITATION  ASSOCIATION 


Sy  Schlossman 

Interim  President  and  CEO 

Attachment:  Lx)ng  Term  Hospitals  Status  Sheet 
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MEDICARE  COSTS  VS.  TEFRA  LIMITS 
LONG  TERM  HOSPITALS 


Total  Hospitals  Reporting 

75 

Under  Limits 

19 

Over  Limits 

40 

No  Limits 

lo 

Average  Length  of  Stay  (total) 

28.46 

Average  Length  of  Stay  (Under) 

27.68 

Average  Length  of  Stay  (Over) 

28.60 

Average  Length  of  Stay  (No  Limit) 

Average  No.  Medicare  Days  (Total) 

7.538 

Average  No.  Medicare  Days  (Under) 

11.813 

Average  No.  Medicare  Days  (Over) 

6.270 

Average  No.  Medicare  Days  (No  Limit) 

Average  No.  Medicare  Discharges  (Total) 

266 

Average  No.  Medicare  Discharges  (Under) 

427 

Average  No.  Medicare  Discharges  (Over) 

219 

Average  No.  Medicare  Discharges  (No  Limit) 

19/ 

Average  Cost  Per  Discharge  (Total) 

$15,877 

Average  Cost  Per  Discharge  (Under) 

$13,004 

Average  Cost  Per  Discbarge  (Over) 

$16,050 

Average  Cost  Per  Discharge  (No  Limit) 

no 
3^,1  /o 

Average  TEFRA  Limit  -  All  Discharges  (Under) 

$16,308 

Average  TEFRA  Limit  -  All  Discharges  (Over) 

$11,831 

Average  TEFRA  Limit  -  per  Hospital  (Under) 

$21,740 

Average  TEFRA  Limit  -  per  Hospital  (Over) 

$11,181 

Average  Cost  Per  Day  (Total) 

$588 

Average  Cost  Per  Day  (Under) 

$470 

Average  Cost  Per  Day  (Over) 

$561 

Average  Cost  Per  Day  (No  Linut) 

$768 

Average  Medicare  Cost  Under  Limits 

$1,410,101 

Average  Medicare  Cost  Over  Limits 

$925,145 

Total  Medicare  Cost  Under  Limits 

$26,791,922 

Total  Medicare  Cost  Over  Limits 

$37,005,813 

Total  Incentive  Payments  (Under  Limits) 

$4,740,793 

Total  Cost  Sharing  (Over  Limits) 

$6,388,328 

Date  Source:  PPS-DC  Minimum  Daiaset 

For  fiscal  periods  beginning  on  or  after  10/01/91  and  ending  by  08/31/93 
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Mr.  Christensen.  Thank  you,  Mr.  Aitchison. 
Mr.  Mahoney,  we  would  be  pleased  to  hear  your  testimony  at 
this  time. 

STATEMENT  OF  JOHN  J.  MAHONEY,  PRESHDENT,  NATIONAL 
HOSPICE  ORGANIZATION 

Mr.  Mahoney.  Thank  you,  Mr.  Chairmain. 

My  name  is  John  Mahoney.  I  am  president  of  NHO,  the  National 
Hospice  Orgsinization.  Prior  to  coming  to  my  position  with  NHO,  I 
directed  a  hospice  in  Boulder,  Colorado. 

For  more  than  a  decade,  hospice  care  has  received  bipartisan 
support  from  this  Subcommittee.  I  would  like  to  thank  you  for  that 
support  and  the  opportunity  to  testify  here  today. 

In  announcing  this  hearing.  Chairman  Thomas  indicated  that 
the  Subcommittee  is  looking  for  innovative  policy  alternatives  to  re- 
duce the  rate  of  increase  in  Medicare  spending.  Hospice  care  is  just 
that.  Hospice  is  a  proven  cost  saver  that  has  been  reducing  Medi- 
care outlays  since  it  became  a  Medicare  benefit  in  1983. 

Begun  in  1974,  today  there  are  over  2,000  hospice  programs  serv- 
ing more  than  300,000  patients  in  the  United  States.  The  National 
Hospice  Organization  is  a  nonprofit,  public  benefit  organization  es- 
tablished in  1978  and  located  in  Arlington,  Virginia.  Its  mission  is 
to  be  an  advocate  for  the  needs  of  the  terminally  ill. 

Hospice  care  is  an  interdisciplinary,  individualized  form  of  care 
that  emphasizes  pain  control  and  symptom  management  rather 
than  attempting  curative  treatment.  A  team  of  hospice  profes- 
sionals, including  nurses,  physicians,  social  workers,  home  health 
aids,  pastoral,  and  other  counselors  and  specialists  develop  and  fol- 
low a  patient-centered  care  plan  that  includes  input  from  the  pa- 
tient and  family. 

Hospice  services  are  provided  by  this  team  primarily  in  a  pa- 
tient's home,  most  often  with  the  assistance  of  family  and  friends, 
as  well  as  volunteers.  Hospice  care  is  made  available  by  most  hos- 
pice programs  regardless  of  ability  to  pay. 

A  recent  study  conducted  by  Lrewin-VHI  compared  the  relative 
costs  of  hospice  care  and  conventional  care  for  Medicare  bene- 
ficiaries with  cancer.  Analysis  of  beneficiaries'  claims  found  that  for 
every  dollar  Medicare  spent  on  hospice  patients,  it  saved  $1.52  in 
Medicare  part  A  and  part  B  expenditures. 

This  study  was  undertaken  to  determine  whether  the  results  of 
the  Health  Care  Financing  Administration  major  study  of  hospice 
costs,  completed  in  1988,  still  holds  true  today.  Using  the  same 
methodology,  Lewin-VHI  examined  Medicare  part  A  and  part  B 
claims  of  almost  200,000  beneficiaries,  a  sample  size  nearly  14 
times  greater  than  the  HCFA  study. 

Lewin-VHI  found  that  hospice  cost  savings  have  actually  in- 
creased since  the  previous  study.  In  1986,  Medicare  saved  $1.26  for 
every  dollar  spent  on  part  A  expenditures  for  hospice  users.  In 
1992,  the  part  A  savings  had  climbed  to  $1.41. 

Approximately  28  percent  of  Medicare  expenditures  go  toward 
care  delivered  in  the  last  year  of  life.  Almost  50  percent  of  those 
costs  are  expended  in  the  last  2  months  of  live.  The  majority  of 
these  costs  are  associated  with  hospitalizations  and  the  associated 
costs  of  high-tech  interventions. 
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NHO  believes  that  if  hospice  care  use  by  Medicare  beneficiaries 
continues  to  grow  more  savings  will  accrue.  If,  on  the  other  hand, 
the  rate  of  hospice  use  declines,  costs  to  Medicare  would  rise  pro- 
portionately. 

The  Medicare  hospice  benefit  is  an  alternative  to  the  more  costly 
forms  of  care  for  the  terminally  ill.  Hospice  is  the  quintessential 
managed  care.  For  a  fixed  rate  per  day,  Medicare  proved  hospices 
provide  a  comprehensive  set  of  services  to  the  terminally  ill  that 
addresses  their  physical,  spiritual,  and  psychological  needs. 

As  the  Subcommittee  deliberates  on  the  Medicare  budget,  the 
NHO  respectfully  raises  the  following  concerns.  Because  hospice  is 
such  a  small  piece  of  the  Medicare  budget,  hospice  faces  the  risk 
of  getting  lost  in  the  shuffle  or  being  confused  with  other  services. 
Hospice  is  not  home  health  care,  nor  is  it  long-term  care.  Hospice 
is  specialized  care  for  the  terminally  ill.  Its  purpose,  as  well  as  its 
reimbursement  method,  are  very  different. 

The  Subcommittee  needs  to  recognize  these  differences,  and 
based  on  the  proven  cost  savings  to  the  Medicare  Program,  con- 
tinue the  current  method  of  reimbursement  for  hospice  care. 

Currently,  managed  care  organizations  contracting  with  HCFA  to 
care  for  Medicare  beneficiaries  on  a  risk-basis  are  not  required  to 
provide  hospice  care.  They  are  required  to  inform  their  terminally 
ill  patients  about  the  availability  of  Medicare-certified  hospice  in 
the  service  area.  If  an  HMO  patient  elects  hospice  care.  Medicare 
reimburses  the  hospice  directly  and  payment  to  the  HMO  is  re- 
duced. This  current  system  is  efficient  and  should  continue. 

Hospice  is  part  of  the  solution  to  making  Medicare  more  cost  ef- 
fective, not  part  of  the  problem.  But  as  important  as  the  cost  sav- 
ings are,  the  quality  of  life  that  hospice  provides  to  terminally  ill 
patients  must  not  be  overlooked. 

It  has  often  been  asked  if  people  are  afraid  to  die?  And  is  it  not 
depressing  working  with  dying  people?  The  truth  is  people  are  not 
so  much  afraid  of  dying  as  they  are  afraid  of  dying  alone  or  dying 
in  pain  or  being  a  burden  to  their  families  and  losing  their  dignity. 

In  hospice  care,  promises  are  made  to  patients  that  to  the  very 
best  of  the  hospice's  ability  that  patient  will  not  be  in  pain,  they 
will  not  die  alone,  they  will  never  be  a  burden,  and  they  will  re- 
main in  control  of  their  lives.  Hospice  care  is  not  depressing  be- 
cause it  is  about  life,  not  death. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 
JOHN  J.  MAHONEY,  PRESIDENT 
NATIONAL  HOSPICE  ORGANIZATION 

ON 

REVIEW  OF  THE  MEDICARE  HOSPICE  BENEHT 
BEFORE 

THE  SUBCOMMriTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 

July  19-20,  1995 


In  announcing  this  hearing,  Chairman  Thomas  indicated  that  the  Subcommittee  is  looking 
for  innovative  policy  alternatives  to  reduce  the  rate  of  increase  in  Medicare  spending.  Hospice 
care  is  just  that.  Hospice  is  a  proven  cost  saver  that  has  been  reducing  Medicare  outlays  since 
it  became  a  Medicare  benefit  in  1983.  The  National  Hospice  Organization  (NHO)  has  been  a 
strong  supporter  of  the  Medicare  hospice  benefit  smce  its  inception. 

The  National  Hospice  Organization  is  a  non-profit,  public  benefit  organization  established 
in  1978  and  located  in  Arlington,  Virginia.  Its  mission  is  to  be  an  advocate  for  the  needs  of  the 
terminally  ill.  This  mission  is  supported  by  over  2000  hospice  member  programs  across  the 
country  and  more  than  3500  individual  members  who  are  engaged  in  providing  hospice  care  at 
die  bedside  of  the  dying  every  day. 

THE  BASICS  OF  HOSPICE  CARE 

Hospice  care  is  an  interdisciplinary,  individualized  form  of  care  that  emphasizes  pain 
control  and  syn^)tom  management  rather  than  attempting  curative  treatment.  A  team  of  hospice 
professionals  (including  nurses,  physicians,  social  workers,  home  health  aides,  pastoral  and  other 
counselors,  and  other  specialists),  develop  and  follow  a  patient-centered  care  plan  that  includes 
input  from  the  patient  and  family.  Hospice  services  are  provided  by  this  team  primarily  in  a 
patient's- home,  most  often  with  the  assistance  of  family  and  friends,  as  well  as  volunteers. 

Hospice  care  is  based  on  a  philosophy  which  embraces  six  significant  thoughts: 

•  Death  is  a  natural  part  of  life.  When  death  is  inevitable,  hospice  will  neither  seek 
to  hasten  nor  to  postpoiK  it. 

•  Hospice  care  establishes  palliation  as  an  appropriate  clinical  goal.  When  no  cure 
is  available,  hospice  team  members'  skills  are  used  to  manage  those  symptoms 
which  impede  the  patient's  quality  of  life. 

.  •  Hospice  recognizes  death  as  a  spiritual  as  well  as  a  physical  expenei^. 
Psychological  and  spiritual  pain  can  be  as  significant  as  physical  pain  and  deserve 
the  same  attention. 

•  Patients  and  their  families  are  the  unit  of  care.  Self-determination  is  valued. 
Individuals  empowered  with  knowledge  can  make  choices  about  how  and  where 
they  will  be  cared  for  in  their  final  months.  Hospices  have  learned  that  to 
effectively  care  for  these  patients,  they  cannot  separate  the  patient  from  their 
environment.  That  environment  includes  their  home,  their  families  and  their 
friends. 

•  Bereavement  care  is  critical  to  supporting  families  for  at  least  a  year  after  the 
death  of  the  patient. 

•  Hospice  care  is  made  available  by  most  hospices  regardless  of  ability  to  pay. 
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COST  SAVINGS 

A  recent  study  conducted  by  Lewin-VHI,  An  Analysis  of  the  Cost  Savings  of  the 
Medicare  Hospice  Benefit,  documented  that  it  is  possible  to  provide  compassionate  and 
"comprehensive  hospice  care  to  terminally  ill  patients  at  a  significantly  lower  cost  than  traditional 
medical  treatment.  This  study  compared  the  relative  costs  of  hospice  care  and  conventional  care 
for  Medicare  beneficiaries  with  cancer.  Analysis  of  beneficiaries'  claims  found  that  for  every 
dollar  Medicare  spent  on  hospice  patients,  it  saved  $1.52  in  Medicare  Part  A  and  Part  B 
expenditures.  In  the  last  year  of  life,  hospice  patients  on  average  incurred  $1,786  less  m  costs 
than  those  who  did  not  select  the  Medicare  hospice  benefit. 

This  study  was  undertaken  to  determine  whether  the  results  of  a  Health  Care  Financing 
Administration  (HCFA)  major  study  of  hospice  costs  completed  in  1988  still  holds  true  today. 
Using  a  methodology  almost  identical  to  that  of  the  1988  HCFA  study,  Lewin-VHI  analyzed  the 
most  recent  Medicare  claims  data  available  from  HCFA's  National  Claims  History  file.  They 
examined  Medicare  Part  A  and  Part  B  claims  from  1991  and  1992  for  almost  200,000 
beneficiaries  -  a  sample  size  nearly  14  times  greater  than  the  HCFA  study. 

Lewin-VHI  found  that  hospice  cost  savings  have  actually  increased  since  the  previous 
study.  In  1986,  Medicare  saved  $1 .26  for  every  dollar  spent  on  Part  A  expenditures  for  hospice 
users;  in  1992,  the  Part  A  savings  had  climbed  to  $1.41. 

Approximately  28  percent  of  Medicare  expenditures  go  toward  care  delivered  in  the  last 
year  of  life.  Ahnost  50  percent  of  those  costs  are  expended  in  the  last  two  months  of  life.  The 
majority  of  these  costs  are  associated  with  hospitalizations  and  the  associated  costs  of  high-tech 
interventions.  NHO  believes  that  if  hospice  care  by  Medicare  beneficiaries  continues  to  grow, 
more  savings  will  accrue.  If  on  the  other  hand,  the  rate  of  hospice  use  declines,  costs  to 
Medicare  would  rise  proportionately. 


THE  MEDICARE  HOSPICE  BENEFIT 

The  Medicare  hospice  benefit  is  an  alternative  to  the  more  traditional  and  costly  form  of 
care  for  the  terminally  ill.  In  order  to  qualify  for  the  hospice  benefit,  two  physicians  must 
certify  that  the  patient  is  terminally  ill  with  a  prognosis  of  six  months  or  less.  The  Medicare 
beneficiary  who  elects  hospice  care  waives  his/her  rights  to  most  other  standard  Medicare 
benefits  for  treatment  of  the  terminal  illness. 

Hospice  is  the  quintessential  "managed  care."  For  a  fixed  rate  per  day.  Medicare- 
approved  hospices  provide  the  following  services: 

•  Physician  services 

•  Nursing  care 

•  Medical  appliances  and  supplies 

•  Drugs  for  symptom  management  and  pain  relief 

•  Short-term  inpatient  and  respite  care 

•  Homemaker  and  home  health  aide  services 

•  Physical  and  other  therapy 

•  Social  work  services 

•  Spiritual  care  availability 

•  Volunteer  participation 

Approximately  90  percent  of  hospice  care  is  provided  in  the  home.  The  Medicare  per  diem  for 
routine  home  care  is  approximately  $90.51  whereas  hospitalization  for  terminally  ill  patients— 
often  in  intensive  care  units-can  cost  up  to  $1000  per  day  in  some  areas. 
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CONCERNS  ABOUT  MEDICARE  CHANGES 

As  the  Subcommittee  deliberates  on  the  Medicare  budget,  the  following  concerns  must 
be  raised. 

•  Because  hospice  is  just  a  small  piece  of  the  Medicare  budget-approximately  $1.2  billion 
in  1994~hospice  faces  the  risk  of  getting  lost  in  the  shuffle  or  being  confused  with  other 
services.  Hospice  is  not  home  health  care  nor  is  it  long  term  care—hospice  is  specialized 
care  for  the  terminally  ill.  Its  purpose  as  well  as  its  reimbursement  method  are  very 
different  from  the  just  mentioned  services. 

The  Subcommittee  needs  to  recognize  these  differences  and  based  on  the  proven  cost 
savings  to  the  Medicare  program,  continue  the  current  method  of  reimbursement  for 
hospice  care.  Many  hospice  providers  are  small  programs  and  any  change  in 
reimbursement  could  have  an  extremely  negative  impact  on  hospice  services  particularly 
m  rural  areas.  Because  the  hospice  benefit  is  reimbursed  on  a  per  diem  basis,  many  of 
these  programs  would  not  be  able  to  absorb  the  ever-escalating  cost  of  medications 
needed  for  the  more  complex  care  for  some  patients. 

•  Hospice  is  a  proven  cost  saving  managed  care  program  for  the  terminally  ill.  It  is 
important  to  remember  that  hospice  care  savings  are  based  on  the  comprehensive, 
interdisciplinary  nature  of  the  benefit,  as  defmed  by  current  Medicare  law.  If  these 
services  were  "unbundled, "  the  savings  for  the  Medicare  program  would  be  reduced  and 
might  possibly  be  eliminated.  Therefore,  NHO  urges  the  Subcommittee  to  continue  to 
require  Medicare  certification  of  hospice  compUance  with  existing  statutory  conditions 
of  participation. 

•  Currently,  managed  care  organizations  contracting  with  HCFA  to  care  for  Medicare 
beneficiaries  on  a  risk  basis  are  not  required  to  provide  hospice  care.  They  are  required 
to  inform  their  terminally  ill  patients  about  the  availability  of  Medicare-certified  hospices 
in  the  service  area.  If  an  HMO  patient  elects  hospice  care.  Medicare  reunburses  the 
hospice  directly  and  payment  to  the  HMO  is  reduced.  This  current  system  is  efficient 
and  should  continue.  It  would  be  ill-advised  to  establish  a  system  that  would  create 
another  layer  of  bureaucracy  by  having  a  managed  care  organization  manage  hospice, 
another  "managed  care"  provider. 

CONCLUSION 

In  conclusion,  the  Medicare  hospice  benefit  is  a  proven  cost  saving  alternative  to  the 
more  traditional  and  costly  form  of  care  for  the  terminally  ill.  Hospice  is  part  of  the  solution 
to  making  Medicare  more  cost  effective-not  part  of  the  problem.  But  as  important  as  the  cost 
savings  are,  the  quality  of  life  that  hospice  provides  to  terminally  ill  patients  must  not  be 
overlooked. 

Hospice  care  is  a  community-centered,  patient/family-focused,  cost-effective  way  of 
humanely  caring  for  terminally  ill  people  when  curing  the  patient  is  no  longer  possible.  It  is  an 
important  alternative  to  both  the  high-tech  impersonal  approach  of  traditional  care  and  the 
desperation  of  euthanasia,  most  usually  publicized  by  Jack  Kevorkian  physician-assisted  suicides. 

It  is  often  asked  if  people  are  afraid  to  die,  and  isn't  it  depressing  working  with  dying 
people.  The  truth  is,  people  are  not  so  much  afraid  of  dying  as  they  are  afraid  of  dying  alone, 
of  dying  in  pain,  of  being  a  burden  to  their  families  and  losing  their  dignity.  In  hospice  care, 
promises  are  made  to  patients,  that  to  the  very  best  of  hospice's  ability,  they  will  not  be  in  pain, 
they  will  not  die  alone,  they  will  never  be  a  burden  and  they  will  remain  in  control  of  their 
lives.  Hospice  care  is  not  depressing,  because  it  is  about  life  and  not  death. 
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Mr.  Christensen.  Thank  you,  Mr.  Mahoney,  for  that  excellent 
testimony. 

Mr.  Hoffman,  we  would  be  pleased  to  hear  your  testimony. 

STATEMENT  OF  PHILLIP  L  HOFFMAN,  CHIEF  FINANCIAL 
OFFICER,  OUTREACH  HEALTH  SERVICES;  ON  BEHALF  OF 
HOME  HEALTH  SERVICES  AND  STAFFING  ASSOCIATION 

Mr.  Hoffman.  Thank  you,  Mr.  Chairman.  My  name  is  Phillip 
Hoffman  and  I  am  the  chief  financial  officer  of  Outreach  Health 
Services  which  provides  Medicare  covered  home  health  services 
throughout  the  State  of  Texas  through  both  for-profit  and  nonprofit 
organizations. 

I  am  testifying  on  behalf  of  my  company  and  the  Home  Health 
Services  and  Staffing  Association,  whose  diverse  membership  in- 
cludes both  large  and  small  home  care  providers  which  operate 
over  1,500  offices  in  virtually  every  state  and  employ  nearly  half 
a  million  care  givers. 

My  work  experience  includes  participation  in  both  phase  one  and 
phase  two  of  the  prospective  payment  demonstration  projects  fund- 
ed by  the  Health  Care  Financing  Administration.  I  have  also  par- 
ticipated in  the  PPS  work  group  which  consists  of  representatives 
from  for-profit,  nonprofit,  hospital-based,  and  free  standing  home 
health  agencies  that  has  been  working  over  the  past  year  to  de- 
velop a  prospective  payment  system.  The  work  group  has  developed 
a  prospective  payment  proposal  I  will  describe  today  as  an  alter- 
native to  copayments. 

To  place  this  discussion  in  context,  home  health  expenditures 
currently  constitute  approximately  11.5  percent  of  all  part  A  spend- 
ing and  just  7  percent  of  all  Medicare  spending.  Increasing  concern 
has  been  expressed  by  ProPAC  and  others,  however,  over  the  rate 
of  increase  in  Medicare  expenditures  for  home  health  services 
which  has  approached  25  percent  over  the  past  2  years. 

While  much  of  that  growth  can  be  attributed  to  the  trend  of  pro- 
viding health  care  outside  of  the  institutional  setting,  there  is  con- 
cern that  some  of  that  growth  may  be  caused  by  the  current  cost 
reimbursement  system  which  provides  an  incentive  to  furnish  un- 
necessary visits,  incur  unnecessary  costs,  and  unnecessarily  extend 
services  to  patients.  The  current  system  provides  no  incentive  for 
home  health  agencies  to  operate  efficiently. 

Overlaying  copa3rments  on  the  existing  system  does  nothing  to 
curb  the  inefficiency  and  abuse  caused  by  that  system. 

Copayments  simply  shift  a  portion  of  the  costs  of  that  inefficient 
system  to  the  patient  in  the  form  of  a  sick  tax  and  erect  a  barrier 
to  those  who  need  care,  especially  the  elderly  with  low  incomes.  Im- 
posing copayments  also  creates  an  incentive  for  patients  to  remain 
in  the  higher  cost  hospital  setting  because  there  is  no  copayment 
on  the  first  60  days  of  hospital  care  covered  by  Medicare.  Copay- 
ments also  further  burden  the  Medicaid  Program  because  certain 
beneficiaries  are  eligible  to  have  their  copayments  and  deductibles 
covered  by  Medicaid. 

There  is  general  agreement  in  the  home  health  industry  that 
high-quality  services  can  be  provided  in  a  more  cost-effective  man- 
ner through  prospective  payment.  The  PPS  work  group  has  devel- 
oped such  a  plan  and  it  has  been  scored  by  the  accounting  firm  of 
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Price  Waterhouse.  Their  conservative  estimate  of  savings  which 
can  be  generated  by  this  plan  is  between  $19  and  $29  bilUon  over 
7  years. 

The  proposal  is  currently  being  reviewed  and  scored  by  CBO.  A 
detailed  description  of  the  plan  is  attached  to  this  testimony  but 
the  most  significant  features  are  as  follows. 

First,  a  cap  would  be  established  on  the  aggregate  payments  any 
home  health  agency  could  receive  from  Medicare  in  any  fiscal  year 
based  upon  the  episodes  of  care  rendered  by  the  agency. 

Second,  providers  would  be  allowed  to  share  in  up  to  40  percent 
of  the  savings  achieved  by  keeping  their  payments  for  the  year 
below  the  aggregate  per  episode  cap.  Providers,  therefore,  would 
have  an  incentive  to  control  utilization,  a  concept  which  is  absent 
from  the  current  system. 

Third,  to  maintain  cash  flow,  home  health  agencies  would  be  re- 
imbursed for  visits  at  a  prospectively  set  rate  based  on  the  average 
regional  cost  of  service. 

Fourth,  the  per  visit  rates  and  the  per  episode  caps  would  be  es- 
tablished for  a  base  period  and  updated  annually  at  a  rate  that  is 
less  than  the  projected  growth  in  expenditures. 

We  believe  this  proposal  has  the  following  advantages.  It  pro- 
vides an  effective  mechanism  for  the  government  to  control  the 
growth  rate  in  Medicare  home  health  expenditures  while  preserv- 
ing freedom  for  clinical  decisions  to  be  made  by  the  physician,  the 
patient,  and  the  provider. 

It  creates  incentives  for  home  health  providers  to  become  more 
cost  effective  and  innovative,  and  rewards  those  that  do. 

It  achieves  true  savings  to  the  overall  health  system  rather  than 
shifting  costs  to  the  patient  from  other  programs. 

It  avoids  adding  needless  administrative  costs,  thereby,  helping 
to  preserve  home  health  services  as  a  low-cost  treatment  option. 
And  it  significantly  reduces  the  incentive  for  waste  and  abuse. 

We  do  not  contend  that  the  work  group  proposal  is  the  perfect 
prospective  payment  system  or  the  one  that  might  ultimately 
evolve.  In  fact,  the  plan  is  designed  to  be  refined  as  experience  is 
gained  and  data  is  generated  over  the  next  3  years  by  the  phase 
two  demonstration  project. 

We  are  also  coordinating  with  the  National  Association  of  Home 
Care  in  the  development  of  this  proposal  and  believe  there  is  gen- 
eral agreement  with  respect  to  the  plan's  basic  concepts.  We  be- 
lieve, however,  that  the  proposal  is  far  superior  to  the  current  sys- 
tem with  copayments.  This  Subcommittee  expressed  its  intent  in 
OBRA  1987  and  1990  that  home  health  reimbursement  be  switched 
to  prospective  payment.  That  intent  has  not  been  fulfilled,  report- 
edly because  no  prospective  payment  system  was  ready  for  imple- 
mentation. 
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After  9  years  it  is  clear  that  we  will  never  have  a  prospective 
payment  ready  for  implementation  without  explicit  direction  from 
Congress.  The  work  group  has  developed  a  system  with  broad  in- 
dustry support.  It  saves  money,  improves  efficiency,  and  avoids  pe- 
nalizing the  patients  or  cutting  the  benefits. 

Rather  than  adhering  to  an  antiquated  inefficient  system  or 
making  it  worse  with  copayments,  we  believe  it  is  time  to  get  on 
with  implementing  a  prospective  payment  plan. 

I  appreciate  the  opportunity  to  present  this  proposal  and  would 
be  glad  to  answer  any  questions. 

[The  prepared  statement  and  attachments  follow:] 
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HEARING  BEFORE  THE  UNITED  STATES 
COMMITTEE  ON  WAYS  AND  MEANS 

Room  1100  Longworth  House  Office  Building 
Thursday,  July  20, 1995 

Medicare  Savings  And  Budget  Reconciliation  Issues 

TESTIMONY  OF  PHILLIP  I.  HOFFMAN,  M.B.A. 

Mr.  Chairman,  my  name  is  Phillip  i.  Hoffman.  I  am  the  Chief  Financial  Officer  of 
Outreach  Health  Sen/ices,  which  provides  Medicare  covered  home  health  services 
throughout  the  State  of  Texas  through  both  for-profit  and  nonprofit  organizations.  I  am 
testifying  on  behalf  of  my  company  and  the  Home  Health  Services  and  Staffing 
Association,  whose  diverse  membership  includes  both  large  and  small  home  care 
providers  which  operate  over  1,500  offices  in  virtually  every  state  and  employ  nearly 
1/2  million  caregivers. 

My  work  experience  includes  participation  in  both  Phase  I  and  Phase  II  of  the 
Prospective  Payment  Demonstration  projects  funded  by  the  Health  Care  Financing 
Administration.  I  have  also  participated  in  the  PPS  Work  Group,  which  consists  of 
representatives  from  a  broad  cross-section  of  the  home  health  industry  (for-profit, 
nonprofit,  hospital-based,  and  free-standing)  that  has  been  working  over  the  past  year 
to  develop  a  prospective  payment  system.  The  Work  Group  has  developed  the 
prospective  paymerit  proposal  I  will  describe  today  as  a  substitute  for  the  current  cost 
reimbursement  system  and  as  an  alternative  to  copayments. 

According  to  the  General  Accounting  Office,  Medicare  expenditures  for  home 
health  services  in  1994  were  $12  billion,  which  was  12%  lower  than  had  been 
projected  in  February  of  1994.1'  By  comparison,  Medicare  expenditures  for  all  Part  A 
services  grew  to  $102.8  billion,  which  was  1.5%  higher  than  had  been  projected.  Thus, 
the  growth  rate  in  home  health  expenditures,  which  had  been  expected  to  decline, 
actually  declined  much  more  rapidly  than  had  been  predicted.  Home  health 
expenditures  currently  constitute  approximately  11.5%  of  all  Part  A  spending  and 
just  7%  of  all  Medicare  spending. 

Increasing  concern  has  been  expressed  by  ProPAC  and  others,  however,  over 
the  rate  of  increase  in  Medicare  expenditures  for  home  health  services,  which  has 
approached  25%  over  the  past  two  years.!'  While  much  of  that  growth  can  be 


"Medicare:  High  Spending  Growth  Calls  for  Aggressive  Action,"  GAO/HEHS-T- 
95-75,  15-16  (Febmary  6,  1995). 
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attributed  to  the  trend  of  providing  health  care  outside  of  the  institutional  setting,  there 
is  growing  concern  that  some  of  that  growth  maybe  caused  by  the  current  cost 
reimbursement  system,  which  provides  an  incentive  to  furnish  unnecessary  visits,  incur 
unnecessary  costs,  and  provide  services  to  patients  for  as  long  as  possible.  The  Office 
of  the  Inspector  General  has  found  that  the  current  system  even  encourages 
unscrupulous  providers  to  pad  their  cost  reports  with  personal  and  other  unallowable 
costs  and  to  file  claims  for  visits  that  were  not  made.^  Providers  that  seek  to  furnish 
services  in  a  more  cost  effective  manner  simply  receive  less  reimbursement  under  the 
current  system. 

Overlaying  copayments  on  the  existing  system  does  nothing  to  curb  the 
inefficiency  and  abuse  caused  by  that  system.  Copayments  simply  shift  a  portion  of  the 
cost  of  that  inefficient  system  to  the  patient  in  the  form  of  a  "sick  tax"  and  erect  a  barrier 
to  those  who  need  care,  especially  the  elderly  and  those  with  low  incomes.  Imposing 
copayments  also  creates  an  incentive  for  patients  to  remain  in  the  higher  cost  hospital 
setting,  because  there  is  no  copayment  on  the  first  60  days  of  hospital  care  covered  by 
Medicare. 

It  must  also  be  conceded  that  copayments  are  a  cut  in  the  Medicare  benefit 
rather  than  simply  a  reduction  In  the  future  rate  of  growth.  Copayments  also 
further  burden  the  Medicaid  program  because  certain  beneficiaries  are  eligible  to  have 
their  copayments  and  deductibles  covered  by  Medicaid.  Perhaps  worst  of  all, 
copayments  exacerbate  the  waste  and  inefficiency  of  the  current  reimbursement 
system  by  inaeasing  administrative  costs  for  providers  and  the  government,  while  not 
improving  the  administration  of  benefit.  In  addition,  bad  debts  which  result  when 
providers  cannot  collect  copayments  are  charged  to  the  Medicare  program  as  an 
allowable  cost. 

There  is  a  broad-based  consensus  in  the  home  health  industry  that  high  quality 
services  can  be  provided  in  a  more  cost  effective  manner  if  a  prospective  payment 
system  could  be  established  that  provides  incentives  for  controlling  costs  and 
disincentives  for  waste  and  inefficiency.  The  Work  Group  has  developed  such  a 
proposal,  which  we  believe  could  be  implemented  within  1  to  1  1/2  years  because  it 
uses  current  payment  procedures  combined  with  the  prospective  payment  methodology 


See  testimony  of  the  Prospective  Payment  Assessment  Commission.  Hearing 
before  Committee  on  Ways  and  Means  Subcommittee  on  Health,  Trans,  at  1 5- 
16(Febnjary6.  1995). 


See  Statement  by  the  Office  of  the  Inspector  General,  Department  of  Health  and 
Human  Services  before  Committee  of  Ways  and  Means  Subcommittee  on 
Health,  Trans,  at  3-4  (Febmary  6, 1995). 
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which  has  been  approved  by  HCFA  for  the  Phase  II  Demonstration  Project.  A  detailed 
description  of  the  plan  is  attached,  but  the  most  significant  features  are  as  follows: 


1.  A  cap  would  be  established  on  the  aggregate  payments  any  home 
health  agency  could  receive  from  Medicare  in  any  fiscal  year  based 
upon  the  episodes  of  care  rendered  by  the  agency.  (An  episode  would 
be  defined  as  120  days  after  admission,  as  in  the  Phase  II 
Demonstration  Project  funded  by  HCFA.) 

2.  Providers  would  be  allowed  to  share  in  up  to  40%  of  the  savings 
achieved  by  keeping  their  payments  for  the  year  below  the  aggregate 
per  episode  cap.  (Providers,  therefore,  would  have  an  incentive  to 
provide  necessary  services  for  less  than  the  cap  rather  than  an 
incentive  to  increase  their  costs  up  to  a  limit  as  under  the  current 
system.  The  trust  funds  would  receive  at  least  60%  of  the  incentive 
based  savings.) 

3.  In  order  to  maintain  cash  flow,  home  health  agencies  would  be 
reimbursed  for  visits  made  during  the  year  at  a  prospectively  set  rate 
based  on  the  average  cost  of  the  service  in  the  region. 

4.  The  per  visit  rates  and  the  per  episode  caps  would  be  established  for  a 
base  period  and  updated  annually  at  a  rate  that  is  less  than  the 
projected  growth  in  expenditures. 

Simply  stated,  the  proposal  provides  for  per  visit  reimbursement  subject  to  an 
annual  aggregate  cap.  l 


This  proposal  has  been  scored  by  the  accounting  firm  of  Price  Waterhouse 
as  achieving  savings  of  between  $19  billion  and  $29  billion  over  7  years,  a 
savings  which  Price  Waterhouse  believes  to  be  conservative.  Savings  may  well  be 
even  greater,  if  home  health  providers  respond  to  the  incentives  of  this  plan,  as  we 
believe  they  will.  More  importantly,  these  are  true  savings  to  the  overall  health  delivery 
system  rather  than  a  cost  shift  to  the  patient  or  to  insurers  and  other  third  party  payors. 

We  believe  this  proposal  has  the  following  advantages: 

1.      It  provides  an  effective  mechanism  for  the  government  to  control  the 
growth  rate  in  Medicare  home  health  expenditures  while  preserving 
latitude  for  clinical  decisions  to  be  made  by  the  physician,  the  patient, 
and  the  provider 
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2.  It  creates  incentives  for  home  health  providers  to  become  more  cost 
effective  and  innovative  and  rewards  those  that  do. 

3.  It  achieves  true  savings  to  the  overall  health  system  rather  than  shifting 
costs  to  the  patient  or  other  programs. 

4.  It  avoids  adding  needless  administrative  costs,  thereby  helping  to 
preserve  home  health  services  as  a  low-cost  treatment  option. 

5.  It  significantly  reduces  the  incentives  for  waste  and  abuse. 

6.  it  can  be  implemented  in  the  near  future  using  available  data  and  existing 
procedures  and  can  be  refined  and  ultimately  converted  to  a  "pure"  per 
episode  prospective  payment  system  based  upon  data  generated  over 
the  next  three  years  by  the  Phase  II  Demonstration  Project. 

7.  By  avoiding  a  "sick  tax"  imposed  on  patients  through  copayments  and 
providing  incentives  for  providers  to  furnish  cost  effective  services,  this 
proposal  will  have  strong  support  in  the  consumer  and  provider 
communities. 

We  do  not  contend  that  the  Work  Group  proposal  is  the  perfect  prospective 
payment  system  or  the  system  that  might  ultimately  evolve.  In  fact,  the  plan  is 
designed  to  be  refined  as  experience  is  gained  and  data  is  generated  over  the  next 
three  years  by  the  Phase  II  Demonstration  Project.  We  are  also  coordinating  with  the 
National  Association  for  Home  Care  in  the  development  of  this  proposal  and  believe 
there  is  agreement  with  respect  to  the  plan's  basic  concepts.  We  believe,  however, 
that  the  proposal  is  far  superior  to  the  current  system  or  to  the  current  system  with 
copayments. 

This  Committee  expressed  its  intent  in  OBRA  '87  and  '90  that  home  health 
reimbursement  be  switched  to  prospective  payment.*  That  intent  has  not  been  fulfilled 
reportedly  because  no  prospective  payment  system  was  "ready"  for  implementation. 
After  nine  years,  it  is  clear  that  we  will  never  have  a  prospective  payment  system 
"ready"  for  implementation  without  explicit  direction  from  Congress.  The  Work  Group 
has  developed  a  system  that  has  broad  industry  support.  It  saves  money,  improves 
efficiency,  and  avoids  penalizing  the  patients  or  cutting  the  benefit.  Rather  than 
adhering  to  an  antiquated,  inefficient  system  or  making  it  worse  with  copayments,  we 
believe  it  is  time^  we  got  on  with  implementing  a  prospective  payment  plan. 

I  appreciate  the  opportunity  to  present  this  proposal  and  would  be  glad  to 
answer  any  questions. 

Enclosure 


See  §  4207(c)  of  the  Omnibus  Budget  Reconciliation  Act  of  1987  (Public  Law 
100-203)  and  §  4207(c)  of  the  Omnibus  Budget  Reconciliation  Act  of  1990 
(Public  Law  101-508). 
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Prospective  Payment  System:  A  More  Effective  Alternative 

TO  COPAYMENTS  FOR  CONTROLUNG  THE  GROWTH 

IN  Home  Health  Expenditures 
Under  Part  A  of  the  Medicare  Program 

May  18, 1995 

Beginning  approximateiy  nine  months  ago,  representatives  of  national  and  state 
home  health  service  providers  began  meeting  as  the  "PPS  Home  Health  Work  Group" 
to  study  whether  a  prospective  payment  system  could  be  developed,  based  upon 
cun-ently  available  data,  that  would  more  effectively  control  the  rate  of  growth  in  home 
health  expenditures  under  the  Medicare  program  than  would  the  imposition  of  a 
copayment.  The  Work  Group  included  providers  of  all  auspices  -  nonprofit,  tax- 
exempt,  proprietary,  hospital-based,  and  free-standing. 

The  Work  Group  has  developed  a  prospective  payment  system  for  home  health 
services  which  could  be  implemented  in  1996  using  existing  payment  procedures, 
would  achieve  significant  savings  both  near  and  long  term,  and  would  provide  a 
rational  transition  to  a  pure  per  episode  prospective  payment  system  in  the  future  once 
more  reliable  date  is  available  from  the  per  episode  demonstration  project  currently 
being  conducted  by  the  Health  Care  Financing  Administration.  The  Work  Group 
believes  that  this  proposal  serves  the  interests  of  the  government,  the  providers,  and 
the  beneficiaries  far  better  than  would  the  imposition  of  copayments. 

Copayments  are  bad  public  policy  because  they: 

(a)  increase  administrative  costs  of  an  already  inefficient  reimbursement 
system  while  not  improving  the  services; 

(b)  shift  costs  to  the  Medicaid  program,  private  insurers,  or  the  patient  rather 
than  effect  true  savings; 

(c)  deprive  the  elderly  and  disabled  poor  of  access  to  health  care  services 
that  have  been  determined  by  their  physician  to  be  medically  necessary; 

(d)  penalize  the  most  cost  effective  providers  the  most  severely;  and 

(e)  create  an  incentive  for  physicians  to  keep  patients  in  the  hospital  because 
there  is  no  Medicare  copayment  for  the  first  60  days  of  inpatient  hospital 
care  (42  U.S.C.  §  1395e(a)(1)). 


35-306  97  -  13 
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The  Prospective  Payment  System  developed  by  the  Work  Group  is  far  better 
public  policy  because  it: 

(a)  provides  an  effective  mechanism  by  which  the  government  can  control  the 
growth  rate  in  home  health  expenditures  while  preserving  latitude  for 
clinical  decisions  to  be  made  by  the  patient,  the  physician,  and  the 
provider; 

(b)  avoids  adding  needless  administrative  costs,  thereby  helping  to  preserve 
home  health  care  as  a  low  cost  treatment  option; 

(b)  achieves  true  savings  by  reducing  the  growth  rate  in  expenditures  while 
not  shifting  costs  to  patients  or  other  programs; 

(c)  creates  incentives  for  home  health  providers  to  become  more  cost 
. , :  effective  and  innovative  and  rewards  those  who  do;  and 

(d)  can  be  implemented  in  the  near  future  using  available  data  and  can  be 
refined  and  ultimately  converted  to  a  pure  per  episode  prospective 
payment  system  as  data  is  generated  over  the  three  year  term  of  the 
Phase  II  prospective  payment  demonstration  project. 

This  prospective  payment  system  has  been  scored  by  Mr.  Jack  Rodgers  of  the 
accounting  firm  of  Price  Waterhouse  as  saving  at  least  $19  billion  over  7  years. 

For  more  information,  contact  Jim  Pyles  at  202-466-6550. 
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Prospective  Payment  System  for  Home  Health  Services 
Covered  Under  Part  A  of  Medicare 

May  18, 1995 

Present  Law 

Home  health  agencies  that  are  certified  for  participation  in  the  Medicare  program 
are  entitled  to  receive  reimbursement  for  the  costs  actually  incurred  in  providing 
services  to  Medicare  beneficiaries  that  are  covered  under  Part  A  of  the  Medicare 
program.  Certified  home  health  agencies  may  receive  cost  reimbursement  up  to  a  limit 
of  the  costs  estimated  to  be  necessary  for  the  efficient  delivery  of  needed  health 
services.  The  limit  is  currently  set  at  112%  of  the  mean  of  the  labor  and  non-labor  per 
visit  costs  for  freestanding  agencies. 

Section  13564(a)  of  the  Omnibus  Budget  Reconciliation  Act  of  1993  (Public  Law 
103-66)  provided  that  no  changes  would  be  made  in  the  home  health  per  visit  cost 
limits  for  cost  reporting  periods  beginning  on  or  after  July  1 ,  1994  and  before  July  1 , 
1996.  In  addition,  §  13564(b)  of  OBRA  '93  provided  that,  effective  for  cost  reporting 
periods  beginning  on  or  after  October  1,  1993,  hospital-based  home  health  agencies 
would  no  longer  receive  an  adjustment  to  their  cost  limits  for  administrative  and  general 
costs  as  they  had  since  1 980. 

In  §  4207(c)  cf  the  Omnibus  Budget  Reconciliation  Act  of  1987  (Public  Law  100- 
203),  the  Secretary  of  Health  and  Human  Sen/ices  was  directed  to  develop  and  test 
alternative  prospective  payment  methods  for  home  health  services  and  deliver  a  final 
report  to  Congress  no  later  than  December  1991. 

In  §  4207(c)  of  the  Omnibus  Budget  Reconciliation  Act  of  1990  (Public  Law  101- 
508),  the  Secretary  was  directed  to  develop  a  modified  or  prospective  payment 
reimbursement  system  for  home  health  services  and  submit  the  proposal  to  the  Senate 
Finance  Committee  and  to  the  House  Ways  and  Means  Committee  by  not  later  than 
September  1,  1993. 

The  Secretary  has  initiated  two  demonstration  projects  to  test  prospective 
payment  systems  for  home  health  services.  The  first  project  (Phase  I)  tested  a 
prospectively  set  per  visit  methodology  and  was  completed  in  September  of  1 994. 
Preliminary  analysis  indicates  that  the  per  visit  prospective  payment  methodology  had 
no  effect  on  cost  per  visit  or  volume  of  visits.  The  second  project  (Phase  II)  will  test  a 
per  episode  prospective  reimbursement  methodology  and  is  scheduled  to  commence 
on  July  1 ,  1 995  and  run  for  a  period  of  three  years. 
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Prospective  Payment  System  for  Home  Health  Services 

Summary 

Home  health  services  will  be  paid  on  a  per  visit  basis  subject  to  a  per  episode 
aggregate  cap.  The  per  visit  payment  rate  will  be  established  at  a  reduced  percentage 
of  the  cost  limits.  The  per  episode  cap  will  be  based  on  the  regional  average  cost  for 
an  episode  of  care  as  defined  in  the  Phase  II  demonstration  project.  Both  payment 
amounts  will  be  established  using  base  period  costs  which  will  be  adjusted  annually  to 
account  for  changes  in  the  home  health  market  basket  index. 

Per  Visit  Pavment 

The  Secretary  will  establish  a  per  visit  rate  of  reimbursement  by  discipline  for 
Medicare  certified  home  health  agencies  in  each  Metropolitan  Statistical  Area  and  Non- 
Metropoiitan  Statistical  Area  as  prescribed  in  the  home  health  cost  limit  rules.  The  per 
visit  rate  of  reimbursement  will  be  set  at  105%  of  the  mean  labor  and  non-labor  costs 
for  all  home  health  agencies  within  a  region. 

Per  Episode  Cap 

For  the  purposes  of  computing  the  per  episode  cap,  an  episode  of  care  will  be 
defined,  as  in  the  Phase  li  demonstration  project,  to  include  all  covered  services 
delivered  during  a  period  of  120  days  following  the  initial  admission  of  a  beneficiary.  A 
separate  cap  amount  will  be  calculated  by  the  Secretary  for  each  of  the  18  case 
categories  used  in  the  Phase  11  case  mix  adjustment  methodology. 

A  single  case  mix  adjusted  aggregate  per  episode  cap  will  be  determined  for 
each  home  health  agency  annually  by  multiplying  the  episodes  in  each  case  category 
times  the  per  episode  cap  for  that  category  and  summing  the  products. 

As  soon  as  sufficient  data  is  available,  the  Secretary  will  make  a  determination 
(subject  to  notice  and  an  opportunity  for  public  comment)  with  respect  to  whether  the 
regional  variations  in  the  per  episodes  caps  should  be  eliminated. 

Savings  Sharing  ' 

Home  health  agencies  that  are  able  to  keep  their  total  payments  for  the  year 
below  their  annual  aggregate  per  episode  cap  will  share  in  the  savings  at  a  graduated 
rate  which  will  increase  with  the  percentage  by  which  total  payments  are  less  than  the 
cap. 
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The  potential  shared  savings  will  range  from  5%  to  40%  and  will  increase  as  the 
percentage  by  which  the  home  health  agency's  total  payments  are  below  the  cap 
increases,  up  to  20%.  A  provider  whose  total  payments  for  a  year  were  1  %  under  the 
annual  aggregate  per  episode  cap  would  be  entitled  to  approximately  5%  of  the 
savings,  while  a  provider  whose  total  payments  were  20%  under  the  cap  would  be 
entitled  to  40%  of  the  savings.  The  percentage  of  savings  share  would  not  increase  if 
a  provider's  total  payments  were  more  than  20%  under  the  per  episode  cap. 

Home  health  agencies  would  not  be  entitled  to  payments  which  exceed  the 
annual  aggregate  per  episode  cap. 

Home  health  agencies  would  be  permitted  to  seek  such  exceptions  and 
exemptions  to  the  annual  aggregate  per  episode  cap  as  are  currently  available  under 
the  cost  limit  rules  {e.g.,  sole  community  provider  and  extraordinary  circumstances). 
The  intermediaries  will  be  required  to  make  a  determination  on  any  such  request  within 
120  days  after  the  provider  certifies  that  it  has  provided  all  information  it  feels  is 
relevant. 

Outliers  and  Extended  Care  Cases 

Home  health  agencies  which  provide  services  to  patients  for  longer  than  120 
days  would  be  paid  at  their  usual  per  visit  rate,  but  those  payments  would  count  against 
the  annual  aggregate  per  episode  cap. 

The  Secretary  would  designate  certain  disorders  or  combinations  of  disorders 
which  require  a  steady  and  predictable  range  of  services  over  an  extended  period  of 
time  {e.g.,  blind  diabetics)  where  a  home  health  agency's  opportunity  to  provide  the 
services  in  a  more  cost-effective  way  is  limited.  For  such  cases  that  are  certified  in  the 
first  120  days  of  service,  the  provider  would  be  paid  thereafter  a  flat  monthly  rate  based 
upon  the  average  cost  incurred  by  providers  in  the  region  in  furnishing  services  to  such 
patients. 

Updates 

Both  the  per  visit  payments  and  the  regional  per  episode  caps  would  be 
computed  initially  on  a  base  period  and  then  updated  annually  based  on  the  home 
health  market  basket  index. 

Non-Routine  Medical  Supplies 

Non-routine  medical  supplies  will  be  paid  on  a  separate  fee  schedule  which  will 
cover  acquisition  cost  and  a  flat  percentage  for  handling.  These  payments  will  not 
count  against  the  per  episode  cap. 
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Conversion  to  Pure  Per  Episode  Reimbursement 

Within  three  years  of  the  implementation  of  this  reimbursement  system,  the 
Secretary  will  provide  a  report  to  Congress  concerning  the  conversion  of  this 
reimbursement  system  to  a  pure  per  episode  reimbursement  system  based  on 
information  generated  from  the  Phase  II  demonstration  project. 

Quality 

Any  prospective  payment  system  must  ensure  that  home  health  agencies  do  not 
seek  to  become  more  cost  effective  by  sacrificing  quality.  The  Secretary  will  ensure 
that  the  quality  of  services  remains  high  by  proceeding  to  implement  a  revised  survey 
and  certification  process  which  emphasizes  patient  satisfaction  and  successful 
outcomes. 

Home  health  agencies  will  be  required  to  provide  services  to  beneficiaries  to  the 
extent  that  those  services  are  determined  by  the  beneficiary's  physician  to  be  medically 
necessary. 

Savings 

Significant  savings  will  be  achieved  by  providing  incentives  for  providers  to 
become  more  cost  effective  by  controlling  the  rate  of  expenditure  growth  and  by 
reducing  administrative  costs  both  for  the  providers  and  for  the  government. 

The  plan  achieves  immediate,  intermediate,  and  long  term  savings  in  the 
following  ways: 

First,  immediate  and  continuing  savings  will  be  achieved  by  establishing  per 
visit  rates  based  on  reduced  cost  limits. 

Second,  significant  savings  wilt  be  achieved  beginning  with  the  end  of  the  first 
year  through  the  application  of  the  aggregate  per  episode  cap. 

Third,  substantial  long  term  savings  will  be  generated  by  reducing  the  rate  of 
expenditure  growth  through  the  use  of  the  home  health  market  basket  index  to 
update  the  per  visit  payment  rates  and  the  per  episode  caps. 

Further  savings  should  be  achievable  through  reduced  administrative  costs  both 
for  providers  and  for  the  federal  government  for  the  following  reasons: 

1 .      cost  reports  could  be  reduced  in  complexity  or  eliminated  entirely,  and 
there  will  be  no  retroactive  disallowance  of  costs,  and,  therefore,  no 
reimbursement  appeals; 


385 


2.  Intermediaries  will  be  required  to  determine  patient  eligibility  and 
coverage  of  only  one  skilled  qualifying  service  in  order  for  an  episode  to 
begin;  therefore,  there  will  be  no  retroactive  claims  reviews  or  denials  and 
few  appeals;  and 

3.  intermediaries  will  be  required  to  make  medical  necessity  determinations 
for  extended  care  cases,  but  all  denials  will  be  prospective  only,  thereby 
eliminating  costly  retroactive  denials  and  appeals. 

Additional  savings  will  be  achieved  as  providers  lower  their  total  payments  to 
less  than  the  per  episode  caps. 

Effective  date 

This  reimbursement  system  will  be  implemented  no  later  than  six  months  after 
the  date  of  enactment. 


Rationale 

Per  visit  payment  with  a  per  episode  cap  was  used  in  order  to  develop  a  plan 
that  could  be  implemented  immediately  using  currently  available  data  and  procedures 
while  putting  home  health  services  on  the  path  to  per  episode  prospective  payment. 

The  definition  of  an  episode  was  borrowed  from  the  Phase  II  demonstration 
project  funded  by  HCFA  in  order  to  be  able  to  use  the  data  generated  by  that  project 
over  the  next  few  years  to  improve  and  refine  the  prospective  payment  plan. 

An  aggregate  per  episode  cap  was  employed  in  order  to  provide  the  government 
with  control  over  expenditures  while  reserving  clinical  decisions  to  the  provider,  the 
physician,  and  the  patient.  It  was  also  felt  that  this  would  be  a  low  cost  method  of 
controlling  the  growth  in  spending. 

A  45-day  break  in  service  between  episodes  was  included  in  order  to  prevent 
providers  from  "gaming"  the  system  by  discharging  and  readmitting  patients  in  order  to 
generate  more  episodes.  The  providers'  annual  aggregate  per  episode  cap  is  case  mix 
adjusted  to  discourage  providers  from  seeking  to  increase  revenues  by  accepting  only 
less  acutely  ill  patients. 

A  savings  sharing  provision  was  included  in  order  to  discourage  providers  from 
maximizing  their  payments  per  episode  in  order  to  reach  the  cap. 

A  separate  reimbursement  method  was  established  for  patients  who  need  acute 
care  services  over  a  long  period  of  time  to  avoid  creating  an  incentive  for  providers  to 
cease  treating  these  patients. 

For  more  information,  call  Jim  Pyles  at  202-466-6550. 


JCP/jlr 


386 


Mr.  Christensen.  Well,  thank  you,  Mr.  Hoffman,  I  appreciate 
that. 

Mr.  Burman,  we  would  be  pleased  to  hear  your  testimony  at  this 
time. 

STATEMENT  OF  JEFF  BURMAN,  ASSISTANT  VICE  PRESIDENT, 
GUARANTEE  TRUST  LIFE  INSURANCE  CO.;  AND  PRESIDENT, 
COUNCIL  FOR  AFFORDABLE  HEALTH  INSURANCE 

Mr.  Burman.  Thank  you,  Mr.  Chairman.  My  name  is  Jeff  Bur- 
man  and  I  am  the  assistant  vice  president  of  Guaranteed  Trust 
Life  Insurance  Co.,  and  I  am  also  president  of  CAHI,  the  Council 
for  Affordable  Health  Insurance.  The  Council,  also  known  as  CAHI, 
is  an  association  of  small-to-medium  insurance  companies  that  was 
formed  in  1992  to  fight  for  free  market  solutions  to  the  Nation's 
health  care  problems.  We  also  represent  hundreds  of  individual 
members,  which  includes  some  of  the  Nation's  leading  actuaries, 
physicians,  attorneys,  insurance  agents,  and  other  Americans  inter- 
ested in  free  market  solutions  to  the  Nation's  health  care  dilem- 
mas. 

Mr.  Chairman,  I  could  take  this  opportunity  to  thank  you  for 
conducting  these  important  hearings  on  possible  Medicare  reform 
solutions  and  the  Council  for  Affordable  Health  Insurance  looks 
forward  to  working  with  the  Subcommittee  in  the  months  ahead  to 
develop  fair  and  equitable  reforms  for  all  Americans. 

My  comments  today  will  focus  only  on  some  of  the  potential  solu- 
tions that  would  produce  short-term  or  first-year  savings  to  the 
Medicare  Program.  We  are  continuing  to  develop  more  options 
which  we  will  provide  the  Subcommittee  on  an  ongoing  basis. 

We  have  reviewed  the  Medicare  Program  and  will  soon  publish 
a  long-term  solution  to  saving  the  Medicare  Prograrii,  while  at  the 
same  time,  producing  substantial  savings  to  the  program  without 
cutting  benefits  or  reducing  provider  payments.  We  approach  the 
problem  of  short-term  Medicare  reform  with  three  goals  in  mind. 
It  had  to  begin  to  lower  Medicare  outlays,  it  had  to  set  the  stage 
for  or  be  consistent  with  longer  term  reforms,  and  had  to  be  rel- 
atively noncontroversial  since  the  time  for  public  education  is  so 
limited. 

The  Council  for  Affordable  Health  Insurance  does  not  necessarily 
endorse  each  item  but  recognizes  they  are  all  viable  options  to 
produce  immediate  savings  to  the  Medicare  Program. 

The  option  number  one  is  to  restructure  the  reimbursement 
methodology  for  risk  contracts.  Possible  ways  to  adjust  the  meth- 
odology include,  reduced  reimbursement  levels  so  it  is  more  in  line 
with  the  provider's  actual  costs.  Number  two,  is  to  adjust  the  reim- 
bursement level  based  on  the  health  status  of  the  beneficiary. 
Number  three,  base  the  AAPCC  on  HMO  costs  as  opposed  to  Medi- 
care Program  costs.  Number  four,  develop  a  system  of  retrospective 
experience  refunds.  And  number  five,  award  risk  contracts  based 
on  competitive  bids. 

Our  next  option  is  to  limit  beneficiaries'  ability  to  switch  at  will 
between  the  Medicare  risk  contracts  and  the  fee-for-service  pro- 
gram. We  believe  this  ability  to  switch  back  and  forth  between  the 
two  programs  creates  an  antiselection  situation  for  the  fee-for-serv- 
ice program. 
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Next,  we  suggest  expanding  the  Medicare  risk  contracts  to  in- 
clude non-HMOs.  Currently,  only  HMOs  can  qualify  for  Medicare 
risk  contracts.  Under  a  competitive  bidding  system,  expanding  the 
number  and  type  of  risk  takers  will  generate  more  competition  and, 
therefore,  lower  costs  to  the  program. 

The  next  option  would  be  to  adjust  the  part  B  deductible  to  ac- 
count for  recent  increases  in  medical  inflation  and  index  it  in  fu- 
ture years.  The  part  B  deductible  has  remained  constant  since  its 
inception,  while  Medicare  inflation  has  been  increasing  over  the 
years.  Looking  back  only  5  years,  the  deductible  could  be  increased 
by  50  percent  to  account  for  medical  inflation.  After  this  initial  ad- 
justment from  $100  to  $150,  the  part  B  deductible  should  then  be 
adjusted  annually  based  upon  actual  program  costs. 

The  next  option  is  to  create  appropriate  levels  of  cost  sharing  to 
decrease  utilization.  The  current  system  of  Medicare  and  Medicare 
supplement  insurance  programs  results  in  many  beneficiaries  hav- 
ing first  dollar  coverage.  Imposing  more  appropriate  cost-sharing 
requirements  would  constrain  utilization,  therefore,  reduce  pro- 
gram costs.  Alternative  ways  to  move  from  first  dollar  coverage  in- 
clude the  following:  Modify  Medicare  supplements,  standardization 
plans  so  that  Medicare  part  A  and  part  B  deductibles  are  no  longer 
covered;  freeze  Medicare  supplement  coverage  of  Medicare 
deductibles  at  current  levels;  allow  for  the  development  of  innova- 
tive Medicare  supplement  products  that  encourage  cost  sharing  and 
personal  responsibility. 

Our  next  suggestion  is  set  the  Medicare  part  B  premium  at  30 
percent  of  the  fee-for-service  cost.  Currently,  the  part  B  premium 
is  running  at  30  percent  of  the  fee-for-service  cost.  Although  the 
current  law  requires  that  it  be  at  25  percent,  we  suggest  that  the 
law  be  changed  to  accommodate  its  current  level. 

Next  is  empower  Medicare  beneficiaries  to  detect  fraud  in  the 
program  and  reward  them  for  doing  so.  Significant  data  suggests 
there  is  a  tremendous  amount  of  fraud  that  goes  undetected.  We 
suggest  creating  a  program  that  would  allow  for  the  beneficiaries 
to  detect  this  fraud  and  bring  it  to  the  attention  of  the  program. 
We  believe  this  will  reduce  total  utilization  and  cost,  however,  we 
are  concerned  that  perhaps  administration  of  the  system  would,  in 
some  ways,  create  a  bureaucracy  that  might  outweigh  the  benefit, 
and  therefore,  we  suggest  a  cost-benefit  analysis  be  done  before  im- 
plementation. 

Adjust  the  Medicare  eligibility  age  is  the  next  option.  Our  rec- 
ommendation or  suggestion  is  that  the  Medicare  eligibility  age  be 
changed  from  the  first  of  the  month  preceding  the  individual's  65th 
birthday  to  the  first  of  the  month  following  the  individual's  65th 
birthday. 

The  next  option  is  to  institute  a  part  A  premium.  There  are  sev- 
eral ways  this  can  be  implemented.  One  of  the  ways  that  we  are 
suggesting  is  to  create  a  higher  deductible  plan  that  would  be  free 
to  beneficiaries,  however,  the  current  program  with  a  lower  level 
could  be  available  for  a  premium. 

Next  is  to  revise  the  at-home  recovery  benefit.  At  present  this 
benefit  is  unlimited  and  Medicare  pays  the  full  costs.  Two  steps 
could  be  taken  to  constrain  home  health  care  costs.  First,  is  to  de- 
velop a  more  objective  benefit  trigger.  Second,  to  move  the  home 
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health  care  benefit  from  part  A  to  part  B  and  treat  home  health 
care  as  any  other  part  B  benefit. 

Next  is  to  adjust  the  rates  for  service  that  have  become  less  ex- 
pensive. We  are  concerned  that  HCFA  needs  to  more  closely  mon- 
itor trends  and  cost  of  services  and  adjust  the  rates  to  reflect  any 
decreases  that  may  be  taking  place  as  the  result  of  new  tech- 
nologies and  procedures. 

And,  last,  create  targeted  subsidies.  We  recognize  that  these 
copays,  higher  deductibles,  and  premiums  could  perhaps  create 
hardships  for  individuals  and,  therefore,  we  recommend  looking  at 
targeted  subsidies  for  lower  income  beneficiaries. 

These  solutions  are  proposals  that  we  believe  should  be  inves- 
tigated and  scored  for  savings.  Speaking  for  the  Council  for  Afford- 
able Health  Insurance  I  am  convinced  that  now  is  the  appropriate 
time  for  Congress  to  do  all  it  can  to  restore  the  fiscal  integrity  of 
the  Nation's  Medicare  Program. 

I  appreciate  having  the  opportunity  to  testify  and  would  be 
pleased  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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Statement  by  JefTBurman,  Vice  President,  Guarantee  Trust  Life  Insurance 
Company  and  President  of  the  Council  for  Affordable  Health  Insurance 

Mr.  Chairman,  my  name  is  Jeff  Burman  and  I  am  Vice  President  of  Guarantee  Trust  Life 
Insurance  Company  and  I  am  also  president  of  the  Council  for  Affordable  Health 
Insurance.  The  Council,  also  known  as  CAHI,  is  an  association  of  small  to  mid-sized 
insurance  companies  that  was  formed  in  March  of  1992  to  fight  for  fi-ee  market  solutions 
to  the  problems  in  the  health  care  system.  We  also  represent  several  hundred  individual 
members  including  some  of  the  nation's  leading  actuaries,  physicians,  insurance  agents  and 
Americans  interested  in  free  market  solutions  to  the  nation's  health  care  problems. 

Mr.  Chairman,  I  would  like  to  take  this  opportunity  to  thank  you  for  conducting  these 
important  hearings  on  possible  Medicare  reform,  solutions.  Our  comments  today  have 
been  developed  by  the  Technical  Committee  and  the  Senior  Issues  Committee  of  the 
Council  for  Affordable  Health  Insurance.  These  committees  include  some  of  the  nation's 
top  actuaries  and  experts  on  senior  issues.  We  applaud  the  104th  U.S.  Congress'  resolve 
to  save  the  Medicare  program  from  certain  bankruptcy,  and  we  look  forward  to  working 
with  this  committee  in  the  months  ahead  to  develop  fair  and  equitable  reforms  for  all 
Americans. 

My  comments  today  will  focus  only  on  those  potential  solutions  that  would  produce  short 
term  or  first  year  savings  to  the  Medicare  program  that  we  have  developed  to  date. 
However,  we  are  continuing  to  develop  more  options  which  we  will  provide  this 
committee  on  an  ongoing  basis.  The  Council  for  Affordable  Health  Insurance  has 
reviewed  the  Medicare  program  and  will  soon  publish  a  long-term  solution  to  saving  the 
Medicare  program  while  at  the  same  time  producing  substantial  savings  to  the  program 
without  cutting  benefits  or  reducing  provider  payments. 

We  approached  the  problem  of  short  term  Medicare  reform  with  three  goals  in  mind: 

1.  It  had  to  begin  to  lower  Medicare  outlays. 

2.  It  had  to  set  the  stage  for,  or  be  consistent  with,  longer  term  reforms,  and 

3.  It  had  to  be  relatively  non-controversial,  since  the  time  for  public  education 
is  so  limited. 

The  Council  for  Affordable  Health  Insurance  does  not  necessarily  endorse  each  item,  but 
recognizes  that  they  are  all  viable  options  to  produce  immediate  savings  to  the  Medicare 
program. 

•  Restructure  the  reimbursement  methodology  for  Medicare  risk  contracts.  Under 
current  law,  HMOs  are  reimbursed  at  95  percent  of  the  adjusted  average  per  capita 
cost  (AAPCC)  of  the  Medicare  program.  However,  the  experience  of  Medicare  risk 
contracts  is  well  below  this  reimbursement  level.  The  reimbursement  methodology 
should  be  adjusted  so  that  the  Medicare  program  realizes  some  of  the  savings 
generated  by  Medicare  risk  contracts.  Possible  ways  to  adjust  the  methodology 
include  the  following: 

A.  Reduce  the  reimbursement  level  so  it  is  more  in  line  with  actual  costs. 

B.  Adjust  the  reimbursement  level  based  on  the  health  status  of  the  beneficiary. 

C.  Base  the  AAPCC  on  HMO  costs,  as  opposed  to  Medicare  program  costs. 

D.  Develop  a  system  of  retrospective  experience  refunds. 

E.  Award  risk  contracts  based  on  competitive  bids. 

.  •  Limit  beneficiaries'  ability  to  switch  at  will  between  Medicare  risk  contracts  and 
the  fee-for-service  program.  The  current  program  allows  individuals  who  select  the 
Medicare  risk  contract  program  and  become  ill  to  switch  back  to  the  Medicare 
program.  The  result  is  to  shift  the  cost  of  caring  for  the  sickest  of  the  elderly  back 
onto  Medicare.  Medicare  beneficiaries  should  have  the  opportunity  to  change  plans 
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once  annually,  such  as  during  their  anniversary  month,  and  in  the  case  of  a  qualifying 
event  (such  as  the  death  of  a  spouse).  Switching  back  and  forth  between  the  two 
programs  at  will,  however,  should  not  be  allowed. 

Expand  Medicare  risk  contracts  to  non-HMOs.  Currently,  only  HMOs  can  qualify 
for  Medicare  risk  contracts.  Under  a  competitive  bidding  system,  expanding  the 
number  and  types  of  risk  takers  will  generate  more  competition,  and  therefore  lower 
costs  to  the  program. 

Adjust  the  Part  B  deductible  to  account  for  recent  increases  in  medical  inflation, 
and  index  it  in  future  years.  The  Part  B  deductible  has  remained  constant  since  its 
inception,  while  medical  inflation  has  been  increasing  over  the  years.  Looking  back 
only  five  years,  the  deductible  could  be  increased  by  50  percent  to  account  for  medical 
inflation.  After  this  initial  adjustment  from  $100  to  $150,  the  Part  B  deductible  should 
then  be  adjusted  annually  based  upon  actual  program  costs. 

Create  appropriate  levels  of  cost-sharing  to  decrease  utilization.   The  way  in 

which  the  program  is  currently  structured  encourages  over-utilization  of  health  care 
services  because  the  Medicare  beneficiary  who  purchases  Medicare  supplement 
insurance  has  first  dollar  coverage.  Imposing  more  appropriate  cost-sharing 
requirements  would  constrain  utilization,  and  therefore  program  costs.  Alternative 
ways  to  move  away  from  first  dollar  coverage  include  the  following: 

A.  Modify  the  Medicare  supplement  standardized  plans  so  that  Medicare 
deductibles  are  not  covered  as  benefits. 

B.  Freeze  Medicare  supplement  coverage  of  Medicare  deductibles  at  current 
levels.  Any  future  increases  in  Medicare  deductibles  would  not  be  covered  by 
Medicare  supplemental  insurance,  but  would  be  the  responsibility  of  the 
beneficiary. 

C.  Allow  for  the  development  of  innovative  Medicare  supplemental  products  that 
encourage  cost  sharing. 

Set  the  Medicare  Part  B  premium  at  30  percent  of  fee-for-service  costs.  Although 
current  law  states  that  the  Part  B  premium  be  25  percent  of  the  cost  of  the  program, 
the  actual  premium  today  is  closer  to  30  percent  because  program  costs  are  lower  than 
expected.  Rather  than  lowering  the  Part  B  premium  to  comply  with  current  law,  the 
premium  calculation  law  could  be  changed  to  30  percent.  The  30  percent  figure 
should  be  based  on  average  per  capita  costs  of  the  core  fee-for-service  program 
(excluding  Medicare  risk  enrollees)  to  more  closely  reflect  the  true  costs  of  the  core 
Medicare  Part  B  program. 

Empower  Medicare  beneficiaries  to  detect  fraud  in  the  program,  and  reward 
them  for  doing  so.  There  have  been  wide  reports  of  Medicare  fi"aud  by  individuals 
and  providers  in  the  health  care  delivery  system.  Patient  self-auditing  of  Medicare  bills 
is  one  way  to  detect  this  fraud.  Beneficiaries  should  be  empowered  to  investigate  for 
fraud,  and  should  share  in  any  savings  resulting  from  discovering  fraudulent  claims. 
However,  there  is  a  question  of  whether  the  added  administrative  costs  would  exceed 
any  savings;  therefore,  before  implementation,  a  cost-benefit  analysis  should  be 
undertaken. 

Adjust  the  Medicare  eligibility  age.  Right  now,  individuals  become  eligible  for 
Medicare  on  the  first  day  of  the  month  in  which  they  turn  65.  If  this  provision  is 
changed  so  that  the  individual  becomes  eligible  on  the  first  day  of  the  month  following 
his/her  65th  birthday,  the  program  could  immediately  save  one  month's  cost  for  all 
new  enrollees.  Longer  term,  the  eligibility  age  for  Medicare  needs  to  be  raised. 

Institute  a  Part  A  premium.  Under  this  proposal,  there  would  still  be  a  Part  A 
program  which  would  be  automatic  and  free  However,  the  deductible  would  be 
raised  significantly  from  its  current  level.  Part  A  coverage  with  the  current  deductible 
would  be  available  for  a  premium. 

Revise  the  home  health  care  beneHt.  At  present,  the  home  health  care  benefit  is 
unlimited,  and  Medicare  pays  the  fijil  cost.  Consequently,  home  health  care  costs  are 
increasing  20-25  percent  a  year  Two  steps  could  be  taken  to  constrain  home  health 
care  costs: 
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A.  Develop  a  more  objective  trigger  for  the  benefit.  As  the  program  currently 
operates,  the  medically  necessity  trigger  is  not  limiting  home  health  care 
services  to  those  situations  for  which  the  benefit  was  introduced  (i.e., 
individuals  who  would  other  wise  be  hospitalized).  Therefore,  a  more 
appropriate  trigger  mechanism  is  necessary. 

B.  Move  the  home  health  care  benefit  from  Part  A  to  Part  B,  and  treat  home 
health  care  as  any  other  Part  B  benefit  (e.g.,  a  20  percent  copay  with  a  101  day 
maximum  per  benefit  period).  Note:  moving  the  home  health  care  benefit  to 
Part  B  may  effect  the  Part  B  premium. 

•  Adjust  rates  for  services  that  have  become  less  expensive.  The  cost  of  some 
services  has  dropped  precipitously,  but  Medicare  has  not  revised  their  rates  (an 
example  is  laser  cataract  surgery).  HCFA  needs  to  more  closely  monitor  trends  in  the 
costs  of  services  and  adjust  rates  to  reflect  cost  decreases. 

•  Create  targeted  subsidies.  It  must  be  recognized  that  not  all  Medicare  beneficiaries 
enjoy  the  same  ability  to  meet  premiums,  copayments  and  deductibles.  Therefore,  any 
increases  in  out-of-pocket  costs  should  be  accompanied  by  targeted  subsidies  for 
lower-income  beneficiaries,  possibly  including  refundable  tax  credits. 


These  solutions  are  proposals  that  we  believe  should  be  investigated  and  scored  for 
savings.  Many  of  our  proposed  solutions  have  been  echoed  by  other  witnesses 
representing  various  points  of  view.  Speaking  for  the  Council  for  Affordable  Health 
Insurance,  I  am  convinced  that  now  is  the  appropriate  time  for  the  U.S.  Congress  to  do  all 
it  can  to  restore  the  fiscal  integrity  of  the  nation's  Medicare  program.  I  appreciate  having 
this  opportunity  to  testify  and  would  be  pleased  to  answer  any  questions  you  may  have 
regarding  these  reform  proposals.  Thank  you,  Mr.  Chairman. 
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Mr.  Christensen.  Thank  you,  Mr.  Burman,  for  your  testimony  i 
and  thank  you,  panel,  for  your  excellent  testimony  on  the  issue.  | 
I  just  have  a  few  questions.  It  is  late  in  the  day  and  we  will  let  J 
you  go.  I 

I  guess  some  of  you  on  this  panel  would  not  agree  with  Mr.  Bur- 
man's  testimony.  The  home  care,  I  believe  I  heard  your  testimony  |l 
earlier,  and  you  said  that  you  were  vehemently  against  any  kind  1 
of  copay  in  terms  of  home  health  care.  ' 

I  think  that  we  have  to  lay  a  lot  of  ideas  out  on  the  table.  First 
of  all,  as  we  know,  the  Medicare  trustees  have  said  that  we  have  i 
a  serious  problem.  That  we  will  run  out  of  money  in  the  year  2002  j. 


and  we  cannot  just  go  bury  our  heads  in  the  sand  and  say  the  prob-  P 
lem  is  going  to  go  away.  We  cannot  keep  increasing  taxes  and  get 
the  program  along  another  2  or  3  years.  I  think  we  need  a  struc-  | 
tural  change.  I  think  we  need  something  that  is  going  to  take  care 
of  the  problem  for  a  very  long  time.  I  think  we  need  to  look  at  a 
lot  of  ideas  and  that  is  what  these  hearings  have  been  about. 

One  of  the  things  that  I  do  enjoy  and  I  enjoyed  the  testimony  of  , 
the  hospice  care  very  much  because  I  believe  that  that  is  definitely  t 
an  area  that  we  have  to  look  more  to  and  that  is  letting  people 
take  care  of  themselves  in  their  last  6  months  of  life.  I  think  that  i 
we  ought  to  look  at  even  expanding  that  length  of  time  that  I  think 
Medicare  currently  reimburses.  I  am  not  for  sure  on  that. 

How  long  is  it  that  Medicare  reimburses  hospice  care? 

Mr.  Mahoney.  Mr.  Chairman,  Medicare  reimburses  hospice  care 
currently  under  three  periods  of  90-,  90-  and  30-day  periods,  and  ' 
then  an  unlimited  period  until  the  person  dies. 

Mr.  Christensen.  Have  you  examined,  anyone  on  this  can  an- 
swer, have  you  examined  the  Medisave  approach?  I  would  like  tes- 
timony on  that  and  what  your  feelings  are  toward  the  Medisave? 

Ms.  Bailis. 

Ms.  Bailis.  I  do  not  think  that  we  are  prepared  to  testify  on  that 
at  this  point.  We  need  to  explore  it  more. 

Mr.  Christensen.  OK.  You  ran  out  of  time,  and  I  wanted  to  find 
out  what  that  chart  was.  ' 

Ms.  Bailis.  Yes,  I  did  run  out  of  time  and  I  did  not  want  to  go 
over  my  time,  but  I  thank  you  for  giving  me  that  opportunity.  This 
chart  demonstrates  the  savings  that  could  be  achieved  by  replacing 
acute  care  with  subacute  care  for  treatment  of  the  same  illness.  In 
this  particular  situation,  DRG  number  410  for  chemotherapy, 
which  clinicians  believe  could  be  treated  in  the  subacute  setting, 
without  compromising  quality  at  all.  You  can  see  that  the  cost  of  | 
providing  that  service  in  a  hospital  when  there  was  also  care  pro-  ! 
vided  in  the  hospital-based  skilled  nursing  facility  which  is  about 
47  percent  more  expensive  than  a  free-standing  nursing  facility, 
the  cost  is  over  $5,000. 

The  cost,  the  payment  for  the  DRG  is  $4,000.  That  same  treat- 
ment could  be  provided  in  a  SNF  for  $1,400.  So  the  savings,  $1,400 
compared  to  either  $4,000  or  over  $5,000,  is  significant.  And  again, 
we  believe  it  could  be  provided  without  a  compromise  in  quality. 

Mr.  Christensen.  I  remember  Mr.  Vladeck's  testimony  this 
morning  stating  that  he  did  not  think  that  the  savings  from  hos-  ^ 
pitals  to  SNFs  was  that  significant.  I  think  his  testimony  said 
maybe  one-third.  You  obviously  would  disagree  with  those  figures? 
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Ms.  Bailis.  No.  The  statistics  that  I  indicated  are  the  accurate 
ones.  They  come  from  actuaries,  they  come  from  HCFA.  A  hospital 
day,  the  average  cost  is  S980  compared  to  a  SNF  day  the  average 
cost  is  S226.  or  a  subacute  day  is  S350.  The  clear  e\adence  that 
SNF  care  is  significantly  less  expensive  and  can  replace  acute  care 
is  demonstrated  by  the  hea\y  use  of  SNT  care  by  managed  care 
programs  where  they  are  free  to  make  use  of  SXF  care  without  the 
barriers  that  the  fee -for- service  Medicare  Program  involves. 

Mr.  Christensex.  Ms.  Cushman,  do  you  have  similar  statistics 
that  point  out  your  cost  savings  in  terms  of  savings,  versus  say,  in- 
hospital  stays? 

Ms.  CUSH>L\N.  Yes.  we  do  and  we  have  some  of  those  attached 
to  my  written  testimony  and  can  provide  more,  both  in  detailed 
graphs  and  case  cost  examples. 

Mr.  Christensex.  OK 

[The  information  entitled  References  on  Home  Care  Cost  Effec- 
tiveness is  being  retained  in  the  Committee's  files.] 

Ms.  CUSKNL\X.  If  I  could  follow  up  on  the  hospice,  the  National 
Association  for  Home  Care  also  represents  hospice  providers,  but 
more  importantly  my  agency  is  also  a  hospice  pro\ider.  I  do  not 
know  if  Mr.  Mahoney  can  verify  this  or  not,  but  one  of  the  concerns 
that  we  have  with  hospice,  even  within  the  length  of  time  that  it 
is  now  available  is  that  referrals  for  hospice  are  frequently  coming 
much,  much  too  late  in  the  individual's  illness  so  that  both  the 
compassionate  services  that  could  be  provided  are  not  provided  ear- 
lier in  that  period  of  time,  but  they  are  also  using  more  restorative 
care  as  opposed  to  palliative  care  for  a  longer  period  of  time. 

So  I  would  urge  that  as  you  are  considering  expanding  that  bene- 
fit, you  also  give  thought  to  expanding  a  more  appropriate  utiliza- 
tion of  that  benefit  earlier. 

Mr.  M^HOXTY.  If  I  could  add  a  brief  comment,  I  would  have  to 
ver>'  much  agree  with  that.  Hospice  care  is  currently  available  to 
people  with  a  prognosis  of  6  months  or  less  but  the  average  length 
of  stay  for  people  in  hospices  is  considerably  less  than  that,  ap- 
proximately 55  days.  And  the  median  length  of  stay  is  much  less 
than  that. 

One  of  the  biggest  problems  we  have  is  in  getting  people  to  un- 
derstand what  hospice  care  is  and  how  it  is  available  and  that  goes 
to  the  education  of  physicians  and  discharge  planners  and  others. 

Mr.  Christexsex.  Mr.  Burman.  do  you  have  any  comments  on 
Medisave? 

Mr.  BLmL\x.  No.  I  am  afraid  I  do  not. 

Mr.  Christexsex.  OK.  Mr.  Aitchison,  you  made  a  comment  in 
your  written  testimony  about  a  functional  group,  what  was  the 
name  of  that? 

Mr.  AlTCHlSOX.  Functional  related  groups. 

Mr.  Christexsex.  Could  you  elaborate  just  a  little  bit  more? 

Mr.  AITCHISOX.  It  is  a  system  that  our  industry-  has  addressed 
for  the  better  part  of  5  years  now  and  it  breaks  down  Medicare 
beneficiaries  into  approximately  60  classifications  based  upon  age, 
utilization  of  services,  and  in  our  field,  outcome. 
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We  have  found  that  there  is  ways  of  grouping  those  folks,  identi- 
fying the  consumption  of  resources  and  beUeve  that  that  is  an  ef- 
fective prospective  payment  system  that  could  be  employed  through 
legislative  change  and,  therefore,  eliminate  some  of  these  perverse 
situations  we  now  see  where  there  is  the  disincentive  to  serve  the 
high-cost  patient.  You  would  pay  according  to  the  particular  pa- 
tient's needs,  no  matter  the  location,  and  that  would  be  a  more  eq- 
uitable way  to  go. 

Mr.  Christensen.  I  thank  the  panel  for  their  time  and  their  in- 
dulgence of  this  late  hour  in  the  day  and  thank  you  for  your  testi- 
mony very  much. 

[Whereupon,  the  hearing  was  adjourned  to  reconvene  on  Tues- 
day, July  25,  1995,  at  10  a.m.] 


SAVING  MEDICARE  AND  BUDGET 
RECONCILIATION  ISSUES 


TUESDAY,  JULY  25,  1995 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  DC. 
The  Subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in 
room  1100,  Longworth  House  Office  Building,  Hon.  Bill  Thomas 
(Chairman  of  the  Subcommittee)  presiding. 

Chairman  Thomas.  The  Subcommittee  will  come  to  order.  This 
is  the  third  day  of  hearings  on  the  larger  question  of  saving  Medi- 
care and  budget  reconciliation.  My  understanding  is  that  we  are 
going  to  go  forward  with  the  hearing  without  any  of  our  Minority 
participants.  We  are  holding  hearings  and  they  are  holding  press 
conferences. 

The  first  panel  will  consist  of  Dr.  Henley,  Kenneth  Plitt,  Dr. 
Levin,  and  Dr.  Gee.  If  they  will  come  forward  we  will  be  pleased 
to  hear  their  testimony. 

Oh,  I  apologize.  I  was  looking  at  the  list  and  that  is  our  first 
panel  but  our  first  witness  will  be  Sarah  Jaggar,  Director  of  the 
Health  Financing  and  Policy  Issues,  U.S.  General  Accounting  Of- 
fice. I  apologize,  Ms.  Jaggar.  I  was  looking  at  the  panels  and  there 
was  no  space  between  where  the  room  is  and  the  first  witness. 

Any  written  testimony  that  you  have  will  be  made  a  part  of  the 
record,  and  you  may  proceed  to  inform  the  Subcommittee.  The  time 
is  yours. 

STATEMENT  OF  SARAH  F.  JAGGAR,  DIRECTOR,  HEALTH 
FINANCING  AND  POLICY  ISSUES,  U.S.  GENERAL  ACCOUNT- 
ING OFFICE 

Ms.  Jaggar.  Thank  you,  Mr.  Chairman,  and  good  morning  to  the 
Members. 

I  am  pleased  to  be  here  today  to  report  on  the  efficiency  and  the 
effectiveness  of  the  clinical  practice  guidelines  developed  under  the 
auspices  of  the  Agency  for  Health  Care  Policy  and  Research,  other- 
wise known  as  AHCPR.  With  me  today  are  Jennifer  Grover  on  my 
left,  and  Donna  Bulvin,  two  researchers  who  have  worked  directly 
with  us  on  this  study. 

First,  a  word  of  background.  AHCPR  was  created  by  the  Con- 
gress in  1989  to  serve  as  the  Federal  Gk)vemment's  focal  point  for 
medical  effectiveness  and  outcomes  research.  AHCPR  has  three 
main  responsibilities:  supporting  research  on  health  care  costs, 
quality,  and  access  issues;  collecting  and  analyzing  data  for  the  Na- 
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tional  Medical  Expenditure  Survey;  and  supporting  research  on 
medical  effectiveness  which  includes  sponsoring  the  development  of 
clinical  practice  guidelines. 

Clinical  practice  guidelines  are  designed  to  help  medical  practi- 
tioners and  patients  make  decisions  about  prevention,  diagnosis, 
and  treatment  of  specific  clinical  conditions.  AHCPR  spends  about 
3  percent  of  its  total  budget,  or  $6  million  in  fiscal  year  1995,  di- 
rectly on  contracts  for  guideline  development  and  other  costs  for 
printing,  dissemination,  and  so  forth,  bringing  their  total  guide- 
lines related  expenditures  to  about  15  percent  of  their  annual 
budget.  However,  these  guidelines  are  in  many  ways  the  agency's 
flagship  project. 

To  date  AHCPR  has  developed  and  issued  16  guidelines  and  has 
6  more  underway.  They  cover  such  topics  as  treatment  of  pressure 
ulcers,  management  of  cancer  pain,  cataracts  in  adults,  and  low- 
back  problems  in  adults. 

To  develop  a  guideline,  the  agency  first  sponsors  an  extensive  lit- 
erature review  to  examine  the  scientific  evidence  about  a  particular 
clinical  condition.  The  agency  also  organizes  a  panel  of  15  to  20 
noted  clinicians  and  experts  representing  all  different  perspectives 
on  the  topic,  including  the  consumer. 

The  panel  is  to  assess  the  soundness  of  all  the  scientific  research 
and  develop  the  guidelines  which  are  extensively  reviewed  by  pro- 
fessional societies  and  so  forth  before  being  finalized.  Guideline  de- 
velopment has  taken  from  18  to  42  months. 

Once  completed,  the  guidelines  are  widely  disseminated  by 
AHCPR.  Each  guideline  is  produced  as  a  long  or  text  version,  a  cli- 
nician's quick  reference  guide,  and  a  patient  guide  that  supplies 
consumers  with  information  about  the  medical  condition,  treatment 
alternatives,  their  risks  and  benefits,  and  suggests  questions  to  dis- 
cuss with  physicians.  For  your  information,  I  believe  you  have  a 
copy  of  the  guideline  on  heart  failure  in  the  folder  that  you  have 
with  you  today.  You  can  see  they  are  in  the  three  parts  of  the 
guidelines  that  I  mentioned. 

More  than  15  million  copies  of  AHCPR's  different  guidelines  have 
been  distributed  by  mail  to  national  and  State  medical  and  nursing 
societies,  consumer  groups,  and  other  interested  parties.  The  guide- 
lines are  also  available  online  through  the  agency's  fax-on-demand 
service,  and  on  CD-Rom. 

In  brief,  we  found  that  AHCPR's  clinical  practice  guidelines  have 
received  mixed  reviews.  The  agency  has  been  praised  for  its  use  of 
a  rigorous  evidence-based  methodology,  for  multidisciplinary  pan- 
els, and  for  emphasis  on  health  care  consumers.  However,  some 
have  found  that  the  guidelines  are  not  user  friendly  and  this  has 
possibly  affected  their  use.  AHCPR  has  been  criticized  for  the 
broadness  of  the  guideline  topics  and  the  presentation  of  the  public 
information  in  selected  instances. 

The  agency  is  aware  of  these  criticisms  and  is  taking  action  to 
improve  its  guideline  development  efforts.  Specifically,  they  have 
plans  to  modify  topic  selection  so  that  guidelines  are  easier  to  im- 
plement, develop  more  user  friendly  guidelines  by  making  them 
shorter  and  clearer,  to  incorporate  iniformation  on  cost  of  treatment 
options,  and  expand  public/private  partnerships  in  their  develop- 
ment. 
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Questions  remain  as  to  the  extent  to  which  health  care  practi- 
tioners implement  the  guidelines  sponsored  by  AHCPR.  Our  discus- 
sions with  primary  care  physicians  indicate  that  AHCPR  earliest 
guidelines  were  not  widely  used  by  primary  care  physicians  al- 
though other  groups  do  use  them  more  extensively.  This  may  be 
changing,  however,  as  additional  guidelines  are  disseminated  and 
become  more  well  known  and  accepted  and  as  the  practice  of  medi- 
cine in  the  United  States  changes.  Medical  directors  of  health  plans 
that  create  their  own  guidelines  told  us  that  AHCPR  products  are 
used  regularly  by  their  guideline  drafting  committees. 

To  better  track  the  use  of  its  guidelines,  the  agency  collects  infor- 
mation from  user  groups.  Some  of  these  groups  have  reported  cost 
savings  and  improved  patient  outcomes  from  implementing  the 
guidelines.  For  example,  preliminary  data  from  one  peer  review  or- 
ganization showed  a  75-percent  reduction  in  prostate  surgery  and 
savings  of  more  than  $1.3  million  in  five  hospitals  after  educating 
providers  and  patients  about  AHCPR's  guidelines  alternatives.  At 
your  request,  we  are  now  studying  how  managed  care  organiza- 
tions use  clinical  practice  guidelines. 

Mr.  Chairman,  this  concludes  my  formal  remarks  and  we  will  be 
pleased  to  answer  any  questions  that  you  may  have. 

Mr.  Johnson  [presiding].  Thank  you,  I  appreciate  your  testi- 
mony. 

If  you  have  some  written  testimony  you  want  to  enter  into  the 
record,  you  are  welcome  to  do  that. 
Ms.  Jaggar.  Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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TESTIMONY  OF  SARAH  F.  JAGGER,  DIRECTOR 
U.S.  GENERAL  ACCOUNTING  OFnCE 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

We  are  pleased  to  be  here  today  to  report  on  clinical  practice 
guidelines  sponsored  by  the  Agency  for  Health  Care  Policy  and 
Research  (AHCPR) .     In  1989,  the  Congress  created  AHCPR  within  the 
Pxiblic  Health  Service  as  the  federal  government '  s  focal  point  for 
effectiveness  and  outcomes  research.^    As  part  of  this  effort,  the 
Congress  directed  the  agency  to  sponsor  the  development  of  clinical 
practice  guidelines.     Ideally,  the  widespread  use  of  clinical 
practice  guidelines  can  optimize  care,  eliminate  waste,  and  avoid 
unnecessary  procedures.     These  guidelines  are  designed  to  help 
medical  practitioners  and  patients  make  decisions  about  prevention, 
diagnosis,  and  treatment  of  specific  clinical  conditions. 
Typically,  AHCPR  guideline  development  entails  a  consensus  of 
expert  medical  opinion,  a  synthesis  of  current  scientific  evidence, 
or  a  combination  of  these  approaches.     The  guidance  is  disseminated 
with  the  understanding  that  the  local  medical  community  will  tailor 
it  to  meet  their  particular  practice  needs  and  the  individual 
circumstances  of  patients. 

In  light  of  congressional  concerns  regarding  AHCPR,  you  asked 
us  to  examine  the  efficiency  and  effectiveness  of  the  agency's 
clinical  practice  guideline  efforts.     My  remarks  today  are  based  on 
our  ongoing  work  on  the  use  of  AHCPR 's  clinical  practice  guidelines 
to  improve  health  care  quality  and  control  costs.     We  contacted 
niomerous  physician  organizations,  managed  care  organizations, 
researchers,  and  providers  to  learn  of  their  experiences  with 
AHCPR 's  guidelines.    We  also  reviewed  the  agency's  legislative  and 
budgetary  history,  as  well  as  recent  studies  on  AHCPR 's  practice 
guidelines . ^ 

In  brief,  we  found  that  during  AHCPR 's  first  5  years,  its 
performeuice  has  received  mixed  reviews  from  potential  users  of 
clinical  practice  guidelines.     On  one  hand,  the  agency  has 
demonstrated  strengths  in  the  difficult  process  of  guideline 
development.     It  has  been  praised  for  its  use  of  a  rigorous, 
evidence -based  methodology,  multidisciplinary  panels,  and  eiiphasis 
on  health  care  consiamers.     On  the  other  hand,  however,  weaknesses 
in  the  guidelines  themselves  make  them  not  very  user- friendly . 
Specifically,  the  agency  has  been  criticized  for  the  broadness  of 
the  guideline  topics  selected  and  the  formats  in  which  they  are 
published.     The  agency  is  aware  of  these  criticisms  and  plans  to 
modify  its  guideline  development  efforts  to  improve  the  timeliness 
and  presentation  of  its  clinical  practice  guidelines. 

For  these  and  other  reasons,  questions  remain  as  to  the  extent 
to  which  health  care  practitioners  inplement  the  guidelines 
sponsored  by  AHCPR.     Our  discussions  with  primary  care  physicians 
indicate  that  AHCPR 's  earliest  guidelines  are  not  widely  used. 
This  may  be  changing,  however,  as  the  guidelines  become  more  well- 
known  and  accepted.    Also,  medical  directors  of  health  plans  that 
create  their  own  guidelines  told  us  that  AHCPR  products  are  used 
regularly  by  their  guideline-drafting  committees.     To  better  track 
the  use  of  its  guidelines,  the  agency  has  recently  started  to 
collect  information  from  user  groups.     Some  of  these  groups  have 
claimed  cost  savings  and  inproved  patient  outcomes  from 
implementing  the  guidelines. 


^The  Omnibus  Budget  Reconciliation  Act  of  1989  (P.L.  101-239) 
created  AHCPR.     In  addition  to  guidelines,  other  agency  activities 
include  fvinding  health  outcomes  research  and  rural  health 
demonstration  projects,  providing  technical  assistance  to  states 
involved  in  health  care  reform,  and  conducting  the  National  Medical 
Expenditure  Survey. 

^Studies  reviewed  include  those  issued  by  the  Institute  of 
Medicine,  the  Office  of  Technology  Assessment,  the  Physician 
Payment  Review  Commission,  and  the  George  Washington  University. 
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Tcda-..-     there  is  a  vidg  range  of  potential  developers  and  users 
zf  cli-ical  practice  guidelines.     Individual  physicians,  nurses, 
healzh  cl=_--=     insurers     =_-.5  re-g-jlatcrs  have  cecocne  increasingly 
z^r.cereszed  ir.  _sir.r  — .lielir.es  zz  irxrcve  parier.z  ouccccies,  control 
ccs-3     decrease  liahilic:--     ar.c  red-ce  variacicn  in  physician 
cracci:e  caccerr.s.     r-ey  ~aj    zr.zzse  zrz-  ever  24,000  guidelines 
ie-.-el:cec  cy  :-.-er  "5  crcir._zacicr.s        In  addicion  to  physician 
crcanicati  :.-s  and  crivace  research  crcups-    chere  are  — ulciple 
federal  sz-irzes  zz  c---deline3 .   including  che  "J.S.  Prevencive 
5er-/ices  ra  =  :<  Fcrce     che  :racicr.al  Inscicuces  cf  Healch,   and  the 
Centers  fcr  disease  Ccr.tr cl  and  Preventicr. .  * 

7:  dace     .-J-"??,  has  szc-szrei  che  develcpr.anc  cf  16  clinical 
practice  z-.z.z~'.  zr.es     zar.gzr.g  frcr.  prevencmc  pressure  ulcers  in 
adults  tc  pcsc-scrcke  rehahilicacicr.    and  6  ncre  are  under  way  see 
I)  .     The  agsnci-'  crganizes  a  panel  cf  15  co  2  0  clinicians  and 
-  tc  develcc  each  cf  ic=  guidelines.     .^-JCPR's  clinical 
practice  g_idelir.es  ha-.-e  ca:<er.  cecveer.  1?   zz  42  ncnths  tc  cccplete 
depend-ir.r  :r.  z'r.e  szzze  ar.d  :  :rr  lexi  c-/  :f  z'r.e  ccpic .     -iHC??.  s 
ccr.cricuci  :r.  zz   cr.e  g-idelir.e  develcg-enc  crccess  is  pririarily 
fir.ar.cial  ar.d  adr-inis crative ;   agencv-  officials  do  not  participate 
m  the  panel  s  del^eraticns  cr  in  the  >-riting  of  the  guidelines 
that  it  sponsors. 

Mere  than  15  rillicn  cccies  cf  .iJ-IC??.  s  g-uidelmes  have  been 
distric_ted  'zy  -ail  t:  natitnal  and  state  r.ed.ical  and  nursing 
societies     ::r.5_-er  rr:_cs     and  ether  interested  parties.  The 
g_idel_nes   are   als:   a/ailahle  cn-lme,    through  the  agency  s  fax-on- 
zer^'.z  sar-.ite     and  :n  ZZ-TZY.. 

.-Z-.Z?~   :terate=  with  a  c_dret  of  ahcut  $163  aillion  and  a  staff 
cf  actr :xir-ately  2"!   f_ll-ti-5  equivalents.     Funding  for  its 
cl3nu.cal  practice  g_ideline  ccntracts  is  estimated  to  be  $5  nillicn 
or  3  percent  cf  its  t:tal  hudcet  cer  annum.     This  amount 
•understates  the  tctal  res:urce.=  devrted  tc  clinical  practice 
guidel:.ne  acti.ities  because  :ther  separately  funded  activities 
support  the  g-idelme  effcrt     see  app  .   Ii;  . 

Aj^:??  s  :v::ii::-  :r.-ii:?>:H:- 
SETS  ;:zT^::.:i:3-,-  s--i-^sz 

We  ft^nd  s_pp;rt  f:r  .-l-IC??.  s  g-idelme  develcp-ent  process. 
In  particular,  users  .'.ad  praise  fcr  its  ctnduct  of  extensive 
literature  re-z^iews     t-.e  calanced  ccrp csiticn  cf  its  panels,   and  the 
ea^licit  rectgnititn  zz  c:ns--r.er  interests.     Tney  contended  that 
the  agent-..-  is  m  a  unig-ie  positicn  tc  foster  -urJciased  evaluations 
of  the  scientiti;  literature  and  that  this  role  ernances  the 
efficiency  cf  Iccal  g-idelme  develcp.-ent  ef f  crts  . 

r-evelcpmg  valid  clinical  practice  guidelines  reg-uires  m- 
deptn  and  co:ecti-.-e  analysis   :f  the  scientific  evidence  on  a  topic. 

■-here  the  scientific  e-.-idence  _s  absent  cr  mcccxlete,  the 
g-idelme  rec  err endati  ens  reflect  tne  prcfessicnal  judgtcjent  cf 

nerbers   and  ccns  _ltan.ts    .       c  r  exa.— le.    tc  develop  the 
g-idelme  cn  n_ran  irr._n  c  de  f  i  c  lency  virus     HIT     early  e^/aluaticn 
r.ar.ace-ent     the  par.el  had  tc  assess  the  sc  -.dness  of  all  the 


-^uesticns  nave  been  raised  about  -whether  tcpics  selected  bv  AHC??. 
o--p_icate  guideline  etc  crts   cf  ether  public  and  orivate  grcucs . 
Hcwever     scr.e  experts  relieve  that  d^plicaticn  of  tcpics  reflects 
ccncems  that  guidelines  .-^y  -.-ar-y  m  g_ality  cr  need  to  be  updated. 

Tne  T.S.   Preventive  Ser-.-ices  Tasr.  -crce  issues  guidelines  that 
ccc-us  cn  preventive  care     the  ::aticnal  Institutes  of  Health 

--s-es  consensus  statenents  on  preferred  neducal  practices,  and 
the  Centers  fcr  Disease  Ccntrcl  and  Preventicn  cublishes  g-uidelines 
on  p-ublic  health  tcoics. 
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scientific  research  written  on  the  topic,  which  amounted  to  about 
36,000  references.     The  Office  of  Technology  Assessment  estimates 
that  AHCPR's  literature  reviews  have  taken  up  to  9  months  and  have 
cost  up  to  $235,000.     Because  this  is  such  a  time-consuming  and 
resource- intensive  process,   few  private  organizations  that  develop 
clinical  practice  guidelines  can  undertake  such  an  exhaustive 
review . 

AHCPR's  methodology  for  guideline  development  is  also 
perceived  as  being  more  open  and  less  biased  than  the  process  in 
private  organizations  because  each  panel  represents  broad 
interests.^    Panels  are  composed  of  experts  from  diverse 
backgrounds  and  clinical  expertise  and  also  include  cons\uner 
representatives.     For  exaitple,  the  panel  that  developed  the  low 
back  pain  guideline  included  orthopedists,   osteopaths,   an  emergency 
medicine  physician,  a  radiologist,  a  chiropractor,   an  occupational 
health  nurse,   a  physical  therapist,   a  community  health  nurse,  a 
physiatrist,  and  a  patient  representative.     In  addition,   the  agency 
also  has  the  unique  ability  to  attract  nationally  recognized 
experts  who  can  serve  as  opinion  leaders  to  encourage  acceptance  of 
the  guidelines . 

In  contrast,  private  groups  that  develop  clinical  practice 
guidelines,   such  as  physician  organizations,  generally  limit 
participation  in  guideline  development  to  physicians  only.  A 
survey  of  internists  suggested  that  confidence  in  a  guideline  is 
more  likely  if  produced  by  their  physician  organization.* 
However,   some  health  plan  representatives  told  us  that  they  would 
be  concerned  about  using  a  guideline  developed  by  these  groups 
because  they  perceive  a  potential  conflict  of  interest. 

Another  notable  feature  of  AHCPR's  efforts  is  its  enphasis  on 
consxomers.     Few  private  organizations  involve  consumers  of  health 
care  services  in  the  guideline  development  process  or  consider  them 
as  guideline  users.     In  contrast,  AHCPR  includes  a  consumer 
representative  on  each  panel  that  develops  guidelines.'' 
Furthermore,  AHCPR  publishes  a  patient  guide  on  each  topic  that 
supplies  consumers  with  information  about  the  medical  condition, 
treatment  alternatives  and  their  risks  and  benefits,   and  suggests 
questions  to  discuss  with  physicians. 

While  there  is  general  agreement  on  the  high  quality  of  the 
guideline  development  process,   there  is  some  criticism  regarding 
its  efficiency  and  expense.     As  noted  earlier,  guideline 
development  is  a  resource-intensive  and  time-cons\aming  process. 
However,  establishing  select  panels  for  each  guideline  results  in  a 


^In  spite  of  its  efforts  to  be  relatively  inclusive,  AHCPR's 
guidelines  are  subject  to  criticism  by  affected  parties.  For 
exaiii)le,  some  eye  surgeons  disagreed  with  AHCPR's  cataract 
guideline  recommendation  that  a  patient's  level  of  visual 
dysfunction  rather  than  the  presence  of  a  cataract  alone  should 
dictate  the  need  for  surgery.     In  the  case  of  AHCPR's  low  back  pain 
guideline,  a  corrpany  that  manufacturers  a  device  that  is  used  in 
back  fusion  surgery  disagreed  with  the  recommendation  that  most 
unconplicated  back  pain  did  not  require  surgery. 

*Sean  R.  Tunis  and  others,   "Internists'  Attitudes  About  Clinical 
Practice  Guidelines,"  Annals  of  Internal  Medicine.  Vol.   120,  No.  11 
(June  1,   1994),  pp.  956-63. 

''AHCPR  publishes  a  request  for  consumer  representatives  in  the 
Federal  Register.     Representatives  are  selected  based  in  part  on 
their  familiarity  with  the  guideline  topic  and  whether  they  or  a 
close  relative  have  the  condition  or  disease. 


401 


loss  of  expertise  in  performing  the  tasks  associated  with  guideline 
development.     The  assessment  of  the  scientific  literature  is 
conplex  and  expensive  and  requires  experience  and  skill  to  perform 
well.     By  having  inexperienced  members  convene  for  each  guideline, 
the  panel  process  cortpromises  timeliness  and  cost-effectiveness. 

GUIDELINES  ARE  NOT  USER-FRIENDLY 

Criticisms  have  been  voiced  that  the  guidelines  generated  in 
the  AHCPR  process  are  not  user-friendly  and  therefore  difficult  to 
irtplement.     Potential  users  have  noted  problems  with  the  topics 
selected,  the  readability  of  the  information  presented,  and  the 
discussion  of  treatment  options.     These  and  other  impediments  may 
contribute  to  the  slow  adoption  of  AHCPR  guidelines  into  medical 
practice. 

Clinical  practice  guideline  experts  and  a  variety  of  users 
report  that  AHCPR 's  topics  are  too  broad  and  often  result  in 
guidelines  that  are  too  long,  difficult  to  follow,  and  vague.  In 
its  1995  report,   the  Institute  of  Medicine  noted  that  focusing  on 
more  narrow  topics  would  better  address  the  problems  of  most 
interest  to  clinicians  and  other  users,  and  would  ease  the 
inplementation  and  evaluation  of  guideline  use.®    For  example,  the 
agency  might  develop  a  clinical  practice  guideline  on  the 
pharmacological  management  of  a  heart  attack  rather  than  a  heart 
attack  in  general.     Similarly,  a  1995  George  Washington  University 
study  found  that  because  AHCPR 's  practice  guideline  topics  focus  on 
broad  medical  conditions  rather  than  on  specific  medical  services, 
they  generate  longer,  more  cortplex  issues  to  be  dealt  with  in  the 
guidelines.'    In  fact,  the  length  and  corrplexity  of  the  guidelines 
are  one  reason  physicians  do  not  implement  them  in  their  daily 
practices . 

One  of  the  most  widely  voiced  criticisms  we  heard  cdoout 
AHCPR 's  clinical  practice  guidelines  was  that  the  texts  require  too 
much  time  to  read.     One  physicieui  told  us  that  it  takes  about  5 
hours  to  read  the  long  version  of  a  guideline  and  that  the  shorter 
clinicicin's  version  (AHCPR 's  Quick  Reference  Guide)  is  not  clear  by 
itself.     Furthermore,  AHCPR 's  practice  guidelines  are  long  in 
cortparison  to  guidelines  developed  by  other  sources.     For  example, 
AHCPR 's  guideline  for  depression  is  2  volumes  and  327  pages,  while 
a  large  health  maintenance  organization  developed  a  guideline  for 
depression  that  is  1  volume  and  44  pages. ^° 

Further  complicating  their  implementation  and  use,  AHCPR' s 
clinical  practice  guidelines  are  not  always  presented  in  ways  that 
physicians  find  clear  and  easy  to  understand.     For  exanple,  many 
physicians  prefer  graphics,   such  as  algorithms  or  tables,   for  the 
presentation  of  information,  and  AHCPR 's  practice  guidelines  rely 
mostly  on  text.     Furthermore,  when  graphics  are  used  in  AHCPR 's 
guidelines,   the  flow  of  information,  such  as  from  one  treatment 
decision  to  cinother,  is  sometimes  confusing.     For  example,   figure  1 
shows  a  flow  diagram  from  AHCPR 's  urinary  incontinence  guideline. 


'institute  of  Medicine,  Setting  Priorities  for  Clinical  Practice 
Guidelines  (Washington,  D.C. :    National  Academy  Press,  1995). 

'Center  for  Health  Policy  Research,  Development  of  Designs  for 
Evaluation  of  the  Process  of  Clinical  Guideline  Development 
(Washington,  D.C:     The  George  Washington  University,  1995). 

"Jonathan  Brown  and  others,   "The  Paradox  of  Guideline 
Implementation:    How  AHCPR 's  Depression  Guideline  Was  Adopted  at 
Kaiser  Permanente  Northwest  Region, "  Journal  on  Quality 
Improvement .  Vol.  21,  No.   1   (Jan.   1995),  pp.  5-21. 
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fj.crvrg  1;  Excerpt  from  AHCPR's  Guideline  on  Urinary  Incontinence 

in  Adults 


Hision. 
physical. 
unnalysis 


Surgery 


Note:    The  nvunbers  in  the  figure  correspond  to  paragraphs  in  the 
acconpanying  clinical  practice  guideline  text. 

Source:    AHCPR,  Urinary  Incontinence  in  Adults.  March  1992. 

We  also  learned  that  the  agency's  guideline  recommendations 
are  sometimes  confusing  to  providers  because  they  are  not  explicit. 
For  exanple,  the  otitis  media  practice  guideline  states  that 
" tyitpanotomy  tubes  are  to  be  inserted  in  a  child's  ears  to  manage 
bilateral  otitis  media  with  effusion  that  has  lasted  a  total  of  4 
to  6  months . "    The  word  " total "  can  be  interpreted  in  two  ways : 
some  might  interpret  it  to  mean  the  child  has  an  intermittent 
problem  that  adds  up  to  4  to  6  months;  others  interpret  it  to  mecin 
4  to  6  months  of  a  continuous  problem. 

Another  criticism  of  AHCPR's  guidelines  is  that  the  guidelines 
generally  do  not  include  specific  information  about  the  cost- 
effectiveness  of  alternative  therapeutic  approaches  in  their 
guideline  recommendations.     For  example,  AHCPR's  urinary 
incontinence  guideline  recommended  that  biofeedback  techniques  be 
considered  as  treatment  alternatives  to  surgery.     However,  the 
guideline  did  not  discuss  the  cost  savings  that  might  be  realized 
with  biofeedback  techniques .     This  information  is  important  to  many 
guideline  users,  especially  managed  care  organizations.  Harvard 
Community  Health  Plan,   for  example,  always  considers  cost- 
effectiveness  during  its  guideline  development  process.     In  its 
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1992  report,  the  Institute  of  Medicine  recommended  that  a  clinical 
practice  guideline  should  include  information  on  both  the  health 
and  cost  inplications  of  alternative  treatment  strategies." 

AHCPR  PLANS  TO  STRENGTHEN  GUIDELINE 
PRODUCTS  AND  PROCEDURES 

AHCPR  plans  several  changes  to  its  clinical  practice 
guidelines  euid  the  development  process.     In  particular,  the  agency 
intends  to  sponsor  more  narrowly  focused  guideline  topics  and  to 
streamline  its  development  process.     Through  these  changes,  AHCPR 
hopes  to  make  its  guideline  development  process  more  efficient  and 
its  guidelines  more  user- friendly .     The  agency's  proposed  changes 
include 

—  modifying  guideline  topic  selection  so  that  topics  are  of 
greater  value,  have  sufficient  scientific  evidence  to  minimize 
reliauice  on  expert  opinion,  and  are  easier  to  implement; 

--    developing  more  user-friendly  guidelines  by  making  them  shorter 
and  clearer,  including  specifics  for  inplementation  in  clinical 
settings,   and  incorporating  information  on  costs  of  treatment 
options; 

—  establishing  standing  guideline  development  panels  on  several 
broad  areas  of  medicine  (core  panel  members  will  focus  on  the 
evaluation  and  analysis  of  evidence;  they  will  be  supplemented 
by  specialists  as  necessary) ;  and 

—  expamding  piiblic /private  partnerships  for  the  development  euid 
dissemination  of  new  practice  guidelines  (private  organizations 
could  include  disease  associations,  pharmaceutical  conpanies, 
or  managed  care  orgemizations) . 

ANgCPOTAL  EVIPgNCE  SUggESTg  AHCPfi'S 
gUIPSLINES  MftY  Pg  BENgFICIA;^ 

Anecdotal  evidence  indicates  that  providers  who  implement 
AHCPR 's  clinical  practice  guidelines  iitprove  patient  outcomes  and 
achieve  cost  savings .     The  following  are  exanples : 

—  Preliminary  data  from  one  peer  review  organization  showed  a  75- 
percent  reduction  in  prostate  surgery  and  a  savings  of  more 
than  $1.3  million  in  five  hospitals  after  educating  providers 
and  patients  about  AHCPR 's  guideline  alternatives. 

—  A  health  care  system  that  implemented  AHCPR "s  pressure  ulcer 
prevention  guideline  for  6  months  reported  savings  of  $240,000 
in  one  California  hospital. 

--    A  California  medical  center  reported  that  AHCPR 's  pain 

management  guideline  helped  decrease  the  average  length  of  stay 
for  chest  surgery  patients  by  5  to  7  days . 

—  One  year  after  adopting  AHCPR 's  urinary  incontinence  and 
pressure  ulcer  guidelines,  a  Tennessee  nursing  home  reported 
lowering  the  number  of  incontinent  patients  from  52  to  18  and 
those  with  pressure  ulcers  from  14  to  5. 

--    A  home  health  care  agency  in  Omaha  reported  that  primary  care 
physicians  are  more  aggressively  identifying  and  treating 
depression  in  homebound,  elderly  patients  because  of  AHCPR 's 
depression  guideline. 

—  A  training  center  in  New  Orleans  reported  using  AHCPR 's  HIV 
guideline  to  train  physicicuis  and  nurses  in  Louisiana, 


"Institute  of  Medicine,  Guidelines  for  Clinical  Practice;  From 
DevelotMnent  to  Use.  1992. 
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Mississippi,  and  Arkansas  to  treat  patients  in  a  primary  care 
setting  rather  than  a  more  costly  setting. 

Health  care  experts  caution  that  not  all  clinical  practice 
guidelines  result  in  cost  savings  and  could  increase  costs.  For 
example,  officials  in  North  Carolina  reported  increased  costs  when 
the  state  adopted  AHCPR's  recommendation  to  test  all  newborns  for 
sickle  cell  disease.     While  some  health  care  analysts  believe  that 
widespread  use  of  clinical  practice  guidelines  may  not  initially 
decrease  health  care  spending,  others  contend  that  over  time,  more 
effective  health  care  through  implementation  of  guidelines  will 
slow  the  rate  of  health  care  cost  growth. 

At  your  request,  we  are  currently  conducting  a  study  to 
determine  if  and  how  managed  care  organizations  use  clinical 
practice  guidelines  and  how  AHCPR's  future  guidelines  can  best 
serve  this  segment  of  the  health  care  market.     We  expect  to  report 
the  results  of  this  work  in  early  1996 . 


Mr.  Chairman,   this  concludes  my  formal  remarks.     I  would  be 
happy  to  answer  any  questions  from  you  and  other  members  of  the 
committee. 


405 


APPENDIX  I 


APPENDIX  I 


AHCPR-S  CLINICAL  PRACTICE  GUIDELINES 
PUBLISHED  AND  UNDER  DEVELOPMENT 


Published 


Date 


Acute  Pain  Management:  Operative 

or  Medical  Procedures  and  Traioma  March  1992 

Urinary  Incontinence  in  Adults  March  1992 

Pressure  Ulcers  in  Adults:  Prediction 

and  Prevention  May  1992 

Cataracts  in  Adults:     Management  of 

Fxinctional  Impairment  February  1993 

Depression  in  Primary  Care: 

Volxime  I:  Detection  and  Diagnosis 

Volume  II:  Treatment  of  Major  Depression         April  1993 
Sickle  Cell  Disease:  Screening, 
Diagnosis,  Management  and 

Counseling  in  Newborns  and  Infants  April  1993 

Evaluation  and  Management  of  Early  HIV 

Infection  January  1994 

Benign  Prostatic  Hyperplasia:  Diagnosis 

and  Treatment  February  1994 

Management  of  Cancer  Pain  March  1994 

Unstable  Angina:     Diagnosis  and  Management  March  1994 

Heart  Failure:     Evaluation  cuid  Care  of 

Patients  with  Left  Ventricular 

Systolic  Dysfunction  June  1994 

Otitis  Media  with  Effusion  in  Young  Children  July  1994 

Quality  Determinsuits  of  Mammography  October  1994 

Low  Back  Problems  in  Adults  December  1994 

Treatment  of  Pressure  Ulcers  December  1994 

Post  Stroke  Rehabilitation  May  1995 


Under  Develotament 
Cardiac  Rehcibilitation 

Recognition  and  Initial  Assessment  of  Alzheimer's 

and  Related  Dementias 
Smoking  Prevention  auid  Cessation 
Screening  for  Colorectal  Cancer 
Chronic  Pain:  Headache 
Urinary  Incontinence  in  Adults  -  Update 
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AHCPR'S  FISCAL  YEAR  1995  BUDGET 

AHCPR  was  created  by  the  Omnibus  Budget  Reconciliation  Act  of 
1989  (P.L.  101-239)  as  part  of  the  Public  Health  Service.    AHCPR 's 
activities  are  concentrated  in  three  areas.    First,  AHCPR  awards 
numerous  grants  and  contracts  for  research  on  health  care  costs, 
quality,  and  access  issues.    Second,  it  collects  and  analyzes  data 
on  policy  issues  of  immediate  concern  to  health  policymakers,  most 
particularly  for  the  National  Medical  Expenditure  Survey  (NMES) , 
which  provides  information  on  the  availability  of  health  care  and 
health  care  expenditures.    Finally,  the  agency  supports  a  variety 
of  activities  within  its  Medical  Treatment  Effectiveness  Program, 
including  the  development  of  clinical  practice  guidelines. 

In  fiscal  year  1995,  AHCPR  had  a  staff  of  271  full-time 
equivalents,  and  a  total  budget  of  $163  million, provided  through 
three  sources.    The  agency  receives  the  majority  of  its  funding 
through  an  annual  budget  authority.    This  amount  is  supplemented 
with  Medicare  trust  fimds  and  a  portion  of  1-percent  evaluation 
funds  from  the  agencies  of  the  Public  Health  Service  that  receive 
appropriations.     In  fiscal  year  1995,  the  agency's  budget  authority 
was  $139  million.    AHCPR  received  an  additional  $5.8  million  from 
the  Medicare  trust  funds  to  support  research  relating  to  the  health 
care  needs  of  the  Medicare  population.    In  addition,  the  agency 
received  $18.2  million  from  1-percent  evaluation  funds  to  support 
NMES  and  other  studies.     Figure  II. 1  shows  AHCPR 's  funding  sources 
for  fiscal  year  1995. 

Figure  II. 1:  AHCPR  Fiscal  Year  1995  Funding  Sources 


3.6% 

M«dicar«  Trust  Funds 
11^ 

1  Psrcsnt  Evaluatbn  Funds 


Annual  Budgst  Authority 


Most  of  AHCPR'S  expenditures  are  made  for  medical 
effectiveness  research  and  research  on  costs,  quality,  and  access. 


"Excludes  reimbursements  of  approximately  $9  million  and  excludes  a 
proposed  recision  of  $3,132  million. 
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In  fiscal  year  1995,  the  agency  will  spend  $15  million  on  NMES;  $64 
million  on  costs,  quality,  and  access  research;  $82  million  on 
medical  treatment  effectiveness  research;  and  $2.4  million  on 
program  support.     Figure  II. 2  shows  AHCPR's  expenditures  for  fiscal 
year  1995. 

Figure  II .2:     AHCPR  Fiscal  Year  1995  Expenditures 


M«dicai  Troatm»nt  Eff»ctiv«n«ss 
RsMarch 


Most  of  the  agency's  expenditures  are  made  in  the  form  of 
research  grauits  guid  contracts.     In  fiscal  year  1995,  these 
expenditures  are  estimated  to  be  $127.1  million.     The  agency  will 
support  an  estimated  167  large  grauits,  generally  in  the  amount  of 
$250,000  or  more  emnually.    AHCPR  will  also  award  14  small  grauits, 
which  are  usually  1-year  grants  for  about  $30,000  each,  to  new 
investigators.     The  agency  will  support  26  dissertations  at  about 
$20,000  to  $25,000  each.     AHCPR  also  will  support  97  contracts  and 
interagency  agreements  in  fiscal  year  1995,  which  include  the 
clinical  practice  guideline  contracts.     Table  II. 1  shows  a  suiranary 
of  the  grants  and  contracts  to  be  supported  by  the  agency  in  fiscal 
year  1995. 


T»i?;g  IX.  1;  grants  gind  Cc>nt;r»gt;s  t?  B$  gyppgrt^i^  in  Fi§g$il  Y$^y 

1995 


Types  of  grants  azid  contracts 
supported 

Number 
supported 

Estimated  cost 

Large  gremts 

167 

$72.1  million 

Small  grauits 

14 

1.0  million 

Dissertations 

26 

0 . 5  million 

Contracts  and  interagency 
agreements 

97 

53 . 5  million 

Total 

304 

$127.1  million' 

"Estimated  dollars;  excludes  support  for  research  management,  and 
not  adjusted  for  a  proposed  fiscal  year  1995  recision. 
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Mr.  Johnson.  Can  you  give  me  an  idea  of  how  you  determine 
which  guideUnes  you  are  going  to  develop  and  why  it  takes  so  long 
to  develop  them — 18  to  42  months,  I  am  told. 

Ms.  Jaggar.  The  process  that  AHCPR  uses  to  develop  guidelines 
is  one  that  involves  working  off  certain  criteria  and  then  a  large 
amount  of  consensus  building.  To  this  end,  because  they  are  con- 
cerned and  directed  to  assure  that  the  guidelines  reflect  largely 
upon  Medicare  and  Medicare  populations,  they  use  groups  of  people 
to  decide  what  are  the  most  important  issues  that  should  be  looked 
at.  And  the  determination  includes  examining  and  considering  the 
caliber  of  the  scientific  evidence  that  is  available,  the  number  of 
people  who  would  be  affected  by  the  guidelines,  and  the  kind  of  dif- 
ference that  those  guidelines  could  make. 

Mr.  Johnson.  But  who  makes  those  decisions  and  how,  for  exam- 
ple, did  you  determine  that  you  wanted  to  do  heart  failure? 

Ms.  Jaggar.  To  clarify,  Mr.  Thomas,  I  am  with  GAO,  not  with 
AHCPR  so  that  

Mr.  Johnson.  OK,  I  understand.  Well,  did  you  all  look  at  that? 

Ms.  Jaggar.  No,  sir.  We  are  looking  at  the  use  of  the  guidelines, 
themselves,  but  the  general  process  involves  working  with  leaders 
all  around  the  country,  clinicians  and  clinical  research  to  determine 
what  the  most  important  areas  of  contribution  are. 

For  example,  of  the  10  most  costly  conditions  for  Medicare  pa- 
tients, guidelines  have  been  developed  by  AHCPR  to  look  at  9  of 
those  10  areas. 

Mr.  Johnson.  Well,  do  you  have  assurance  from  your  investiga- 
tion that  physicians  are  actually  using  these  things? 

Ms.  Jaggar.  Yes,  sir.  We  have  looked  at  this  and  we  find  that 
there  is  widespread  use  in  many  instances.  Other  groups  are  find- 
ing  

Mr.  Johnson.  Well,  wait  1  minute,  in  many  instances,  what  does 
that  mean?  If  it  is  not  used  generally  then  I  do  not  think  that  it 
is  worthwhile. 

Ms.  Jaggar.  The  purpose  of  the  guidelines,  there  are  multiple 
purposes  of  the  guidelines.  And  they  are  developed  to  provide  a 
basis  for  action.  And,  in  many  instances,  the  action  will  be  taken 
by  HMOs,  managed  care  organizations,  insurance  companies,  large 
groups  of  individuals  who  are  making  coverage  decisions  or  who 
are  deciding,  trying  to  influence  the  behavior  of  physicians. 

There  are  different  studies  that  have  been  done.  GHAA  has 
shown  that  up  to  41  percent  of  their  physicians  have  been  using 
the  guidelines  that  they  have  developed.  But  in  addition  

Mr.  Johnson.  One  percent,  did  you  say? 

Ms.  Jaggar.  No,  41  percent. 

Mr.  Johnson.  Oh,  41? 

Ms.  Jaggar.  Yes,  sir.  And  the  important  thing  is  that  the  guide- 
lines— ^because  of  their  breadth  and  their  importance — are  often 
adopted  and  adapted  for  local  use  by  physician  groups  to  reflect  the 
things  that  they  think  are  important.  They  are  tailored,  as  it  were, 
to  the  practice  that  they  perform  locally. 

Mr.  Johnson.  Is  there  any  other  organization  that  develops  simi- 
lar guidelines,  the  AMA,  for  example? 

Ms.  Jaggar.  Yes,  sir.  In  fact,  there  are  many  different  organiza- 
tions that  do;  some  within  the  government,  itself,  and  some  that 
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are  private  associations.  But  the  guidelines  are  developed  in  many 
different  forms. 

The  characteristics  of  AHCPR's  guidelines  which  is  probably 
unique  is  the  breadth  of  the  research  that  they  do  into  the  existing 
scientific  evidence  as  a  basis  for  the  guidelines.  For  example,  in  de- 
veloping a  guideline  on  HIV,  they  researched  over  36,000  different 
scientific  references  to  consolidate  that  information  and  pull  it  to- 
gether so  that  the  best  of  the  scientific  knowledge  could  be  known. 
And  many  private  organizations  do  not  have  the  ability  do  that  and 
pull  that  together. 

Mr.  Johnson.  How  did  you  develop  the  cost  savings  that  you 
mentioned  in  your  testimony? 

Ms.  Jaggar.  That  was  reported  by  another  organization. 

Mr.  Johnson.  So  you  do  not  know  that  it  is  accurate? 

Ms.  Jaggar.  No,  sir,  I  do  not  know  that  it  is  accurate.  AHCPR 
does  not — I  will  add,  if  I  might — ^that  AHCPR  does  have  additional 
calculations  that  it  has  developed  about  possible  cost  savings  and 
they  have  quite  a  lengthy  catalog,  as  it  were,  of  reports  on  a  State- 
by-State  basis  that  they  have  received  about  how  the  guidelines 
have  been  used  and  where  cost  savings  have  been  achieved. 

Mr.  Johnson.  Is  that  based  on  State  input,  generally? 

Ms.  Jaggar.  Primarily  input  from  the  people  who  are  actually 
using  it,  whether  it  be  at  the  physician  level  of  an  institution  or 
provider  level,  a  hospital  level,  managed  care  plan,  and  insurance 
company. 

Mr.  Johnson.  So  you  do  not  find  it  duplicitous  then? 

Ms.  Jaggar.  I  think  that  the  purpose  of  the  AHCPR  guidelines 
and  the  function  that  AHCPR  serves  is  a  unique  one.  Many  other 
organizations  do  develop  guidelines.  In  many  instances  they  work 
off  the  AHCPR  guidelines  to  adopt  those  and  adapt  those  for  their 
purposes. 

Mr.  Johnson.  How  much  money  comes  out  of  Medicare  for  the 
funding  of  that  organization? 
Ms.  Jaggar.  That  is  $6  million  out  of  the  Medicare  Trust  Fund. 
Mr.  Johnson.  That  is  $6  million  a  year? 
Ms.  Jaggar.  Yes,  sir. 

Mr.  Johnson.  Ajid  where  is  the  other  funding?  Is  there  other 
funding? 

Ms.  Jaggar.  Yes,  sir.  The  total  funding  for  the  fiscal  year  1995 
budget  is  about  $163  million,  and  about  $18  million  comes  from  the 
1-percent  evaluation  fund.  And  about  $6  million  from  the  Medicare 
Trust  Fund  and  the  residual  which  is  about  $136  million,  if  my 
math  is  correct,  comes  from  

Mr.  Johnson.  Is  that  right  out  of  the  Treasury  then? 

Ms.  Jaggar.  Yes,  sir. 

Mr.  Johnson.  OK. 

Thank  you,  very  much. 

Do  you  have  any  questions,  Mr.  Christensen? 

Mr.  Christensen.  Thank  you,  Mr.  Chairman. 

Thank  you,  Ms.  Jaggar,  for  your  testimony  and  I  know  you  are 
here  representing  the  GAO  so  that  anything  I  might  say  that 
might  be  unfavorable  toward  the  Agency  for  Health  Care  Policy 
and  Research  is  not  directed  at  you  because  you  are  here  giving  us 
the  GAO's  perspective.  Is  that  correct? 
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Ms.  Jaggar.  Yes,  sir. 

Mr.  Christensen.  Mr.  Chairman,  I  know  it  is  only  $163  or  $183 
million  and  mere  millions  around  here  does  not  seem  like  much  to 
the  bureaucrats,  but  I  think  you  have  put  your  finger  on  the  prob- 
lem and  I  see  a  lot  of  duplication  of  services  here. 

I  am  not  sure  what  the  Agency  for  Health  Care  Policy  and  Re- 
search does  that  is  different  from  a  lot  of  the  medical  schools 
around  this  country,  the  New  England  Journal  of  Medicine,  and  a 
lot  of  the  guidelines  put  out  by  the  AMA. 

How  many  employees,  Ms.  Jaggar,  does  the  Agency  for  Health 
Care  Policy  and  Research  have? 

Ms.  Jaggar.  In  total  it  has  about  270  FTEs,  full-time  equiva- 
lents. 

Mr.  Christensen.  And  that  is  just  since  1989  when  the  govern- 
ment put  this  agency  together? 

Ms.  Jaggar.  Correct.  The  agency  was  put  together  in  1989. 

Mr.  Christensen.  And  who  requested  the  government  to  put  this 
agency  together? 

Ms.  Jaggar.  Well,  there  were  a  number  of  congressional  leaders 
who  were  interested  in  this  and  also  there  were  a  number  of,  I 
think,  well-known  and  esteemed  researchers  who  felt  that  this  was 
a  function  that  was  important.  So  some  of  the  congressional  leaders 
are  still  around  and  there  is  some  support  for  the  agency  through- 
out Congress. 

Mr.  Christensen.  OK.  And  you  say  it  is  widespread  use  or,  for 
example,  this  heart  failure  evaluation  and  care  of  patients  with 
left-ventricular  systolic  dysfunction.  You  say  it  is  adhered  to,  or 
would  you  say  not  so  much  so,  or  are  people  using  it?  What  is  your 
general  feeling  toward  that? 

Ms.  Jaggar.  Well,  we  found  that  the  use  varies.  AHCPR  has  em- 
barked upon  and  continues  to  embark  upon  a  very  aggressive  dis- 
semination policy.  The  numbers  we  have  are  that  between  15  and 
18  million  copies  of  these  have  been  disseminated.  They  work  with 
the  professional  agencies,  the  nursing  associations,  and  other  orga- 
nizations to  make  sure  that  this  information  gets  out  to  physicians. 

And  I  think  you  know,  yourself,  that  physicians  are  probably  as 
inundated  as  you  are  with  materials  to  read.  That  is  why  the  de- 
sign of  these  is  such  that,  as  you  have  a  three-part  product  in  your 
hand,  a  large  book  that  goes  into  considerable  detail,  a  smaller 
guide  which  is  a  quick  reference  guide  for  physicians  to  be  able  to 
use  as  a  reference  point,  and  then  a  patient  part  which  can  be  used 
by  them  for  working  with  their  physicians. 

Mr.  Christensen.  Ms.  Jaggar,  would  you  see  this  as  mainly  a 
service  to  those  people  who  have  been  in  the  practice  for  a  while 
and  have  not  kept  up  with  some  of  the  latest  trends  in  the  medical 
community  or  is  this  for  people  that  are  just  graduating  from  medi- 
cal school? 

Ms.  Jaggar.  Probably  more  the  former,  but  I  would  clarify  that 
and  state  it  a  little  differently.  With  the  extensive  research  that  is 
going  on  in  certain  areas,  for  example,  HIV,  I  am  not  sure  that 
anyone  who  is  not  a  researcher  in  the  area  could,  him  or  herself, 
keep  up  with  the  variety  of  things,  the  developments  that  there 
are. 
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So  by  pulling  this  together  they  are  doing  something  that  no  one 
else  might  be  doing.  In  addition,  when  thej^  put  together  their  pan- 
els to  develop  these  guidelines,  they  pull  together  individuals  who 
represent  the  wide  variety  of  issues.  For  example,  the  low-back 
pain  panel  included  a  chiropractor,  as  well  as  physicians,  consum- 
ers, and  physical  therapists.  So  what  you  are  doing  is  pulling  to- 
gether the  information  that  exists  and  putting  professionals  minds 
to  look  at  what  is  the  best  course  of  action. 

A  noted  researcher.  Dr.  David  Eddy,  from  Duke  University,  has 
mentioned  that  his  experience  is  that  between  10  and  50  percent 
of  the  practice  of  medicine  in  the  United  States  is  unnecessary  and 
so  what  AHCPR  is  trying  to  do  with  these  guidelines  is  help  physi- 
cians sort  through  what  is  necessary,  what  has  the  best  result  for 
the  individual  patient. 

Mr.  Christensen.  Ms.  Jaggar,  thank  you  for  your  testimony. 

Mr.  Chairman,  I  would  submit  that  this  is  yet  another  Federal 
agency  that  is  not  needed.  While  I  think  it  does  a  good  job,  it  is 
doing  a  service  that  several  other  entities  are  already  providing.  I 
would  submit,  for  the  record,  that  we  ought  to  look  at  eliminating 
this  agency. 

Mr.  Johnson.  Thank  you,  Mr.  Christensen. 

Mr.  Christensen.  I  thank  you  for  your  timxe. 

Mr.  Johnson.  Mr.  Houghton. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Ladies,  nice  to  see  you  this  morning.  Guidelines  are  always  im- 
portant. AHCPR  has  sponsored  16  clinical  practice  guidelines 
which  you  have  been  referring  to. 

Let  me  ask  you  this  question.  Suppose  AHCPR  did  not  exist  at 
all?  Suppose,  as  is  the  inclination  of  some  people,  that  it  were 
eliminated,  what  would  happen? 

Ms.  Jaggar.  I  think  that  what  would  be  missing  from  the  debate 
about  medical  practice  and  from  the  kinds  of  cost-saving  efforts  of 
a  number  of  organizations  would  be  an  authoritative,  impartial 
source  about  what  is  the  best  treatment  for  specific  conditions. 

Because  if  

Mr.  Houghton.  So  there  would  not  be  that  authoritative  impar- 
tial source  available  to  make  comments  and  to  set  guidelines  and 
standards? 

Ms.  Jaggar.  Indeed,  there  would  be  other  sources,  but  the  fact 
that  AHCPR's  guidelines  reflect  the  perspectives  of  different  indi- 
viduals, different  groups  who  may  have  an  interest,  it  would  mean 
that  an  organization  trying  to  either  use  these  guidelines  verbatim 
or  to  adopt  them,  adapt  them  for  their  own  purposes,  have  a  com- 
fort level  that  these  were  unbiased,  that  these  were  not  intended 
to  encourage  a  treatment  that  would  be  perhaps  more  costly  but 
not  necessary  for  the  individual. 

Mr.  Houghton.  OK,  but  from  a  practical  standpoint,  suppose 
that  were  true.  So  you  do  not  quite  have  the  essence  of  impartial- 
ity. You  do  not  quite  have  this  sort  of,  this  overall  look  which,  as 
I  understand  it,  the  budget  is  about  $6  million  a  year,  is  that  right? 

Ms.  Jaggar.  The  total  budget  is  about  $160  million  a  year. 

Mr.  Houghton.  That  is  $160  million  for  AHCPR? 

Ms.  Jaggar.  For  AHCPR,  about  15  percent  goes  for  guidelines. 
They  fund  a  number  of  grants  and  contracts  that  do  medical  effec- 
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tiveness  studies  and  medical  outcomes  studies,  yes.  They  have 
other  functions. 

Mr.  Houghton.  I  see.  But  anyway,  getting  back  to  the  original 
question,  would  the  Nation  be  able  to  exist,  would  we  still  have 
reasonably  sensitive  and  practical  guidelines  to  go  by,  although 
they  may  not  be  quite  as  impartial? 

Ms.  Jaggar.  There  would  be  different  guidelines  that  could  be 
used  and  adapted  for  different  purposes.  Those  would,  indeed, 
exist.  With  the  emphasis  that  exists  on  cost  cutting  and  on  the 
most  effective  care  that  can  be  given  to  individuals,  I  think  that 
guidelines  are  increasingly  showing  great  value.  For  example,  in 
the  State  of  Maine,  they  are  experimenting  with  using  some  guide- 
lines and  writing  them  into  law  as  a  protection  against  medical 
malpractice.  So  there  are  multiple  purposes  to  which  guidelines  are 
being  used.  And  the  impartiality  and  the  objectivity  is  valued  by 
some,  by  many,  as  an  important  contribution  that  AHCPR's  guide- 
lines make. 

Mr.  Houghton.  Sure.  I  am  going  to  make  a  statement  and  you 
tell  me  whether  I  am  way  off  base.  Your  answer  to  me  says  that 
we  can  get  along  without  this. 

Ms.  Jaggar.  It  is  a  policy  decision  for  Congress. 

Mr.  Houghton.  Thank  you,  very  much. 

Ms.  Jaggar.  Yes,  sir. 

Mr.  Christensen.  It  is  amazing  how  we  ever  got  by  before  1989 
without  this  agency,  it  is  just  amazing.  And  I  would  say  that  re- 
searchers will  always  defend  spending  more  money  to  do  research, 
and  so  I  would  just  again  reiterate  my  support  for  looking  very 
strongly  at  seeing  if  we  cannot  save  the  Federal  Government  and 
the  American  taxpayer  another  $180  million. 

Mr.  Johnson.  Thank  you. 

Thank  you,  panel,  for  being  with  us  this  morning.  Ms.  Jaggar, 
we  appreciate  your  attendance  and  your  comments. 
Ms.  Jaggar.  Thank  you. 

Mr.  Johnson.  Will  the  next  panel  please  come  forward. 

Douglas  Henley,  Dr.  Henley  is  with  the  American  Academy  of 
Family  Physicians;  Nurse  Kenneth  Plitt,  on  behalf  of  the  American 
Association  of  Nurse  Anesthetists;  Dr.  Bernard  Levin,  on  behalf  of 
the  Gastroenterology  Leadership  Council;  and  Dr.  Gree,  from  the 
American  Urological  Association. 

Thank  you,  gentlemen,  for  being  with  us  this  morning. 

And  for  the  record,  it  was  $163  million,  according  to  the  testi- 
mony, $6  million  of  which  comes  from  Medicare. 

Thank  you. 

Dr.  Henley,  and  all  of  you  may  put  your  remarks  in  the  record, 
and  you  are  welcome  to  speak  as  you  desire. 
Dr.  Henley. 

STATEMENT  OF  DOUGLAS  E.  HENLEY,  M.D.,  PRESIDENT- 
ELECT, AMERICAN  ACADEMY  OF  FAMILY  PHYSICIANS 

Dr.  Henley.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee. My  name  is  Dr.  Douglas  Henley  and  I  am  president- 
elect of  the  American  Academy  of  Family  Physicians.  On  behalf  of 
our  80,000  members,  I  appreciate  the  opportunity  to  comment  on 
issues  related  to  the  future  of  the  Medicare  Program. 
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When  Medicare  was  created  30  years  ago  it  was  designed  to  rep- 
licate the  private  health  insurance  market.  In  the  years  since,  the 
private  sector  has  responded  to  increasing  competition  by  evolving 
beyond  the  traditional  insurance  model  to  one  now  characterized  by 
competing  plans  bidding  for  covered  lives  on  the  basis  of  cost,  qual- 
ity, access,  and  service. 

The  Academy  believes  that  Medicare  should  no  longer  be  shield- 
ed from  the  changes  occurring  in  the  larger  health  care  market. 
Medicare  beneficiaries  should  be  provided  with  a  range  of  health 
plan  choices  accompanied  by  incentives  to  select  the  more  cost- 
effective  alternative. 

Mr.  Chairman,  what  is  essential  for  this  Subcommittee  to  under- 
stand is  that  every  viable  strategy  for  delivering  high-quality  acces- 
sible health  care,  while  achieving  Medicare  savings,  is  based  on  the 
greater  availability  of  primary  and  preventive  care  services.  This 
holds  true  whether  you  are  talking  about  managed  care  plans  or 
the  fee-for-service  sector. 

The  evidence  for  the  savings  that  primary  care  brings  is  con- 
tained in  previous  Academy  testimony  before  this  Subcommittee. 
These  studies  demonstrate  that  no  matter  which  Medicare  reforms 
Congress  ultimately  adopts,  costs  will  not  be  brought  under  control 
until  the  availability  of  primary  care  is  greatly  enhanced. 

Expanding  the  choices  available  to  Medicare  beneficiaries  will 
convert  Medicare  into  a  defined  contribution  program.  Each  bene- 
ficiary would  receive  an  actuarially  determined  amount  of  Medicare 
expenditures  to  be  used  to  purchase  the  health  insurance  plan  of 
his  or  her  choice.  The  method  by  which  this  per  capita  amount  is 
calculated  will  be  a  key  determinant  of  your  success  in  reforming 
Medicare. 

Our  experience  with  the  current  adjusted  average  per  capita  cost 
method  gives  us  grave  concern  about  Medicare's  ability  to  actuari- 
ally and  accurately  calculate  adjusted  per  beneficiary  amounts.  It 
is  widely  understood  that  the  current  method  is  fundamentally 
flawed.  Significant  variation  in  payment  across  the  country  is  the 
result,  far  more  than  can  be  justified  on  the  basis  of  differences  in 
utilization  and  cost. 

Providing  all  Medicare  beneficiaries  with  meaningful  health  plan 
options  will  require  substantial  improvement  over  current  methods 
to  calculate  the  adjusted,  per  capita  contributions.  Presenting  each 
Medicare  beneficiary  with  a  defined  contribution  and  an  array  of 
health  plan  choices  is  designed,  in  part,  to  increase  sensitivity  to 
health  care  costs. 

We  believe  it  reasonable  to  instill  an  additional  degree  of  cost 
sensitivity  in  the  fee-for-service  sector  by  modifying  the  Medicare 
part  B  premium  and  the  part  A  deductible  according  to  beneficiary 
income.  Extending  the  20-percent  coinsurance  pajrment  to  clinical 
lab  and  home  health  care  services  is  also  needed. 

The  Academy  has  previously  testified  before  this  Subcommittee 
regarding  the  Medicare  physician  fee  schedule.  Let  me  simply  re- 
emphasize  today  that  it  is  critical  for  you  to  return  the  fee  schedule 
immediately  to  one  conversion  factor  and  a  single-volume  perform- 
ance standard.  It  is  also  essential  to  revise  the  method  by  which 
the  volume  performance  standard  is  calculated. 
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Meeting  the  health  care  needs  of  beneficiaries  under  a  reformed 
Medicare  Program  will  require  substantially  improved  access  to 
primary  care  and  preventive  care  services.  Unfortunately,  the  pri- 
mary care  infrastructure  in  this  countr>^  has  been  badly  neglected 
for  decades.  Restoring  a  primary  care  foundation  to  the  U.S.  physi- 
cian work  force  must  be  among  the  highest  priorities  for  Medicare 
reform.  In  order  to  make  primary  care  services  available  to  Medi- 
care beneficiaries,  Medicare  GME  funding  must  support  primary 
care  training  and  training  based  in  ambulatory  settings. 

In  the  short-term  Medicare  reform  should  number  one,  limit  the 
number  of  funded  first  year  residency  positions  to  110  percent  of 
the  number  of  1994  U.S.  medical  school  graduates.  Number  two, 
eliminate  the  penalty  in  direct  and  indirect  GME  payments  for  the 
time  that  residents  spend  in  nonhospital  ambulatory  training  facili- 
ties. Number  three,  up-weight  direct  and  indirect  payments  for  pri- 
mary care  residency  positions.  Number  four,  limit  such  payments 
to  the  first  3  years  of  residency  training.  And,  number  five,  remove 
these  components  from  Medicare  capitation  rates  and  redirect 
these  funds  for  primary  care  and  ambulatory-based  training. 

These  recommendations  are  similar  to  those  contained  in  the 
most  recent  report  of  GME,  the  Council  on  Graduate  Medical  Edu- 
cation, and  are  estimated  to  yield  more  than  $6  billion  in  budget 
savings  over  the  next  5  years. 

Mr.  Chairman,  expanding  the  choice  of  health  plans  will  dis- 
connect Medicare's  GME  support  from  the  current  process  by  which 
these  funds  are  distributed.  It,  therefore,  becomes  necessary  that 
a  new  mechanism  for  GME  funding  be  created. 

Given  this,  it  does  not  seem  to  us  to  be  a  bit  step  for  you  to  con- 
sider extending  GME  support  to  all  payers.  After  all,  it  only  seems 
right  that  Medicare  contribute  its  fair  share,  but  no  more  than  its 
fair  share. 

My  written  statement  contains  a  summary  of  the  Academy's  pro- 
posals for  long-term  GME  reform.  In  addition,  that  written  state- 
ment also  contains  recommendations  regarding  a  variety  of  regu- 
latory matters  that  are  of  critical  importance  to  family  physicians. 

We  hope  that  you  have  time  to  read  those.  The  stakes  are  ex- 
tremely high  as  this  Subcommittee  undertakes  the  important  task 
of  reforming  the  Medicare  Program.  At  the  end  of  this  legislative 
session,  you  must  be  able  to  assure  older  Americans  that  their  ac- 
cess to  comprehensive,  cost-effective  health  care  services  has  not 
been  compromised  and  that  the  Medicare  Program  has  a  fiscally 
viable  future. 
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Although  reconcihng  deficit  reduction  with  beneficiary  access  to 
high-quality  care  may  seem  contradictory  on  its  face,  this  is  not 
necessarily  so.  Reforming  the  Medicare  Program  to  take  full  advan- 
tage of  a  revitalized  primary  care  infrastructure  will  achieve  both 
goals.  Indeed,  support  for  primary  care  puts  the  Medicare  Program 
in  a  position  to  interface  effectively  with  the  marketplace  as  it 
shifts  into  integrated  systems  of  care. 

As  you  work  to  craft  a  reformed  Medicare  Program,  please  do  not 
hesitate  to  call  upon  the  Academy.  Family  physicians  are  eager  to 
work  with  you  on  this  challenging  undertaking. 

We  thank  you  for  the  opportunity  to  speak  today  and  I  would  be 
happy  to  address  any  questions  that  you  may  have. 

[The  prepared  statement  and  attachment  follow:] 


416 


Statement  of  the 
American  Academy  of  Family  Physicians 
to  the 

Committee  on  Ways  and  Means 
Subcommittee  on  Health 
Regarding 

Saving  Medicare  and  Budget  Reconciliation  Issues 
Presented  by 
Douglas  E.  Henley,  M.D. 
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My  name  is  Douglas  E.  Henley,  M.D.,  and  I  am  President-elect  of  the  American  Academy  of  Family 
Physicians.  On  behalf  of  the  Academy's  80,000  members,  I  appreciate  the  opportunity  to  comment  on 
a  number  of  issues  related  to  the  future  of  the  Medicare  program. 

As  has  become  eminently  clear,  a  substantially  lower  rate  of  growth  in  Medicare  expenditures  cannot 
be  achieved  through  minor  modifications  in  the  Medicare  program.  Less  obvious  but  no  less  important 
is  the  fact  that  Medicare's  promise  to  elderly  and  disabled  beneficiaries  of  high  quality,  accessible 
health  care  has  been  steadily  eroded  by  Medicare's  increasingly  anachronistic  coverage  policies. 
Medicare  savings  will  not  be  achieved  and  access  to  high  quality  health  care  services  will  not  be 
ensured  without  major  Medicare  reform. 

When  Medicare  was  created  30  years  ago,  it  was  designed  to  replicate  closely  the  models  of  health 
insurance  then  in  use  by  private  insurers.  Physicians  were  paid  on  a  fee-for-service  basis,  and  hospitals 
received  cost-based  reimbursement.  While  the  Medicare  program  has  made  notable  advancements  in 
developing  the  DRG  system  for  hospital  reimbursement  and  the  resource-based  relative  value  scale  for 
physician  payment,  it  remains  basically  an  insurance  program  that  pays  the  bills  it  receives  from 
providers. 

In  contrast,  the  private  sector  has  responded  to  an  increasingly  competitive  market  and  evolved  beyond 
the  traditional  insurance  model.  Private  payers  now  employ  a  wide  variety  of  techniques  to  restrain 
costs  and  improve  quality.  Among  these  techniques  are  selective  contracting,  capitation,  risk-sharing, 
clinical  guidelines,  consumer  information,  and  many  others.  The  private  market  is  now  characterized 
by  competing  plans  bidding  for  covered  lives  on  the  basis  of  cost,  quality,  and  service. 

The  Academy  believes  that  Medicare  should  no  longer  be  shielded  from  the  changes  occurring  in  the 
larger  health  care  market.  Medicare  beneficiaries  should  be  provided  with  a  range  of  health  plan 
choices,  and  those  choices  should  be  accompanied  by  incentives  to  select  the  more  cost-effective 
alternatives. 

This  committee  faces  the  challenge  of  developing  the  Medicare  policy  recommendations  necessary  to 
ensure  the  solvency  of  the  Medicare  Trust  Fund.  Many  of  the  Medicare  reform  proposals  now  under 
consideration  are  intended  to  stimulate  market  competition  on  the  basis  of  price  and  quality.  These 
proposals  are  based  on  the  assumption  that,  given  the  proper  incentives,  health  plans  can  deliver  high 
quality,  accessible  health  care  at  lower  rates  of  expenditure  growth. 

What  is  essential  for  this  committee  and  the  Congress  to  understand  is  that  every  viable  strategy  for 
achieving  these  important  goals  is  based  on  the  greater  availability  of  primary  and  preventive  care. 
This  holds  true  whether  talking  about  managed  care  plans  or  the  fee-for-service  sector. 

The  evidence  for  Medicare  savings  attributable  to  primary  care  is  contained  in  /^cademy  testimony 
presented  previously  to  this  committee.  These  studies  demonstrate  that  no  matter  which  Medicare 
reforms  Congress  ultimately  adopts,  the  cost  explosion  in  the  program  will  not  be  brought  under  control 
until  the  availability  of  primary  care  services  is  greatly  enhanced. 

Expanded  Choice 

Expanding  the  choices  available  to  Medicare  beneficiaries  and  instilling  the  system  with  incentives  for 
cost-effectiveness  would  convert  Medicare  from  a  program  with  defined  benefits  to  one  with  a  defined 
contribution.  Each  beneficiary  would  be  credited  with  an  actuarially  fair  share  of  Medicare 
expenditures,  which  he  or  she  would  then  use  to  pay  for  the  insurance  plan  of  his  or  her  choice. 

The  method  by  which  this  per  capita  amount  is  calculated  will  be  a  key  determinate  of  your  success  in 
reforming  Medicare.  Presumably,  the  method  for  calculating  the  Medicare  per  capita  contribution 
would  resemble  that  now  used  to  calculate  Medicare's  adjusted  average  per  capita  cost  (AAPCC).  The 
application  of  the  AAPCC  method  would,  thereby,  be  extended  well  beyond  the  current  risk  contracts 
to  all  options  except  the  residual  fee-for-service  program. 
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for  calculating  the  AAPCC  are  fundamentally  flawed.  County-level  AAPCCs  are  calculated  by  adjusting 
a  national  average  per  capita  fee-for-service  cost  by  a  five-year  average  of  the  ratio  of  county  to 
national  per  capita  fee-for-service  expenditures.  This  amount  is  then  risk  adjusted  for  the  expected 
costs  of  its  enroilee  mix  based  on  disability,  age,  gender,  v/elfare  status,  and  institutional  status.  The 
resulting  AAPCCs  vary  widely  across  the  country.  In  1 993,  they  ranged  from  $1  68  to  $599.  The 
AAPCCs  for  urban  counties  are  generally  much  higher  than  those  for  njrai  counties.  As  a  result, 
virtually  all  currently  enrolled  beneficiaries  reside  in  urban  areas.  This  variation  in  AAPCC  payment 
rates  is  far  more  than  can  be  justified  on  the  basis  of  differences  in  utilization  and  costs.  Providing  ai! 
Medicare  beneficiaries  with  meaningful  options  will  require  substantial  improvements  over  the  current 
methods  used  to  calculate  the  AAPCC.  Otherwise,  Congress  risks  further  deterioration  of  health 
services  and  access  by  institutionalizing  inequitable  payment  rates. 

The  Academy  strongly  urges  that  the  flaws  in  the  AAPCC. method  be  addressed  before  attempting 
utffize  a  such  a  method  to  calculate  Medicare's  per  beneficiary  contribution. 

Cost  sharing 

Presenting  each  Medicare  beneficiary  with  a  defined  Medicare  contrbution  and  an  array  of  choices  is 
designed,  in  part,  to  increase  beneficiar/  sensitivity  to  the  costs  of  health  care.  We  believe  it 
reasonable  to  instill  an  additional  degree  of  cost-sensitivity  in  the  fee-for-service  sector  by  modifying 
the  Medicare  Pan  B  premium  and  Part  A  deductible  according  to  beneficiary  income  and  extending  the 
20  percent  co-insurance  payment  to  clinical  laboratory  and  home  health  care  services. 

However,  we  are  concerned  about  excessive  increases  in  the  out-of-poci^et  costs  of  beneficiaries  who 
elect  to  remain  in  the  residual  fee-for-service  program.  A  wide  array  of  choices  will  not  be  availaWe 
uniformly  to  all  Medicare  beneficiaries,  particularly  rural  beneficiaries.  Inadequate  health  insurance 
coverage  together  with  the  historic  problems  of  reimbursement  inequities  ber.veen  rural  and  urban 
institutions  and  providers  creates  extraordinary  challenges  for  rural  providers  interested  in  forming  local 
integrated  service  networks  and  managed-  care  systems.  The  methods  used  for  setting  premium  and 
capitation  rates,  especially  the  AAPCC,  in  airal  areas  will  have  important  implications  for  the 
survivability  of  rural  health  services.  In  addition,  the  higher  costs  of  serving  an  older,  lowernncome 
population  in  need  of  enabling  services  means  that  without  adequate  risk-adjustment,  smaller  locally- 
based  rural  networks  will  find  it  drfficult  to  assume  risk.  These  issues  are  immediately  relevant  to 
exparxded  choice  under  the  Medicare  program. 

Preventive  Benefits 

Medicare's  limited  fee-for  service  coverage  of  preventive  services  undermines  the  ability  of  orimary 
care  physicians  to  manage  the  care  of  their  patients  in  the  most  cost-effective  manner  (see 
attachment).  The  Academy  believes  that  proven  preventive  services  should  be  covered  with  minimal 
cost-sharing.  These  are  the  services  that,  over  the  long  term,  will  help  bring  down  health  care 
spending.  We  might  point  out  that  the  private  sector  is  beginning  to  recognize  the  value  of  preventive 
services  in  very  explicit  terms,  with  some  progressive  systems  going  so  far  as  to  incorporate  traditional 
public  health  strategies  into  their  operations. 

In  addition  to  providing  coverage  of  proven  preventive  services,  it  is  extremely  important  that  Congress 
specify  the  process  used  to  evaluate  preventive  services  for  coverage  under  the  benefit  package.  We 
believe  that  Medicare  reform  legislative  should  require  the  use  of  an  explicit,  outcome  based  method, 
rather  than  one  based  on  expert  opinion.  The  process  used  by  the  U.S.  Preventive  Services  Task  Force 
is  an  appropriate  example.  The  Academy  also  supports  incorporating  considerations  related  to  cost- 
effectiveness  in  evaluating  preventive  services. 

Medical  Savings  Accounts 

One  of  the  most  frequentiy  mentioned  options  for  a  reformed  Medicare  program  is  a  Medical  Savings 
Accounts.  The  Academy  has  taken  no  position  on  MSAs,  either  for  or  against.  However,  we  do  have 
two  concerns  about  their  potential  impact. 

First,  widespread  use  of  individual  MSAs  could  lead  to  market  segmentation  and  higher  Medicare  costs 
for  individuals  enrolled  in  the  other  Medicare  options  during  the  out-years.  That  is,  if  healthier 
individuals  elect  the  MSA  option,  those  remaining  in  the  insurance  pool  with  have  a  higher  risk  profiJe, 
which  will  result  in  upward  adjustments  to  Medicare's  contributions.  Premium  dollars  for  low-risk 
beneficiaries  will  have  been  removed  from  the  pool. 

Second,  MSAs'  incentives  to  economize  on  health  care  purchases  could  cause  some  individuals  to 
forgo  important  primary  and  preventive  services,  or  to  rely  on  others  of  unproven  effectiveness.  One 
approach  to  this  problem  would  be  to  define  services  that  qualify  for  tax-free  distribution  of  MSA 
funds,  which  should  include  primary  care  services  and  those  preventive  services  identified  by  the  U.S, 
Preverrtive  Services  Task  Force.  While  advocates  of  unrestricted  patient  choice  would  object,  we 
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would  argue  that  it  is  an  interim  necessity  until  better  information  on  the  cost-  and  medical- 
effectiveness  of  health  care  services  is  available  to  consumers. 

At  a  minimum,  there  should  be  provision  for  a  formal  evaluation  of  the  impact  of  MSAs  on  access  to 
primary  ar^J  preventive  care  and  on  risk  selection  in  the  insurance  market. 

Graduate  Medical  Education 

As  noted  above,  meeting  the  health  care  needs  of  elderly  and  disabled  beneficiaries  under  a  reformed 
Medicare  program  will  require  substantially  improved  access  to  primary  care  and  preventive  services. 
Unfortunately,  the  primary  care  infrastructure  in  the  U.S.  has  been  badly  neglected  for  decades. 
Restoring  a  primary  care  foundation  to  the  U.S.  physician  workforce  must  be  among  the  highest 
priorities  for  Medicare  reform. 

The  documented  shortage  of  primary  care  physicians  is  profound  and  growing  worse.  There  are 
currently  2,682  counties  or  parts  of  counties  remain  designated  as  primary  care  health  professions 
shortage  areas  (HPSAs).  This  means  there  is  less  than  one  primary  care  physician  for  every  3,500 
persons  in  those  areas. 

In  contrast,  health  maintenance  organizations  call  for  a  ratio  or  one  provider  for  each  2,000  persons. 
To  achieve  this,  1 1 ,964  additional  primary  care  physicians  are  needed  in  shortage  areas. 

The  aggregate  supply  and  specialty  mix  of  physicians  currently  produced  in  the  U.S.  medical  education 
system  are  a  direct  reflection  of  the  financial  incentives  in  the  federal  programs  supporting  these 
activities.  Specifically,  the  strong  inpatient  bias  in  Medicare's  current  graduate  medical  education 
support  and  Medicare's  traditional  under-payment  for  primary  care  services  have  influenced  powerfully 
the  distribution  of  the  physician  workforce  towards  specialization.  Ironically,  while  the  market  for 
medical  care  increasingly  demands  more  primary  care  services,  the  medical  education  system  continues 
to  produce  a  surplus  of  physicians  narrowly  trained  in  subspecialty  fields.  Changing  the  specialty  mix 
of  the  physician  workforce  will  require  a  reversal  in  the  current  incentives  and  establishing  a 
meaningful  connection  between  the  market  for  medical  care  and  medical  education. 

Shart-term  GME  Reforms 

In  order  to  make  primary  care  services  available  to  Medicare  beneficiaries.  Medicare  GME  funding  must 
support  primary  care  training  and  training  based  in  ambulatory  settings.  We  understand  that  under  a 
reformed  Medicare  program.  Congress  will  need  to  develop  a  new  mechanism  for  distributing 
Medicare's  share  of  graduate  medical  education  funds.  In  the  short  term.  Medicare  reform  should 
include  the  following: 

•  limit  the  number  of  funded  first  year  residency  positions  to  110  percent  of  the  number  of  1994 
U.S.  medical  school  graduates; 

elimiitate  the  penalty  in  DIME  and  IIME  payments  for  the  time  that  residents  spend  in  non- 
hospitd  ambulatory  training  faciitties  such  as  physicims  offices,  group  practices,  community 
health  centers,  and  HIMOs. 

up-weight  DIME  and  IME  payments  for  primary  care  residence  positions; 

•  limit  DME  and  IME  payments  to  the  first  three  years  of  residency  training;  and 

remove  tfie  OME  aitd  IME  components  of  the  Average  Adjusted  Per  Capita  Cost  (AAPCC)  from 
Medicare  capitation  rates  and  redirect  these  funds  for  primary  care  and  ambulatory  training. 

These  recommendations  are  similar  to  those  contained  in  the  most  recent  report  of  the  Council  on 
Graduate  Medical  Education  and  are  estimated  to  yieM  more  than  $6  billion  in  budget  savings  over  five 
years. 

Long-term  GME-  Resfnims 

In  the  longer  term,  expanding  the  choice  of  health  plans  under  the  Medicare  program  will  disconnect 
Medicare's  GME  support  from  the  current  processes  by  which  these  funds  are  distributed.  A  smaller 
portion  of  Medicare  payments  will  be  made  through  the  physician  fee  schedule  and  DRG  payments,  and 
a  greater  portion  will  be  through  managed  care  arrangements.  The  shift  in  how  beneficiaries  receive 
care  will  remove  Medicare's  contribution  to  GME  from  the  usual  payment  flows.  It  will  be  necessary  to 
redirect  Medicare's  teaching  support  through  a  separate,  yet-to-l>e-created  payment  stream.  It  seems 
logical  to  extend  this  necessary  change  by  requiring  all  other  payers  to  contribute  their  proportionate 
share  toward  the  costs  of  graduate  medical  education  and,  thereby,  limiting  Medicare  to  only  its  fair 
share  of  GME  costs. 
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Long-term  GME  reform  should  inckide  the  following  provisions. 

The  dkect  and  indkect  costs  of  graduate  meffical  education  shmdd  be  shared  by  all  payers, 
pubtic  and  private.  Once  ^e  projected  annual  expenditures  for  graduate  medica!  education  are 
determined,  an  armuai  GME  cwitribution  should  be  appBed  to  all  premiums  so  that  all  payers 
contrOMite  a  proportionate  »nount. 

•  There  should  be  an  initia!  firrat  on  the  number  of  eBgible  first-year  allopathic  and  osteopathic 

residency  positions  equal  to  110  percent  of  the  number  of  U.S.  allopathic  and  osteopathic 
me<fical  school  graduates.  This  limit  should  be  phased  In  over  a  period  not  to  sxceed  five 
years. 

There  should  be  a  national  goal  to  increase  the  number  of  physicians  practicing  in  the  primary 
care  specialties  of  family  medicine,  general  internal  medicine,  and  general  pediatrics. 

A  broacfly  representative  pubfic-private  entity  should  be  estabfished  for  the  purpose  of: 

pn^ecting  the  aggregate  need  for  the  medical  care  workforce  in  the  heahh  care  delivery 
system; 

developing  recommendations  regarding  the  number  of  residency  positions  on  a  national 
basis,  including  the  number  of  international  medical  graduates  (IMQs),  and  the 
appropriate  number  of  generaiists  to  specialists; 

makirtg  recommendations  regarding  GME  payment  incentives  in  accordance  with 
national  workforce  needs.; 

conducting  on-going  research  that  wiH  ensure  the  availability  of  appropriate  data  on 
which  to  base  workforce  decisions;  and 
►  evaluating  and  monitoring  the  efficacy  of  all  recommendations  and  their 

implementation,  ensuring  that  the  process  allows  for  flexibiUty  and  reevaluating 
recommerKlations  as  appropriate. 

Dvect  medical  education  payments  shoukl  be  based  on  a  national  average  per-resident  amotoit. 
Per-resident  amounts  should  be  weighted  to  recognize  legitimate  variation  in  direct  costs  due  to 
variables  such  as  the  use  of  ambulatory  training  facilities  and  regional  differences  in  wages  and 
wage-related  costs.  Bigibinty  for  DME  payments  should  be  based  on  national  workforce  goals. 
Entities  eligible  for  receipt  of  DME  payments  from  the  national  workforce  account  should  be 
those  institutioris  sponsoring  residency  programs,  which  could  include  teaching  hospitals, 
medical  schools,  health  nnaintenance  organizations,  group  practices,  federally  qualified  health 
centers,  approved  training  consortia,  or  other  entities,  including  ambulatory-based  programs. 
Entities  receiving  DME  paymerrts  wouM  have  to  submit  documentation  demonstrating  that  DME 
funds  are  expended  or\ly  for  direct  costs  of  graduate  medical  education. 

The  pubGc-private  entity  woukl  determirie  the  indirect  costs  of  graduate  medical  education  in 
ambulatory  and  inpatient  training  facilities.  Indirect  costs  include  legitimate  differences  in 
patient  care  costs  between  teaching  and  non-teaching  facilities.  Both  inpatient  and  ambulatory 
institutions  serving  as  training  sites  for  eligible  residency  programs  could  receive  payments  for 
the  indirect  costs  of  graduate  medical  education. 


Me<ficare  Payment  to  Teaching  Physicians 

Medicare  Part  B  pays  for  the  patient  care  services  provided  by  attending  physicians  who  practice  in 
teaching  settings  as  long  as  such  payments  do  not  duplicate  Medicare  GME  payments,  HCFA  has  a 
long-standing  requirement  for  the  physical  presence  of  the  attending  physician  in  supervised  teaching 
settings  in  order  to  bill  Part  B. 

Despite  negotiations  extending  over  many  years,  HCFA  will  soon  release  a  proposed  rule  that  will 
impose  overly  stringent  requirements  regarding  Medicare  Part  B  payments  to  family  physicians  who 
supervise  residents  in  the  teaching  setting.  These  new  regulations  are  incompatible  with  the 
requirements  for  teaching  family  practice  residents  and  will  have  a  devastating  impact  on  financial 
viability  of  our  residency  programs.  The  future  of  many  programs  will  be  in  question.  Ironically,  the 
impact  njns  directly  counter  to  the  growing  need  in  the  Medicare  population  for  primary  care  services. 

At  a  minimum  the  new  regulations  will  force  family  practice  residency  programs  to  hire  additional 
faculty,  a  daunting  task  due  to  the  added  cost  and  severe  shortage  of  faculty.  There  are  currently  600 
faculty  vacancies  in  family  practice  training  programs,  and  this  number  is  expected  to  double  in  the 
next  few  years.  With  stricter  physical  presence  njles  and  the  inability  to  either  find  or  afford  additional 
faculty,  residency  programs  will  be  unable  to  bill  Medicare  Part  B  for  services.  This  effectively  makes 
Medicare  beneficiaries  uncompensated  care.  Family  practice  residencies  already  render  more 
uncompensated  care  than  any  other  training  program. 
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Because  they  are  ambulatory  based,  family  practice  residency  do  not  generate  significant  revenues  for 
their  sponsoring  hospitals.  Often  it  is  the  hospital  that  must  subsidize  the  residency  program. 
Moreover,  a  quarter  of  family  practice  programs  are  in  public  hospitals,  many  of  which  already  have 
negative  margins,  if  residency  programs  lose  these  Medicare  revenues,  the  only  alternative  from  the 
hospitals'  perspective  may  be  to  terminate  the  programs. 

A  proposed  rule  on  payment  for  Part  B  services  in  the  teaching  setting  was  published  in  1 989,  and 
would  have  protected  the  supervisory  relationship  between  the  attending  family  physician  and  the 
family  practice  resident  as  well  as  the  requirement  that  family  practice  residents  establish  primary 
relationships  with  their  patients.  Unfortunately,  this  proposed  rule  was  never  finalized.  In  order  to 
ensure  an  adequate  supply  of  family  physicians  to  serve  the  Medicare  population,  the  Academy  urges 
Congress  to  establish  in  statute  the  intent  of  the  1 989  proposed  regulation  affecting  Part  B  payment 
for  services  of  supervising  physicians  in  a  teaching  setting. 

Medicare  Physician  Fee  Schedule 

Either  by  virtue  of  residing  in  an  area  with  limited  Medicare  choice  options  or  because  of  personal 
preference,  many  beneficiaries  will  remain  in  the  residual  fee-for-service  program.  It  is,  therefore, 
important  Medicare  fee-for-service  payments  ensure  the  ready  availability  of  primary  care  services.  The 
Medicare  program  generates  savings  when  primary  care  physicians  in  general,  and  family  physicians  in 
particular,  are  available  to  and  used  by  beneficiaries. 

Such  favorable  prospects  for  savings  stand  in  stark  contrast  to  Medicare's  inadequate  reimbursement 
for  primary  care  services.  It  troubles  the  Academy  greatly  to  know  that  over  28  percent  of  family 
physicians  nationwide  no  longer  accept  new  Medicare  patients.  In  some  areas  up  to  40  percent  of 
family  physicians  do  not  take  new  Medicare  patients. 

Inadequate  reimbursement  is  the  most  commonly  cited  reason  for  this  problem.  Simply  put,  family 
physicians  are  finding  it  more  and  more  difficult  to  accept  new  Medicare  patients,  because  to  do  so 
jeopardizes  the  financial  stability  of  their  practices.  On  average,  it  costs  approximately  $t  34  per  hour 
to  operate  a  family  practice,  while  the  Medicare  payment  rate  for  visit  services  is  less  than  $100  per 
hour. 

Of  additional  concern  is  that  Medicare  fees  will  continue  to  plummet  downward  as  a  percentage  of 
private  sector  rates.  Because  of  cuts  already  mandated  in  OBRA93,  Medicare  fees  are  projected  to 
drop  to  54  percent  of  private  sector  rates.  The  disparity  between  program  versus  private  fee  rates  may 
force  even  more  family  physicians  to  consider  closing  off  their  practices  to  new  Medicare  patients. 
Hence,  we  are  genuinely  concerned  that  further  reductions  in  Medicare  physician  fees  may  create  real 
access  problems  for  elderly  patients  especially  those  in  rural  and  inner-city  areas. 

In  order  to  ensure  appropriate  access  to  primary  and  preventive  care,  the  Academy  supports  the 
following  modifications  in  the  Medicare  physician  fee  schedule. 

A  Single  Conversion  Factor  and  a  Single  Volume  Performance  Standard  (VPS). 

Separate  VPSs  and  fee  updates  for  three  categories  of  services  has  led  to  distortions  in  the  worth  of 
relative  values  so  that  they  no  longer  reflect  resource-based  relative  values.  The  RVUs  in  each 
category  are  no  longer  worth  the  same  amount.  Currently,  the  conversion  factor  for  surgical  services  is 
8.4  percent  and  14.0  percent  higher  than  the  conversion  factors  for  primary  care  and  other  non-surgical 
services,  respectively.  Because  the  conversion  factor  updates  are  permanent,  consecutive  higher 
updates  for  surgical  services  are  compounded. 

■  Revise  the  formula  for  calculating  the  Medicare  volume  performance  standard  so  that  projected 

increases  in  per  capita  gross  domestic  product  (GDP)  plus  two  percentage  points  substitute  for 
the  five-year  rolling  average  growth  in  volume  and  intensity. 

By  taking  a  fixed  four  percentage  point  reduction  from  the  five-year  trend  in  volume  and  intensity,  the 
performance  standard  factor  unlinks  the  volume  and  intensity  factor  from  actual  trends  in  health  care 
delivery.  Regardless  of  how  much  physicians  reduce  the  volume  and  intensity  of  services,  volume  and 
intensity  must  be  reduced  by  an  additional  four  percentage  points  or  the  updates  will  be  reduced.  In 
addition,  using  historic  growth  rates  will  eventually  undermine  the  incentive  to  control  volume  and 
intensity. 

•  Modify  HPSA  bonus  payments  to  provide  20  percent  bonuses  to  physicians  providing  services 

in  HPSAs  and  eliminate  bonuses  for  non-primary  care  services  In  urban  areas. 

Because  of  flaws  in  Medicare's  bonus  payment  program,  almost  half  of  the  bonus  payments  accrues  to 
physicians  who  provide  little  or  no  primary  care.  In  addition,  almost  1 5  percent  of  bonus  payments  go 
to  urban,  hospital-based  subspecialists. 
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Regulatory  Environment 

The  ability  of  physicians  and  other  health  care  providers  to  respond  effectively  to  the  financial 
incentives  under  Medicare  reform  will  be  unduly  constrained  in  the  current  regulatory  environment. 
Many  of  the  existing  laws  and  regulations  were  developed  when  providers  acted  in  a  much  more 
independent  fashion  and  were  designed  to  prevent  collusive  activities  that  would  be  injurious  to  the 
public.  Now,  as  providers  seek  to  engage  in  highly  efficient,  cooperative  ventures,  these  laws  are  in 
need  of  modification. 

Phyxician  Self-referral 

While  we  support  wholeheartedly  government  efforts  to  weed  out  costly  fraud  and  abuse,  the  self- 
referral  law,  as  it  now  stands,  is  not  the  solution  to  the  problems  of  inappropriate  referrals  and  over- 
utilization  of  services.  This  law  is  overly  broad  and  out  of  step  with  commonplace  practice 
arrangements-such  as  the  use  of  shared  in-office  ancillary  facilities  by  solo  practitioners. 

Several  changes  are  needed  in  the  self-referral  law  to  make  it  more  attuned  to  the  business  aspects  of 
a  physician's  practice  and  sensitive  to  patient  needs,  while  maintaining  its  anti-fraud  intent.  For 
example,  it  is  unreasonable  to  prohibit  a  physician's  practice  from  providing  durable  medical  equipment 
to  his  or  her  patients.  If  a  physician  sets  a  broken  leg,  the  law  requires  the  patient  to  hobble 
elsewhere  for  the  crutches  rather  than  receiving  them  from  the  doctor  who  set  his  leg. 

Perhaps  most  important  to  family  physicians  is  the  need  for  a  shared  facilities  exception  in  the  law. 
Such  an  exception  is  urgently  needed  for  without  it  the  practice  of  family  physicians  who  share 
common  office  space,  equipment,  and  personnel  with  their  colleagues  is  greatly  jeopardized. 

Many  family  physicians  practice  independently  by  choice  but  lack  the  resources  to  purchase  costiy 
diagnostic  equipment  and  hire  additional  staff  to  operate  an  in-office  laboratory.  It  is  common  practice 
for  solo  physicians  to  share  facilities  for  ancillary  services  with  other  solo  physicians  in  the  same 
building.  Such  arrangements  are  cost-effective  and  enable  the  participating  physicians  to  furnish 
immediately  to  their  patients  on-site  access  to  ancillary  services.  The  only  option  remaining  under  the 
law  is  for  these  physicians  to  refer  their  patients~at  great  inconvenience  and  higher  cost-to  outside 
facilities  for  services  that  they  previously  harxJIed  in  a  timely  fashion  on-site. 

The  Academy  supports  an  exemption  for  shared  facility  services  that  are: 

furnished  by  the  referring  physician  who  is  a  shared  facility  physician  or  by  an  individual 
directly  employed  or  directly  supervised  by  such  a  physician; 

furnished  at  a  shared  facility  in  a  building  in  which  the  referrirtg  physician  provides  substantially 
all  of  the  services  of  the  physician  unrelated  to  the  provision  of  shared  facility  services; 

furnished  to  a  patient  of  a  shared  facility  physician;  and 

required  to  be  billed  by  the  referring  physician. 

Antitrust  Rfifnmv: 

The  purpose  of  anti-trust  statutes  is  to  ensure  meaningful  and  fair  competition  among  both  buyers  and 
sellers  of  goods  and  services.  To  the  extent  that  Medicare  reform  is  achieved  by  moving  beneficiaries 
into  organized,  integrated  health  plans,  the  nature  of  the  market  for  physician  services  will  be 
fundamentally  altered. 

The  American  Academy  of  Family  Physicians  believes  that  in  the  context  of  Medicare  reform,  strict 
adherence  to  traditional  antitrust  doctrine  will  prove  counterproductive  in  efforts  to  realign  the 
incentives  of  the  health  care  system.  A  more  flexible  approach  is  needed,  one  capable  of  evolving  with 
the  changing  demands  of  a  reconfigured  health  care  marketplace. 

Therefore,  the  Academy  further  recommends  that  Congress: 

require  the  Attorney  General,  in  consultation  with  the  FTC  and  HHS,  to  establish  competition 
guidelines  consistent  with  the  scope  of  health  care  reform  and  to  solicit  nominations  for 
additional  safe  harbors  for  collective  activity  by  health  care  providers; 

require  the  agencies  to  develop  a  single  set  of  standards  and  procedures  for  expedited  case-by- 
case  approval,  and  to  provide  a  'certificate  of  review"  to  those  entities  so  approved;  and 
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•  require  that  joint  activities  in  the  health  care  industry  that  fall  outside  the  safe  harbors  be 
analyzed  by  the  "rule  of  reason,"  in  which  competitive  benefits  are  weighed  against 
competitive  harms. 

We  note  that  the  last  recommendation  is  imperative  for  rural  and  frontier  areas,  where  highly 
concentrated  markets  assure  that  virtually  any  collaborative  activity  will  exceed  the  safe-harbor 
thresholds.  Therefore,  the  Academy  also  recommends  that  Congress  establish  a  separate  standard  for 
joint  ventures  in  rural  areas  that  is  not  predicated  on  market  share  statistics.  Instead,  the  standard 
should  be  based  on  "compelling"  evidence  of  pro-consumer  gains  in  efficiency  and  quality-of-care. 

Liability  Rafarm 

One  of  the  more  pressing  health  care  problems  is  that  of  medical  liability.  The  malpractice  crisis 
contributes  significantly  to  the  cost  and  quality  problems  that  plague  our  health  care  system. 
Addressing  this  difficult  issue  will  make  an  important  contribution  to  your  efforts  to  reform  the 
Medicare  program. 

Academy  members  experience  daily  the  negative  impact  of  the  medical  liability  crisis  on  access  to 
health  care  services  and  overall  system  costs.  Its  most  serious  threat  is  to  women's  health  care  in 
rural,  inner  city,  and  economically  depressed  communities,  which  have  difficulties  attracting  qualified 
medical  care  providers.  The  public  is  paying  an  unnecessary  premium  to  support  a  medical  liability 
system  that  serves  equitably  neither  patients  nor  their  providers. 

The  Academy  supports  federal  tort  reforms  including: 

•  a  $250,000  limit  on  non-economic  damages, 

•  reducing  awards  by  the  amount  of  compensation  from  collateral  sources. 

•  allowing  periodic  payment  of  awards  over  $100,000, 

•  limiting  attorneys'  contingency  fees, 

•  replacing  joint  and  several  liability  with  proportionate  liability  among  the  defendants  in  a  case, 

•  a  modified  statute  of  limitations, 

mandatory  and  binding  alternative  dispute  resolution  (ADR)  systems, 

•  requiring  an  expert  affidavit  signed  by  a  specialist  who  practices  in  the  same  medical  specialty 
as  the  defendant,  and 

•  the  use  of  approved  clinical  guidelines  as  an  affirmative  defense. 

nil  A 

The  Clinical  Laboratory  Improvement  Amendments  of  1988  (CLIA'88)  are  perhaps  the  most  onerous 
federal  law  presently  imposed  on  family  physicians.  Today,  It  is  painfully  obvious  the  level  of 
regulation,  expense  and  exasperation  inflicted  on  physician  office  laboratories  has  no  relationship  to 
improvements  in  patient  care  or  safety. 

Family  physicians  routinely  perform  lab  tests  to  get  the  Immediate  diagnostic  results  needed  to  begin 
prompt  appropriate  treatment  for  their  patients,  and  to  monitor  care  while  it  is  being  delivered.  The 
choice,  timing,  and  interpretation  of  lab  tests  are  integral  to  a  physician's  decisions  regarding 
subsequent  diagnostic  and  treatment  interventions;  lab  procedures  are  not  a  separable  aspect  of 
clinical  medicine.  An  essential  part  of  family  medicine's  commitment  to  patient  care  is  quality  testing 
in  physician  office  labs. 

As  a  result  of  hefty  compliance  fees  and  burdensome  paperwork  requirements,  thousands  of  family 
physicians  have  reluctantly  closed  down  their  office  labs.  In  1992,  nearly  93  percent  of  family 
physicians  had  office  labs  but  by  1 994  only  79  percent  of  our  members  had  office  labs-a  1 4  percent 
drop  in  only  two  years.   Moreover,  many  simple  and  common  laboratory  tests  are  no  longer  performed 
by  family  physicians  because  of  intrusive  federal  control.  CLIA  requirements  have  forced  nearly  40 
percent  of  family  physicians  to  stop  doing  the  rapid  strep  test  or  else  to  send  a  collected  specimen  to 
an  outside  lab.   The  most  intolerable  aspect  of  CLIA  is  the  hardship  imposed  on  patients,  especially  the 
elderly,  the  disabled,  and  those  living  in  underserved  or  remote  areas,  who  cannot  travel  to  outside  labs 
for  testing  ordered  by  their  family  doctor.  When  patients  delay  or  cancel  treatment  because  they 
cannot  obtain  simple  lab  tests  in  their  own  doctor's  office,  this  is  a  clear  sign  that  government  micro- 
management  of  physician  office  labs  must  stop. 

The  Academy  is  very  appreciative  for  the  introduction  of  HR  1 386  by  Rep.  Bill  Archer  and  for  the  co- 
sponsorship  of  Representatives  Christensen,  Johnson,  and  McCrery.  HR  1386  exempts  of  all  physician 
office  labs  from  CLIA  requirements  except  when  performing  pap  smears.  We  urge  Congress  to  pass  it. 

Clinical  Guidelines  and  Primary  Care  Research 
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Health  plans  and  insurers  are  placing  increasing  ennphasis  on  the  clinical  competencies  of  primary  care 
physicians.  Yet,  our  nation's  health  care  cost  and  access  problems  can  be  traced  directly  to  an  over- 
emphasis on  costly  inpatient  and  subspecialty  care  and  to  the  consequent  geographic  maldistribution  of 
health  care  providers.  Solving  these  problems  will  require  a  substantial  investment  in  the  primary  care 
infrastructure.  As  noted  above,  part  of  the  necessary  investment  will  be  workforce  reform 
accomplished  through  a  realignment  of  Medicare  physician  training  incentives.  However,  equal 
attention  must  also  be  paid  to  the  highly  relevant  but  to  date  largely  ignored  area  of  primary  care 
research. 

For  the  most  part,  the  focus  of  medical  education  and  research  has  been  on  the  catastrophic  or  end- 
stage  medical  problems  in  referred  and  hospitalized  patients.  As  a  result,  the  training  of  physicians  and 
the  research  agenda  have  focused  almost  exclusively  on  inpatient  evaluation  and  treatment  -  despite 
the  fact  that  over  95  percent  of  all  medical  conditions  are  evaluated  and  treated  outside  of  hospitals. 
Although  a  defining  feature  of  American  medicine,  this  base  of  knowledge  in  narrow  subspecialty  fields 
has  frequently  little  or  no  relevance  to  the  basic,  entry-level  concerns  that  afflict  most  people  ~  the 
very  conditions  treated  on  a  daily  basis  by  the  primary  care  specialties  of  family  medicine,  general 
internal  medicine,  and  general  pediatrics.  If  this  trend  continues  unabated,  the  scarcity  of  primary  care 
research  will  senously  undermine  new  strategies  to  train  more  generalist  physicians  and  emphasize 
cost-saving  preventive  care  in  the  evolving  health  care  delivery  system. 

Accordingly,  a  primary  care  research  agenda  is  cmcial.  The  Agency  for  Health  Care  Policy  and 
Research  established  recently  a  Center  for  Primary  Care  Research  within  the  agency.  Such  a  center,  if 
adequately  financed,  would  provide  new  tools  to  family  physicians  and  other  generalists  as  they  serve 
millions  of  beneficiaries  each  year.  Much  of  primary  care  research  focuses  on  the  development  and 
assessment  of  protocols  of  care  that  are  intended  to  make  the  best  use  of  this  country's  strained 
health  care  dollars. 

Th«  Academy  believes  that  Congress  should  support  AHCPR  and  its  new  emphasis  on  prinnary  care 
research,  which  is  designed  to  better  assist  the  primary  care  physician  in  diagnosis  and  treatment  of 
the  beneficiary  population  most  commonly  seen  in  the  ambulatory  care  setting.  Priority  areas  include: 

•  Research  on  the  diagnostic  process  in  primary  care  settings,  designed  to  assist  the  generalist 
physician  to  evaluate  the  myriad  of  presenting  symptoms,  differentiate  self-limited  diseases 
from  those  'equiring  ongoing  or  intensive  treatment  and  initiate  treatment.  This  line  of  research 
is  internJed  to  streamline  the  diagnostic  process,  increase  accuracy,  and  reduce  the  use  of 
expensive  and  potentially  dangerous  medical  tests. 

•  Research  to  improve  the  effectiveness  of  medical  care  as  the  physician,  in  collaboration  with 
the  patient,  designs  and  implements  effective  treatment  plans  that  reconcile  the  idiosyncrasies, 
preferences,  and  needs  of  the  patients  with  the  clinical  realities  of  the  illness. 

Research  related  to  the  development  of  clinical  guidelines,  including  evaluations  of  the  practical 
usefulness  of  clinical  guidelines. 

Research  to  improve  access  to  health  care  and  cost-effectiveness  of  care  focusing  on  primary 
care  training  and  experience  and  the  role  of  frontline,  primary  care  physicians. 

Telemedicine 

Appropriately  designed  telemedicine  capabilities  may  have  the  potential  to  improve  the  quality, 
accessibility,  and  cost-effectiveness  of  health  care  services.  By  creating  ready  access  to  information 
(e.g.,  medical  libraries,  diagnostic  test  results,  CME  courses),  telemedicine  may  reduce  the  time 
demands  on  practicing  physicians,  especially  those  in  remote  settings.  By  facilitating  consultation, 
telemedicine  may  also  assist  clinical  decision-making,  decrease  unnecessary  referrals,  improve  patient 
retention  ar>d  continuity  of  care,  and  help  retain  health  care  resources  in  underserved  areas. 

The  potential  uses  of  telemedicine  are  vast,  but  more  evaluation  is  needed  to  adequately  assess  the 
capabilities,  costs  and  reimbursement  policies  that  should  appropriately  follow.  While  the  clinical  and 
professional  applications  of  computer  bulletin  boards,  centralized  data  bases,  image  transmission,  and 
videoconferencing  technology  have  stimulated  considerable  lay  interest,  they  have  not  been 
systematically  evaluated  in  the  context  of  medical  practice.  Above  all,  the  history  of  the  evolution  of 
modern  health  care  technologies  makes  it  clear  that  the  development  of  telemedicine  systems  must  be 
driven  by  the  needs  of  rural  physicians  and  their  patients,  rather  than  by  the  technology  itself. 

Numerous  and  significant  issues  which  will  determine  the  eventual  contribution  of  telemedicine  to 
patient  care  have  yet  to  be  addressed.  Issues  of  concern  to  the  Academy  include  the  development  of 
standards  of  quality  and  appropriateness  of  services  across  a  range  of  practice  arKi  clinical 
circumstances;  the  use  of  non-physician  providers  in  telemedicine  consultations;  issues  of  privacy  and 
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medical  records  management;  liability;  credentialing,  interstate  licensure  and  practice;  and 
reimbursement  policy. 

Reimbursement  should  be  made  for  physician  services  that  are  reasonable  and  necessary,  meaning  that 
they  are  safe  and  effective,  medically  appropriate,  and  provided  in  accordance  with  accepted  standards 
of  medical  practice.  The  means  for  delivering  the  service  should  not  be  a  primary  consideration;  the 
critical  test  is  whether  the  service  is  medically  reasonable  and  necessary.  However,  reasonable 
requirements  should  be  linked  to  telemedical  service  delivery,  such  as  a  request  for  the  service  by  the 
patient's  attending  physician,  the  needed  medical  judgment  of  a  consultant  physician,  arKi  a 
requirement  that  the  telemedical  consultation  be  included  in  a  patient's  written  medical  record. 

Conclusion 

The  stakes  are  extremely  high  as  this  Committee  undertakes  the  important  task  of  reforming  the 
Medicare  program.  At  the  end  of  this  legislative  session,  Congress  must  be  able  to  assure  older 
Americans  that  their  access  to  comprehensive,  cost-effective  health  care  services  has  not  been 
compromised  and  that  the  Medicare  program  has  a  fiscally  viable  future.  Although  reconciling  deficit 
reduction  with  beneficiary  access  to  high  quality  care  may  seem  contradictory  on  Ks  face,  this  is  not 
necessarily  so.  Reforming  the  Medicare  program  to  take  full  advantage  of  a  revitalized  primary  care 
infrastructure  will  achieve  both  goals.  Indeed,  support  for  primary  care  puts  the  Medicare  program  in  a 
position  to  interface  effectively  with  the  marketplace  as  it  shifts  to  integrated  systems  of  care. 
Moreover,  improvements  in  the  fee  schedule  that  narrow  the  gap  between  reimbursement  levels  for 
primary  care  and  other  families  of  services  would  ensure  access  to  the  very  type  of  service  on  which 
managed  care  is  built. 

As  you  work  to  craft  a  reformed  Medicare  program,  please  do  not  hesitate  to  call  upon  the  American 
Academy  of  Family  Physicians.  Family  physicians  are  eager  to  work  with  you  on  this  challenging 
undertaking. 

Thank  you  for  this  opportunity  to  speak  with  you  about  the  Medicare  program.  At  this  time,  I  would  be 
happy  to  answer  your  questions. 
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The  Ambulance  Down  in  the  Valley 

"Twos  a  dangerous  cliff,  as  they  frankly  confessed, 
though  to  walk  near  its  crest  -was  so  pleasant 
But  over  its  terrible  edge  there  had  slipped 
a  duke  and  full  marry  a  peasant 
So  the  people  said  something  would  have  to  he  done, 

but  their  projects  did  not  at  all  tally 
Some  said,  "Put  a  fence  'roxmd  the  edge  of  the  cliffy 
Some,  "Put  an  ambulance  dawn  in  the  yaUey". 

Well,  the  cry  for  the  ambulance  carried  the  day, 
for  it  spread  through  the  neighboring  dty, 
A  fence  may  he  useful  or  not,  so  they  say, 
but  each  heart  became  brim/id  of  pity. 
For  those  who  had  slipped  over  the  dangerous  diff 
and  dwellers  on  highway  and  alley 
Cave  pounds  and  pence,  not  to  put  up  a  fence, 
but  an  ambulance  dawn  in  the  valley. 

"For  the  cliff  is  all  right,  if  you're  careful",  they  said, 
"and  even  if  folks  slip  and  are  dropping. 
It  isn't  the  slip  that  hurts  them  so  much 
as  the  shock  dawn  below  when  they're  stopping." 
So  day  after  day,  as  those  mishaps  ocaared, 
quick  forth  would  the  rescuers  sally 
To  pick  up  the  victims  who  fell  off  the  cliff 
with  their  ambulance  dawn  in  the  valley. 

Then  an  old  sage  remarked,  Us  a  marvel  to  me 

that  people  give  far  more  attention 
To  repairing  results  than  to  stopping  the  cause, 
when  they'd  much  better  aim  at  prevention. 
Let  us  stop  at  the  source  all  this  mischief,  "  cried  he 

'Come  neighbors  and  friends,  let  us  rally. 
If  the  cliff  we  would  fence,  we  could  almost  dispense 
with  the  ambulance  dawn  in  the  valley. " 

"Oh,  he's  a  fanatic, "  the  other  rejoined 
"Dispense  with  ambulance?  Never! 
He'd  dispense  with  all  charity,  too,  if  he  could 

No!  No!  We'll  support  them  forever. 
Aren't  we  picking  up  people  as  fast  as  they faU? 
shall  this  man  dictate  tous^  shall  he? 
WJiy  should  people  with  sense  stop  to  put  up  a  fence 
while  an  ambulance  waits  in  the  valley?" 

Author  Unknown 


426 


Mr.  Johnson.  Thank  you,  sir. 

Mr.  Plitt,  would  you  go  ahead  with  your  testimony  and  we  will 
question  the  whole  panel  at  the  end. 

STATEMENT  OF  KENNETH  C.  PLITT,  CERTIFIED  REGISTERED 
NURSE  ANESTHETIST,  MILL  CREEK,  WASHINGTON;  ON 
BEHALF  OF  AMERICAN  ASSOCIATION  OF  NURSE  ANES- 
THETISTS 

Mr.  Plitt.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee. My  name  is  Ken  Plitt,  and  I  am  a  certified  registered 
nurse  anesthetist  or  CRNA  from  Mill  Creek,  Washington.  I  am 
pleased  to  be  testifying  today  on  behalf  of  AANA,  the  American  As- 
sociation of  Nurse  Anesthetists. 

The  AANA  is  the  professional  association  that  represents  26,000 
practicing  CRN  As,  comprising  more  than  96  percent  of  the  nurse 
anesthetists  in  the  United  States.  Today,  CRNAs  administer  more 
than  65  percent  of  the  anesthetics  given  to  patients  each  year  in 
the  United  States  and  are  the  sole  anesthesia  providers  in  85  per- 
cent of  rural  hospitals,  affording  these  medical  facilities  obstetrical, 
surgical,  and  trauma  stabilization  capabilities. 

We  work  in  every  setting  in  which  anesthesia  is  delivered,  pro- 
viding services  for  all  types  of  surgical  procedures  from  the  sim- 
plest to  the  most  complex. 

ANNA  is  suggesting  two  items  relating  to  part  B  reimbursement 
reform.  The  first  is  deference  to  State  law  on  the  issues  of  super- 
vision of  CRNAs.  The  current  Medicare  hospital  and  ambulatory 
surgical  center  conditions  of  participation  for  anesthesia  services 
restricts  CRNA  practice  by  requiring  physician  supervision  of 
CRNAs.  This  Federal  regulation  exists  despite  the  fact  that  many 
State  laws  allow  nurse  anesthetists  to  practice  without  such  super- 
vision. 

In  fact,  29  States  have  no  supervision  or  direction  requirement 
concerning  nurse  anesthetists  in  nurse  practice  acts,  board  of  nurs- 
ing rules  and  regulations,  medical  practice  acts,  or  their  generic 
equivalent. 

The  current  regulations  are  problematic  for  the  following  rea- 
sons. First,  some  surgeons  have  been  dissuaded  from  working  with 
nurse  anesthetists  believing  that  they  may  be  subjecting  them- 
selves to  liability  for  supervising  the  CRNA.  Whether  or  not  a  sur- 
geon will  be  held  liable  when  working  with  a  CRNA  depends  on  the 
facts  of  the  case,  not  on  the  particular  license  of  the  anesthesia  pro- 
vider. 

Second,  surgeons  have  no  affirmative  obligation  to  direct  or  con- 
trol the  anesthetic  process,  despite  the  existing  Federal  require- 
ment to  supervise.  And,  in  fact,  are  entitled  to  rely  upon  nurse  an- 
esthetists as  the  anesthesia  exi>erts. 

Finally,  the  Federal  supervision  requirement  has  an  anticompeti- 
tive effect  since  it  acts  as  a  possible  disincentive  for  CRNAs  to  be 
utilized.  This  is  clearly  a  matter  that  should  be  left  to  the  States, 
and  the  language  we  are  suggesting  merely  states  that  Congress 
should  refer  to  State  law. 

We  would  also  like  to  discuss  the  matter  of  equity  in  reimburse- 
ment for  two  anesthesia  providers  working  on  a  single  case.  The 
current  Medicare  regulation  states  that  if  a  CRNA  and  an  anesthe- 


427 


siologist  work  together  on  one  case  and  the  involvement  of  both 
providers  is  not  required  as  a  matter  of  medical  necessity,  the  an- 
esthesiologist may  bill  the  case  as  if  he  or  she  personally  performed 
it  and  receive  100  percent  of  the  payment. 

In  practice,  this  means  that  unless  the  CRNA  is  an  employee  of 
the  anesthesiologist  not  only  does  CRNA  lose,  but  so  does  the  hos- 
pital which  often  is  the  CRNA's  employer,  thereby  serving  as  a  dis- 
incentive for  hospitals  to  employ  nurse  anesthetists. 

These  regulations  should  be  changed  to  reflect  that  both  the 
CRNA  and  anesthesiologist  have  participated  in  the  case  and, 
therefore,  each  provider  should  receive  one-half  of  the  Medicare 
payment.  We  believe  that  what  we  are  requesting  in  this  matter 
is  budget  neutral. 

The  last  item  on  which  we  would  like  to  comment  deals  with 
standards  for  managed  care.  Knowing  of  your  intention  to  reform 
Medicare  and  perhaps  allow  some  Medicare  recipients  to  move  into 
managed  care  plans,  you  may  wish  to  consider  some  basic  reforms. 

Many  managed  care  plans  arbitrarily  eliminate  entire  classes  of 
health  professionals  solely  based  on  the  type  of  license  or  certifi- 
cation they  hold.  This  is  particularly  the  case  in  managed  care 
plans  where  various  types  of  non-M.D.  health  professionals,  such 
as  CRN  As,  are  unable  to  compete  to  provide  the  same  or  similar 
care  as  MDs. 

Decisions  to  include  practitioners  in  a  managed  care  network 
should  be  based  on  evidence  of  cost  effectiveness,  quality,  and 
availability  of  health  professionals.  We  recognize  the  value  of  man- 
aged care  as  a  means  of  controlling  costs,  while  providing  necessary 
care  and  believe  what  we  are  suggesting  on  these  issues  is  neither 
antimanaged  care  nor  any  willing  provider  type  legislation. 

During  the  last  Congress  our  association,  along  with  other  non- 
physician  provider  groups,  worked  with  representatives  in  the 
managed  care  industry  to  negotiate  a  compromise  approach  to  pre- 
vent arbitrary  discrimination  against  health  professionals  based 
solely  on  their  license  or  certification. 

The  antidiscrimination  language  we  are  suggesting  was  sup- 
ported by  non-M.D.  health  professionals  and  managed  care  organi- 
zations in  1994  and  was  included  in  many  of  the  major  health  care 
reform  bills  last  year. 

I  would  like  to  thank  you  for  the  opportunity  to  testify  and  I  look 
forward  to  responding  to  your  questions. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  KENNETH  C.  PLITT,  CRNA 
AMERICAN  ASSOCIATION  OF  NURSE  ANESTHETISTS 

Chairman  Thomas,  members  of  the  Subcommittee,  good  morning,  my  name  is  Ken  Plitt  and  I  &m 
a  Certified  Registered  Nurse  Anesthetist  (CRNA)  in  Nfili  Creek,  Washington.  I  am  pleased  to  be 
testifying  today  on  behalf  of  the  American  Association  of  Nurse  Anesthetists  (AANA). 

BACKGROUND  INFORMATION  ABOUT  AANA  AND  CRNAs 

Before  discussing  our  proposals  for  reform,  I  would  like  to  provide  some  information  about  our 
association  and  the  CRNAs  it  represents.  The  AANA  is  the  professional  association  that 
represents  over  26,000  practicing  CRNAs;  the  AANA  is  comprised  of  more  than  96  percent  of 
the  nurse  anesthetists  in  the  U.S. 

Founded  in  1931,  the  American  Association  of  Nurse  Anesthetists  (AANA)  is  the  professional 
association  representing  CRNAs  nationwide.  The  AANA  has  produced  educational  and  practice 
standards,  implemented  a  certification  process  for  nurse  anesthetists  in  1945,  and  developed  an 
accreditation  program  for  nurse  anesthesia  education  in  1952.  The  AANA  was  a  leader  in 
forming  multidisciplinary  councils  with  public  representation  in  order  to  fulfill  the  profession's 
autonomous  credentialing  functions.  The  AANA,  as  a  professional  association,  or  through  its 
credentialing  councils  continues  to  update  educational  and  practice  standards,  position  statements, 
guidelines,  and  its  accreditation,  certification,  and  recertification  processes.  The  credentialing 
processes  are  broadly  recognized  by  appropriate  public  and  private  agencies. 

Today,  CRNAs  administer  more  than  65  percent  of  the  anesthetics  given  to  patients  each  year  in 
the  U.S.  CRNAs  provide  anesthesia  for  all  types  of  surgical  cases.  CRNAs  are  the  sole 
anesthesia  providers  in  85  percent  of  rural  hospitals,  affording  these  medical  facilities  obstetrical, 
surgical,  and  trauma  stabilization  capabilities.  They  work  in  every  setting  in  which  anesthesia  is 
delivered,  including  hospital  surgical  suites  and  obstetrical  delivery  rooms;  ambulatory  surgical 
centers;  and  the  offices  of  dentists,  podiatrists  and  plastic  surgeons. 

CRNAs  are  professional  registered  nurses,  independently  licensed  to  practice  nursing  within 
the  scope  of  the  nurse  practice  acts  and  other  state  laws  and  regulations  in  each  of  the  50  states. 
The  practice  of  anesthesia  is  a  recognized  specialty  within  both  the  nursing  and  medical 
professions.  CRNAs  administer  anesthesia  and  anesthesia-related  care  in  four  general  categories: 
(1)  preanesthetic  preparation  and  evaluation;  (2)  anesthesia  induction,  maintenance  and 
emergence;  (3)  postanesthesia  care;  and  (4)  peri-anesthetic  and  clinical  support  functions,  such 
as  resuscitation  services,  acute  and  chronic  pain  management,  respiratory  care,  and  the 
establishment  of  arterial  lines. 


CRNAs  administer  anesthesia  for  all  types  of  surgical  procedures,  fi-om  the  simplest  to  the  most 
complex,  and  as  a  profession,  continue  to  compile  an  enviable  safety  record.  Based  upon  a  1988 
study  by  the  Center  for  Health  Economics  Research,  nurse  anesthetists  were  regularly  involved  in 
the  same  decisionmaking  processes  related  to  anesthesia  as  were  physician  providers. 

History  of  Nurse  Anesthetists 

Nurses  were  the  first  professional  group  to  provide  anesthesia  services  in  the  U.S.  Established  in 
the  late  1800s  as  the  first  clinical  nursing  specialty,  nurse  anesthesia  developed  in  response  to  the 
grov^dng  need  surgeons  had  for  specially  trained  anesthetists. 
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anesthesia  services  at  home  and  abroad.  Nurse  anesthetists  also  taught  the  provision  of  anesthesia 
services  to  physicians  and  nurses  from  allied  countries  when  serving  with  them.  Many  nurse 
anesthetists  received  foreign  decorations  for  their  contributions  during  World  War  I.  While  there 
were  some  physicians  who  had  devoted  their  practices  to  anesthesia,  and  made  significant 
contributions  to  the  war  efforts,  the  formalization  of  physician  education  in  the  field  of  anesthesia 
did  not  become  prevalent  until  after  World  War  H.  Only  seven  anesthesiology  residencies  for 
physicians,  of  at  least  one  year  of  specialty  training,  were  in  existence  at  the  outbreak  of  World 
Warn. 

Nurse  anesthetists  have  been  the  principal  anesthesia  provider  in  combat  areas  in  every  war  the 
United  States  has  been  engaged  in  since  Worid  War  I.  CRNAs  have  received  medals  and 
accolades  for  their  dedication,  commitment,  and  competence.  In  Worid  War  II,  there  were  17 
nurse  anesthetists  to  every  one  physician  anesthetist  (anesthesiologist).  In  Vietnam,  the  ratio  of 
CRNAs  to  anesthesiologists  was  approximately  3:1.  During  the  Panama  strike,  only  CRNAs 
were  sent  with  the  fighting  forces.  Several  nurse  anesthetists  have  suffered  combat  wounds 
during  war  time  service,  and  two  were  killed  in  Vietnam  (their  names  are  engraved  on  the 
Vietnam  Memorial  Wall  in  Washington,  DC). 

Nurse  anesthetists  have  been  pioneers  in  anesthesia  for  specialty  surgery,  particularly  related  to 
lung  and  heart  surgery.  They  were  involved  in  the  development  of  anesthesia  equipment  for 
utilizing  certain  anesthesia  techniques. 

CRNAs  were  the  first  specialty  nursing  group  to  receive  direct  Medicare  Part  B  reimbursement 
under  the  Omnibus  Budget  Reconciliation  Act  of  1986. 

Education  of  CRNAs 

There  are  currentiy  91  accredited  nurse  anesthesia  education  programs  in  the  U.S.,  85  (93%)  of 
which  offer  a  master's  degree.  The  remaining  programs  are  modifying  their  curricula  to 
meet  the  requirement  for  all  programs  to  offer  master's  degrees  beginning  in  1998.  In  addition, 
selected  nurse  anesthesia  education  programs  are  offering  master's  degrees  and  clinical  nursing 
doctorate  options  for  CRNAs  pursuing  graduate  preparation.  Other  programs  are  considering  the 
clinical  doctorate  at  the  entry  level. 

Requirements  for  admission  to  a  nurse  anesthesia  program: 

-  A  Bachelor  of  Science  in  Nursing  (BSN)  or  other  appropriate  baccalaureate  degree; 

-  A  license  as  a  registered  nurse; 

-  A  minimum  of  one  year  of  critical  care  nursing  experience. 

Once  a  nurse  is  admitted  to  the  program,  nurse  anesthesia  education  programs  comprise  24-36 
months  of  graduate  work  including  both  classroom  and  clinical  experiences.  The  classroom 
curriculum  emphasizes  anatomy,  physiology,  pathophysiology,  biochemistry,  chemistry,  physics 
and  pharmacology  as  th^  relate  to  anesthesia.  The  primary  clinical  component  provides 
experience  with  a  variety  of  anesthesia  techniques  ami  procedures  for  all  types  of  surgery  and 
obstetrics. 

The  most  substantial  difference  between  CRNAs  and  anesthesiologists  is  that  prior  to  anesthesia 
education,  anesthesiologists  receive  medical  education  while  CRNAs  receive  nursing  education. 
However,  the  anesthesia  part  of  the  education  is  very  similar  for  both  providers.  CRNAs  and 
anesthesiologists  are  both  educated  to  use  the  same  anesthesia  process  in  the  provision  of 
anesthesia  and  related  services. 

AANA  MEDICARE  REFORM  PROPOSALS 

Medicare  Reimbarsement  Reform 

AANA  is  suggesting  two  items  for  Part  B  rdmbursement  reform.  Barriers  currently  exist  that 
restrict  the  praaice  of  CRNAs,  leading  to  unnecessary  increases  in  the  cost  of  anesthesia  in 
particular  and  overall  health  care  costs  in  general.  These  barriers  also  limit  many  patients'  access 
to  quality  health  care  services.  CRNAs  are  an  essential  component  of  the  health  care  solution 
because  they  provide  access  to  high  quality,  cost-effective  anesthesia  services. 
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Defer  to  State  Law  on  Supervision  of  CRNAs 

The  current  Medicare  hospital  condition  of  participation  for  anesthesia  services  and  the  Medicare 
ambulatory  surgical  center  condition  of  participation  for  coverage  for  surgical  services  restrict 
CRNA  practice  by  requiring  physician  supervision  of  CRNAs.  The  requirements  for  physician 
supervision  of  CRNAs  in  these  regulations  should  be  eliminated  and  replaced  with  language 
requiring  that  CRNAs  practice  in  accordance  with  state  law. 

Under  the  Health  Care  Financing  Administration's  (HCFA's)  Medicare  conditions  of  participation 
for  anesthesia  services  and  ambulatory  center  conditions  for  coverage  for  surgical  services,  the 
current  regulations  state  that  a  hospital  or  ASC,  which  furnishes  anesthesia  services  may  only 
permit  anesthesia  to  be  administered  by  a  "qualified  anesthesiologist,  a  doctor  of  medicine  or 
osteopathy,  a  dentist,  oral  surgeon,  or  podiatrist  who  is  qualified  to  administer  anesthesia  under 
state  law,  a  certified  registered  nurse  anesthetist  who  is  under  the  supervision  of  the  operating 
practitioner  or  of  an  anesthesiologist  who  is  immediately  available  if  needed  (emphasis  added)  or 
by  an  anesthesiologist's  assistant  who  is  under  the  supervision  of  an  anesthesiologist  who  is 
immediately  available  if  needed."  (As  adopted,  51  F.R.  22010  (June  17,  1986,  effective 
September  15,  1986)  and  amended  at  57  F.R.  33878  (July  31,  1992,  effective  August  31,  1992)). 

Medicare  regulations  require  physician  supervision  of  CRNAs  as  a  condition  for  hospitals  or 
ASCs  to  receive  Medicare  payment,  despite  many  state  laws  allowing  nurse  anesthetists  to 
practice  without  such  supervision.  In  fact,  29  states  have  no  such  supervision  or  direction 
requirement  concerning  nurse  anesthetists  in  nurse  practice  acts,  board  of  nursing 
rules/regulations,  medical  practice  acts,  or  their  generic  equivalents.  No  state  nurse  practice  act 
or  board  of  nursing  regulation  requires  nurse  anesthetists  to  be  supervised  by  an  anesthesiologist. 
In  addition,  the  Joint  Commission  on  Accreditation  of  Healthcare  Organizations  (JCAHO)  does 
not  require  that  CRNAs  be  supervised  by  an  anesthesiologist. 

The  federal  government  should  not  require  physician  supervision  when  so  many  states  have 
determined  that  such  a  requirement  is  unnecessary. 

The  federal  supervision  requirement  creates  several  problems  for  CRNAs.  First,  some  surgeons 

have  been  dissuaded  fi-om  working  with  CRNAs,  believing  they  may  be  subjecting 

themselves  to  liability  for  "supervising"  the  CRNA.  The  principles  governing  liability  of  a  surgeon 

when  working  with  a  CRNA  are  the  same  as  those  governing  the  liability  of  a  surgeon  when 

working  with  an  anesthesiologist.  Whether  or  not  a  surgeon  will  be  held  liable  when  working 

with  a  CRNA  depends  on  the  facts  of  the  case,  not  on  the  particular  license  of  the  anesthesia 

provider. 

St.  Paul  Fire  and  Marine  Insurance  Company  has  been  the  underwriter  for  the  AANA's 
Professional  Liability  Insurance  Program  for  more  than  ten  years.  St.  Paul,  the  largest  medical 
malpractice  underwriter  in  the  U.S.,  bases  their  yearly  professional  insurance  premium  for  CRNAs 
on  previous  claim  losses.  For  the  period  1990-95,  there  has  been  an  average  annual  decrease  of 
6.8%  in  CRNA  professional  liability  insurance  premiums  due  to  decreased  claims. 

Second,  the  federal  supervision  requirement  creates  an  inaccurate  perception  among  some 
surgeons  that  they  have  an  obligation  to  direct  or  control  the  substantive  course  of  the  anesthetic 
process.  In  fact,  surgeons  have  no  affirmative  obligation  to  direct  or  control  the  anesthetic 
process,  despite  the  existing  federal  requirement  to  "supervise."  Surgeons  are  entitled  to  rely  upon 
nurse  anesthetists  as  anesthesia  experts.  The  federal  supervision  requirement,  however, 
sometimes  creates  unnecessary  confusion  in  this  regard. 

Finally,  the  federal  supervision  requirement  has  an  anticompetitive  effect  since  it  acts  as  a  possible 
disincentive  for  CRNAs  to  be  utilized.  This  is  clearly  a  matter  which  should  be  left  to  the  states 
and  the  language  we  are  suggesting  merely  states  that  Congress  defer  to  the  states. 

The  Health  Care  Financing  Administration  (HCFA)  began  to  look  at  this  issue  in  October,  1994 
when  it  released  a  draft  regulation  about  hospital  conditions  of  participation  which  eliminated  the 
current  requirement  that  CRNAs  be  supervised  by  a  physician  and  defers  to  state  law  instead.  It 
is  our  understanding  that  the  issue  may  be  addressed  in  a  proposed  rule  which  may  be  issued  in 
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December,  1 995;  however,  given  the  feet  that  this  problem  has  been  pending  for  several  years  and 
it  is  unclear  whether  HCFA's  proposed  rule  will  mirror  its  draft  regulation,  we  are  requesting  that 
Congress  include  this  reform  in  its  Medicare  reforms  this  year. 

Equity  in  Reimbursement  for  Two  Anesthesia  Providers  Working  on  a  Joint  Case 

The  current  Medicare  regulation  on  payment  for  the  services  of  CRNAs  states  that  if  a  CRNA  and 
anesthesiologist  work  together  on  one  case,  the  anesthesiologist  may  bill  the  case  as  if  he/she 
personally  performed  it  and  receive  100  percent  of  the  Medicare  payment.  Currently,  payment 
may  be  made  for  the  nurse  anesthetist  service  only  if  documentation  is  submitted  to  and  approved 
by  the  carrier  shov-ing  it  is  medically  necessar>'  for  the  nurse  anesthetist  to  be  involved  in  the 
procedure.  Due  to  the  stringent  "medical  necessit>'"  criteria  used  by  many  carriers,  no  Medicare 
payment  is  t>'pically  made  to  the  CRNA  involved  in  such  a  case,  even  if  the  CRNA  was  the 
provider  actually  administering  the  anesthesia  to  the  patient. 

In  practice,  this  means  that  if  the  CRNA  is  working  jointly  on  a  case  with  an  anesthesiologist  and 
medical  necessity  cannot  be  adequately  proven  to  the  carrier  -  not  only  the  CRNA  loses,  but  so 
does  the  hospital  which  often  employs  the  CRNA.  This  serves  as  a  disincentive  to  hospitals  to 
employ  CRNAs  who  cannot  balance  bill,  earn  less  than  anesthesiologists,  can  be  educated  at  less 
cost  than  anesthesiologists,  and  therefore  may  be  better  suited  to  a  managed  care  environment  in 
the  long  run. 

This  regulation  should  be  changed  to  reflect  that  both  the  CRNA  and  anesthesiologist  have 
participated  in  the  case  and,  therefore,  each  provider  should  receive  half  of  the  Medicare  payment. 
Specifically,  the  Medicare  payment  to  the  nurse  anesthetist  should  be  one-half  of  100  percent  of 
the  fee  schedule  amount  otherv.ise  applicable  if  the  anesthesia  service  was  personally  performed 
by  the  anesthesiologist  alone  and  the  Medicare  payment  to  the  anesthesiologist  should  be  one-half 
of  100  percent  of 'he  fee  schedule  amount  otherwise  applicable  if  the  anesthesia  service  was 
personally  performed  by  the  anesthesiologist  alone. 

WTiat  we  are  requesting  is  budget  neutral.  We  are  simply  suggesting  that  if  CRNAs  are  working 
jointly  on  a  single  case  v,ith  anesthesiologists,  CRNAs  ~  or  the  hospital  which  employs  the 
CRNA  (if  employed  by  a  hospital)  -  should  be  paid  half  of  the  fee.  This  will  give  hospitals  added 
flexibility. 


Standards  for  Managed  Care 

Finally,  we  suggest  that  in  concert  with  this  Committee's  intention  to  reform  the  Medicare 
program,  especially  the  possibility  of  creating  more  options  for  beneficiaries  under  managed  care 
or  within  the  context  of  incremental  health  care  reform.  Congress  should  consider  some  basic 
standards  of  fair  play  concerning  managed  care  plans  and  providers  generally. 

Revising  our  health  care  delivery  system  to  ensure  consumer  health  care  needs  are  met  requires 
guaranteeing  a  level  playing  field  for  all  health  care  professionals.  Legislation  that  prohibits 
providers  fi-om  arbitrarily  excluding  qualified  health  professionals  and  provides  assurances  of 
consumer  choice,  access,  and  quality  is  fiandamental  to  the  success  of  incremental  reform  of  our 
health  care  delivery  system. 

Managed  care  is  not  coming.  It  is  already  here.  Enrollment  continues  to  grow  at  a  rapid  rate. 
While  the  emphasis  of  managed  care  organizations  has  been  in  the  areas  of  cost  containment, 
significant  problems  have  arisen  regarding  restriction  of  consumer  choice  of  provider  and 
compromised  quality  of  care  delivered.  But  before  we  go  down  the  managed  care  road  any 
fijrther,  it  is  important  for  Congress  to  consider  a  few  basic  standards  designed  to  ensure  that 
employees  or  consumers  have  access  to  high  quality  health  care  providers. 

Nondiscrimination  of  health  care  professionals  in  managed  care  plans 


Many  managed  care  plans  arbitrarily  eliminate  entire  classes  of  health  professionals  solely  based 
on  the  type  of  license  or  certification  they  hold.  This  is  particularly  the  case  in  managed  care 
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plans  where  various  types  of  non-MD  health  professionals  such  as  CRNAs,  are  unable  to  compete 
to  provide  the  same  or  similar  care  as  MDs.  Decisions  to  include  health  professionals  in  a 
managed  care  network  should  be  based  on  evidence  of  cost  effective,  quality  care,  and  availability 
of  health  professionals.  Legislation  is  needed  to  prohibit  health  plans  from  excluding  health 
professionals  based  on  their  license  or  certification.  Additionally,  legislation  must  require  that 
health  plans  have  a  sufficient  number  and  variety  of  health  professionals  to  ensure  consumer 
access  to  a  full  range  of  necessary  health  care  services.  This  is  particularly  important  in  rural  and 
underserved  areas  where  the  ratio  of  patients  to  physicians  is  often  dangerously  high. 

CRNAs  are  generally  quite  willing  to  work  with  health  plans  as  price-conscious  providers. 
Unfortunately,  all  too  often  such  cost  savings  are  eliminated  when  there  are  requirements  that 
CRNAs  and  other  non-MDs  work  through  physician  "middle-men"  employers  or  contractors  who 
extract  such  savings  themselves  rather  than  passing  it  on  to  consumers.  Plan  credentialing  and 
facility  privileging  barriers  significantly  contribute  to  this  process  because  provider  recognition  is 
traditionally  biased  toward  such  "middle-men."  ■ 

As  a  CRNA,  I  know  of  numerous  occasions  where  the  health  plan  reftises  to  even  entertain  the 
inclusion  of  nurse  anesthetists  in  its  plan,  because  the  medical  director  is  MD-oriented.  This  is  not 
only  true  for  CRNAs  but  for  tens  if  not  hundreds  of  thousands  of  other  non-physician  providers. 
This  inhibits  competition  and  may  in  fact  keep  some  provider  reimbursement  rates  artificially 
higher  than  they  ought  to  be. 

CRNAs  are  the  sole  anesthesia  providers  in  85  percent  of  rural  hospitals,  allowing  these  medical 
facilities  to  provide  obstetrical,  surgical,  and  trauma  stabilization  services  which  otherwise  would 
not  be  provided.  Delay  of  needed  surgical  and  other  health  services  has  an  impact  on  health 
outcomes  and  increases  total  health  care  costs.  In  the  absence  of  anesthesia  capabilities  for  rural 
hospitals,  many  patients  would  be  forced  to  travel  great  distances  in  order  to  receive  surgical 
services. 

Inability  of  these  essential  providers  to  contract  with  health  plans  often  forces  the  CRNA  to  bill 
the  patient  directly  as  an  out-of-network  provider,  leading  to  hard  feelings  between  the  hospital, 
surgeon  or  obstetrician,  anesthetist,  insurer  and  enrollee.  This  is  in  spite  of  the  fact  that  in  most 
cases  the  CRNA  is  willing  to  enter  into  good  faith  contract  negotiations  with  the  plan. 

Health  plan  policies  have  enormous  implications  for  plan  enrollees  and  the  health  professionals 
who  care  for  them.  These  policies  should  be  based  on  patient  needs  and  not  merely  plan 
profitability.  Well  publicized  standards  for  utilization  review  practices,  denial  of  care,  and  the 
selection  and  elimination  of  health  professionals  in  health  plan  networks  must  be  evident  and  made 
available  to  plan  enrollees  and  health  professionals. 

What  we  are  suggesting  on  these  issues  is  not  "anti-managed  care"  legislation.  We  recognize  the 
value  of  managed  care  as  a  means  of  controlling  costs  while  providing  necessary  care.  During  the 
last  Congress,  our  association  along  with  other  non-physician  provider  groups  worked  with 
representatives  of  the  managed  care  industry  to  negotiate  a  compromise  approach  to  preventing 
arbitrary  discrimination  against  health  professionals  based  solely  on  their  license  or  certification. 
This  approach,  supported  by  non-MD  health  professionals  and  managed  care  organizations,  was 
included  in  many  of  the  major  health  care  reform  bills. 

Congress  ought  to  take  a  cue  fi-om  the  states  on  this  issue.  If  the  states  have  recognized  the  value 
of  various  non-MD  health  professionals  to  provide  quality  care  by  virtue  of  their  licensure  and 
scope  of  practice,  then  doesn't  it  make  sense  that  managed  care  plans  ought  to  come  to  the  same 
conclusion?  No  health  professional  should  be  excluded  fi-om  a  plan  solely  on  the  basis  of  the  type 
of  licensure  or  certification  he  or  she  possesses,  so  long  as  he  or  she  is  qualified  to  perform  those 
services  designated  by  the  states. 

What  we  are  suggesting  is  not  "any  willing  provider"  language.  It  does  not  requii  e  a  health  plan 
to  enter  into  a  contract  with  every  individual  practitioner,  but  rather  would  require  the  plan  to 
have  representatives  of  a  variety  of  health  professions  in  its  network.  Health  plans  would 
maintain  the  discretion  to  contract  selectively  on  the  basis  of  an  individual  health  professional's 
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reputation,  professiotsal  qualifications,  or  other  appropriate  fectors  while  being  prev-emed  from 
refiising  to  contract  with  entire  health  professions  who  are  otha^nse  licensed  by  the  state. 

Furthermore,  the  basic  provisions  we  suggest  will  not  prev'oit  health  plans  from  managing  costs. 
If  a  plan  already  includes  a  suffici^  nunrber  and  tNpe  of  a  health  professional  (geographic 
saturation)  the  plan  may  then  exclude  any  additional  applicants. 

Although  historically,  managed  care  utilized  some  t>pes  of  non-NID  health  professionals,  many 
non-MDs  are  now  being  excluded  from  the  manag^  care  ner*  orks  based  on  the  t\-p«  of  license 
or  certification  that  the>'  hold.  This  is  especially  true  for  health  plans  that  have  a  "MD-only" 
policy-,  cr  requires  NfD  supervision  of  sa%ices  that  non-MDs  can  provide  indepoidently  based  on 
their  education  and  training.  Because  of  these  discriminaioA'  policies,  non-NIDs  are  many  times 
not  permitted  to  afBiiate  with  health  plans  or  enter  into  contraa  negotiations  despite  lower  costs 
and  a\-ailability. 

Health  Plan  Capacity  Requirement 

A  health  plan  should  have  the  appropriate  capacit>-  to  provide  adeq^aate  services  in  a  practitioner's 
area  Heahh  plans  should  be  required  to  offer  a  range  of  health  professionals,  specialties  and 
practice  s«tings  provides  assurances  that  health  plans  can  accommodate  the  access  and  specialtv- 
needs  of  consumers  throughout  the  entire  designated  service  area,  and  that  consumers  will 
maintain  the  freedom  to  choose  between  two  or  more  tvpes  of  health  professionals  wto  are 
credenrialed  to  provide  the  same  service  in  alternative  practice  settings,  or  that  hospitals  might 
have  more  flexibilitj'  in  choosing  with  wiiom  they  decide  to  contract 

Non-MD  health  professionals  are  particularly  important  in  meting  the  acossability  needs  of 
consumers  in  rural  and  underserved  areas.  In  many  situations,  these  are  often  the  only  qualified 
health  professionals  available  to  provide  care. 

Due  Process  Provisions 

Fmafly,  we  suggest  that  if  a  hcakfa  care  plan  denies  a  claim  or  p^misdon  for  a  consumer  to 
receive  care,  its  onl>-  feir  that  the  plan  oSsrs  an  explanation.  In  addition,  if  the  plan  decides  to 
eliminate  the  employee's  health  care  provider  from  the  network,  that  too  deser.'es  an  explanation  - 
-  both  to  the  individual  as  well  as  the  health  care  professional  Full  disclosure  Is  only  friir, 
especially  to  those  who  are  pa>ing  the  bills  -  employers  and  their  employees. 

Thank  you  for  the  opportunity  to  testify.  I  look  forward  to  responding  to  your  questions. 
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Mr.  Johnson.  Thank  you,  sir,  we  appreciate  your  testimony. 
Dr.  Gee,  would  you  please  proceed.  I  am  saving  the  best  for  last 
from  Houston,  you  know. 

STATEMENT  OF  WILLLAM  F.  GEE,  M.D.,  VICE  CHAIRMAN, 
HEALTH  POLICY  COUNCIL,  AMERICAN  UROLOGICAL 
ASSOCIATION 

Dr.  Gee.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  and  Members  of  the  Subcommittee,  I  am  William 
F.  Gee,  M.D.,  a  practicing  urologist  from  Lexington,  Kentucky,  and 
vice  chairman  of  the  Health  Policy  Council  of  AUA,  the  American 
Urological  Association. 

I  am  pleased  to  have  the  opportunity  to  present  the  views  of 
AUA's  more  than  8,500  members  on  the  restructuring  of  the  Medi- 
care Program  and  other  budget  reconciliation  issues. 

I  will  now  summarize  our  longer  statement  and  submit  it  for  the 
record. 

AUA  acknowledges  the  need  to  assure  the  financial  viability  of 
Medicare  for  the  current  beneficiaries  and  future  generations  who 
will  depend  upon  the  program  for  their  health  insurance.  We  ac- 
cept the  need  to  revamp  the  Medicare  Program  to  incorporate  the 
best  experience  of  the  private  sector,  particularly  those  ideas  that 
have  been  proven  to  be  cost  effective,  while  maintaining  a  high 
level  of  quality  medical  services. 

AUA  is  prepared  to  work  with  Congress  to  find  ways  to  resolve 
the  program's  financial  problems,  while  continuing  to  meet  the  Na- 
tion's commitment  to  the  health  care  of  its  senior  citizens.  As  you 
move  to  expand  beneficiary  choice  of  health  plans,  and  simulta- 
neously increase  sensitivity  to  the  cost  of  medical  care,  we  urge  you 
to  embrace  the  following  elements  in  a  new  program  design. 

One,  maintain  the  beneficiary's  right  to  choose  their  own  physi- 
cians and  assure  them  that  their  needs  for  specialized  medical 
services  will  not  be  denied.  Congress  should  assure  that  bene- 
ficiaries have  an  affordable  system  that  provides  freedom  of  choice 
of  provider,  in  addition  to  allowing  the  choice  of  health  plan  bene- 
fit. Individuals  who  have  entered  managed  care  networks  should 
retain  the  ability  to  opt  out  when  necessary. 

Two,  Congress  should  correct  the  flaws  in  the  current  Medicare 
payment  system  and  encourage  the  provision  of  medical  care  in  the 
most  appropriate  setting  by  eliminating  the  financial  incentives  to 
provide  services  in  the  most  expensive  institutional  locations.  Prop- 
er recognition  of  physician  practice  expenses  for  surgical  and  diag- 
nostic procedures  will  encourage  them  to  use  more  cost-effective 
outpatient  and  office-based  settings. 

Three,  in  order  to  ensure  an  adequate  supply  of  physicians  to 
meet  the  future  needs  of  Medicare  beneficiaries,  all  players  in  the 
Medicare  scene  must  contribute  to  the  cost  of  graduate  medical 
education. 

Four,  Medicare's  current  restrictions  on  the  financial  incentives 
that  health  plans  can  offer  physicians  should  be  carried  forward 
into  the  new  system  and  enhanced,  if  necessary. 

Five,  health  care  providers  should  have  the  ability  to  bargain  ef- 
fectively with  managed  care  organizations.  Physician-sponsored 
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health  plans  should  have  every  opportunity  to  compete  on  an  equal 
basis  for  Medicare's  business. 

Six,  Medicare  benefit  structure  should  be  the  gold  standard  for 
evaluating  other  health  plans  that  will  be  entering  into  the  Medi- 
care market.  In  this  regard,  AUA  recommends  that  Medicare  cover 
the  early  detection  of  prostate  cancer.  Prostate  cancer  closely  par- 
allels breast  cancer  in  age  of  onset,  incidence,  and  death  rate. 

Seven,  currently  the  fee  schedule  update  is  built  on  three  volume 
performance  standards.  AUA  sees  no  compelling  evidence  to  aban- 
don this  system.  Separate  targets  and  updates  need  not  interfere 
with  the  achievement  of  budget  targets. 

Eight,  a  new,  more  competitive  Medicare  Program  should  not  be 
built  around  price  alone,  but  must  have  a  foundation  of  medical 
value.  AUA  is  committed  to  the  development  of  medical  care  guide- 
lines and  research  into  the  outcomes  of  treatment.  The  new  Medi- 
care system  must  incorporate  these  standards  and  guidelines  not 
only  to  reduce  outlays  for  unnecessary  services,  but  also  to  assure 
that  cost  pressures  do  not  discourage  provision  of  effective  quality 
medical  care. 

Nine,  we  seek  your  help  in  reducing  some  of  the  unnecessary 
costs  that  are  imposed  on  the  health  care  system  in  order  to  de- 
velop a  more  cost-effective  Medicare  Program.  Congress  should 
complete  the  work  it  began  earlier  this  year  on  reform  of  the  Na- 
tion's tort  system. 

Ten,  in  addition,  the  clinical  laboratory  improvement  amend- 
ments of  1988  have  imposed  additional  regulatory  burdens  and 
costs  on  physicians  who  provide  laboratory  services  in  their  offices. 
There  is  scant  evidence  that  this  regulatory  structure  has  made 
any  difference  in  the  quality  of  laboratory  services.  AUA  strongly 
supports  H.R.  1386,  introduced  by  Chairman  Archer,  to  eliminate 
these  requirements. 

Eleven,  limits  on  physicians  self-referral  can  inhibit  the  ability  of 
physicians  to  share  expensive  medical  equipment  or  to  organize 
their  practices  most  efficiently  to  com.pete  in  new  markets.  These 
restrictions  need  to  be  revised. 

Mr.  Chairman,  this  concludes  my  statement.  I  would  be  pleased 
to  answer  any  questions  you  or  Members  of  the  Subcommittee  may 
have. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  WILLIAM  F.  GEE,  M.D. 
AMERICAN  UROLOGICAL  ASSOCIATION,  INC. 

Mr.  Chairman  and  Members  of  the  Subcommittee:  I  am  William  F.  Gee,  M.D.,  a  practicing  urologist 
from  Lexington,  Kentucicy,  and  the  Vice  Chairman  of  the  Health  Policy  Council  of  the  American 
Urological  Association  (AUA).  I  am  pleased  to  have  the  opportunity  to  present  the  views  of  AUA's  more 
than  8.500  members  on  the  restructuring  of  the  Medicare  program  and  other  budget  reconciliation  issues. 

Many  urological  diseases  and  conditions,  such  as  prostate  cancer,  benign  prostatic  hypertrophy  and  urinary 
incontinence,  are  most  common  among  older  men  and  women.  Thus  a  substantial  portion  of  many 
urological  practices  consists  of  men  and  women  who  are  covered  by  the  Medicare  program.  Many 
practices  have  a  60%  Medicare  caseload,  and  80%  is  not  unusual  in  sunbelt  states  and  other  retirement 
areas.  The  decisions  this  Subcommittee  and  Congress  makes  about  the  future  of  Medicare  will 
significantly  impact  our  members  and  their  patients. 

Many  analysts  have  determined  that  the  solvency  of  the  Medicare  program,  particularly  the  Part  A  Lnist 
fund,  is  at  risk.  AUA  acknowledges  the  need  to  assure  the  financial  viability  of  Medicare  for  current 
beneficiaries  and  future  generations  who  will  depend  upon  the  program  for  their  health  insurance. 
Congress  is  currently  considering  proposals  that  would  offer  beneficiaries  a  broader  choice  of  health 
insurance  plans,  with  a  significant  increase  in  the  availability  of  managed  care  programs.  AUA  agrees 
that  the  financial  solvency  of  the  program  cannot  be  assured  unless  beneficiaries  and  providers  become 
far  more  sensitive  to  the  costs  of  health  care  than  they  are  today.  We  accept  the  need  to  revamp  the 
Medicare  program  to  incorporate  the  best  experience  of  the  private  sector,  particularly  those  ideas  that 
have  been  proven  to  be  cost  effective  while  maintaining  a  high  level  of  quality  medical  services. 

Choice  of  health  plan,  including  fee  for  service,  managed  care  and  medical  savings  accounts,  could 
dramatically  change  the  behavior  of  beneficiaries  and  providers  of  health  services  and  help  manage 
Medicare's  rate  of  growth  at  more  prudent  levels. 

Congress  has  adopted  a  course  of  deficit  reduction  that  is  expected  to  lead  to  a  balanced  budget.  AUA 
hopes  that  such  fiscal  prudence  will  benefit  all  citizens.  As  a  major  entitlement  program.  Medicare  will 
have  to  play  a  leading  role  in  the  effort  to  balance  the  budget.  AUA  believes  that  the  present  program 
structure  is  not  consistent  with  the  fiscal  goals  that  have  been  endorsed.  Unless  there  is  a  substantial 
reorganization  of  the  Medicare  program.  Congress  will  not  be  able  to  meet  its  goals  of  financial  restraint 
and  medical  service  quality.  AUA  is  prepared  to  work  with  Congress  to  find  ways  to  resolve  the 
program's  financial  problems  while  continuing  to  meet  the  nation's  commitment  to  the  health  care  of  its 
senior  citizens. 

For  thirty  years  Medicare  has  helped  senior  citizens  and  disabled  Americans  receive  outstanding  medical 
services  with  dignity  and  compassion.  Yet  it  is  increasingly  clear  that  the  structures  of  health  care 
financing  and  delivery  that  made  sense  in  1965  are  no  longer  working  as  well  as  they  once  did.  As 
Congress  revises  Medicare.  AUA  urges  that  the  best  attributes  of  the  system  be  retained,  so  that  the 
dignity  and  compassion  that  have  exemplified  the  system  are  maintained. 

As  you  move  to  expand  beneficiary  choice  of  health  plans,  and  simultaneously  increase  their  sensitivity 
to  the  costs  of  medical  care,  we  urge  you  to  embrace  the  following  elements  in  the  new  program  design. 

1 .  Maintain  the  beneficiaries'  right  to  choose  their  own  physicians  and  assure  them  that  their  needs  for 
specialized  medical  services  will  not  be  denied.  AUA  is  proud  to  be  an  active  member  of  the  Patient 
Access  to  Specialty  Care  Coalition  which  includes  nearly  100  organizations  that  represent  patients  and 
their  families,  and  the  health  professionals  that  serve  their  healthcare  needs.  This  Coalition  is  committed 
to  maintaining  choice  of  health  care  provider  and  access  to  medically  needed,  specialized  health  services 
in  the  rapidly  changing  health  care  environment.  Congress  should  assure  that  beneficiaries  have  an 
affordable  system  that  provides  freedom  of  choice  of  provider.  Individuals  who  have  entered  managed 
care  networks  should  retain  the  ability  to  "opt  out"  when  necessarv'.  This  flexibility  will  protect 
beneficiaries  from  any  possible  failures  of  health  plans  to  provide  high  quality,  medically  appropriate 
services  on  a  timely  basis.  It  can  also  help  ease  the  transition  from  a  completely  open  health  care  system 
to  one  that  is  more  restrictive. 

2.  Congress  should  con-ect  the  flaws  in  the  current  Medicare  payment  system  and  encourage  the  provision 
of  medical  care  in  the  most  appropriate  setting  by  eliminating  some  of  the  financial  incentives  to  provide 
services  in  the  most  expensive  institutional  locations.  For  example.  Medicare  is  now  reviewing  the  way 
that  physician  practice  costs  are  paid.  There  are  many  services  in  urology  that  are  not  adequately 
reimbursed  for  the  costs  of  the  supplies  used.  For  example  ~  cystoscopy  is  a  procedure  which  entails 
introducing  a  telescopic  type  of  instrument  with  fiber  optic  illumination  into  the  urinary  bladder  for 
diagnostic  purposes.  It  is  most  often  performed  in  the  urologist's  office  and  is  one  of  the  most  common 
procedures  in  urology.  Every  cystoscopy  requires  a  surgical  tray  of  supplies  costing  approximately  $44, 
plus  other  mdirect  costs  not  recognized  in  the  current  payment  scheme.  If  the  practice  costs  of  this  and 
other  procedures  are  properly  recognized  in  the  new  system,  then  physicians  will  have  incentives  to 
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provide  services  in  the  office  setting,  which  will  be  more  cost  effective.  If  the  study  is  used  to  cut 
practice  expenses  for  surgical  and  diagnostic  procedures,  then  physicians  will  have  incentives  to  move 
these  services  into  the  institutional  setting,  at  a  much  higher  cost 

AUA  is  concerned  that  the  current  study  of  practice  costs  just  initiated  by  HCFA  is  underfunded  and  will 
have  an  insufficient  sample  size  to  produce  complete  data.  Cost  restraints  mean  that  the  researchers  will 
have  to  extrapolate  data  for  many  services.  As  was  learned  in  the  development  of  the  Medicare  physician 
fee  schedule  work  values,  extrapolation  is  a  very  unsatisfactory  substitute  for  research  and  data. 

Finally,  the  study  relies  on  a  closed  panel  process  for  developing  direct  cost  information.  There  should 
be  more  input  from  the  specialty  societies  than  the  current  design  allows. 

Congress  should  also  reexamine  the  price  limits  and  constraints  that  now  exist  and  determine  if  they 
continue  to  be  appropriate  for  a  new  Medicare  system.  For  example,  balance  billing  limits  may  have  little 
relevance  in  a  system  of  negotiated  rates  or  capitated  payments. 

Likewise,  if  the  current  Medicare  fee  schedule  is  to  remain  a  part  of  the  payment  structure,  then  it  needs 
many  refinements.  The  current  five  year  review  of  physician  work  values  has  been  most  frustrating  to 
AUA.  The  Medicare  Part  B  Medical  Directors  were  asked  to  review  all  ccjdes  to  determine  if  values  were 
too  high  or  too  low.  Their  initial  list  of  overvalued  procedures  conuined  one  third  of  all  urological 
services.  After  consultation  with  HCFA,  AUA  succeeded  in  reducing  that  list  by  more  than  two  thirds. 
It  was  clear  that  the  Medical  Directors  had  not  followed  the  rules  used  by  everyone  else  who  reviewed 
physician  work  values,  nor  did  they  understand  the  procedures  they  were  reviewing,  as  evidenced  by  their 
comments  and  the  criteria  they  used. 

AUA  has  now  expended  substantial  resources  to  counter  these  uninformed  allegations  about  the  relative 
work  of  43  urological  procedures.  HCFA's  process  for  updating  the  fee  schedule  has  a  number  of  flaws 
and  Congress  should  correct  these  problems  as  it  moves  forward  with  its  rewrite  of  Medicare,  paiticulariy 
if  Congress  sees  a  large  role  for  the  current  fee  schedule  in  the  fiiture. 

3.  In  order  to  assure  an  adequate  supply  of  specialist  physicians  to  meet  the  future  medical  needs  of 
Medicare  beneficiaries,  all  players  in  Medicare  must  contribute  to  the  cost  of  graduate  medical  education. 
In  order  to  meet  the  budget  targets,  it  is  clear  that  graduate  medical  education  (GME)  funding  fix)m 
Medicare  will  be  part  of  the  equation.  AUA  recommends  that  all  private  and  public  health  plans 
contribute  to  the  cost  of  education  and  totiaiy  care  in  teaching  hospitals. 

4.  Keep  the  financial  incentives  of  health  plans  and  their  gatekeepers  consistent  with  the  medical  needs 
of  Medicare's  elderiy  and  disabled  population.  Medicare's  current  restrictions  on  the  financial  incentives 
that  health  plans  can  offer  physicians  should  be  carried  forward  into  the  new  system  and  enhanced  if 
necessary. 

5.  Make  sure  that  the  playing  field  is  level.  Health  care  providers  should  have  the  ability  to  bargain  with 
managed  care  organizations  without  fear  of  unfair  antitrtist  Federal  Trade  Commission  regulations. 
Physician  sponsored  plans  should  have  every  opportunity  to  compete  on  an  equal  basis  for  Medicare's 
business. 

In  order  to  facilitate  the  creation  of  physician  sponsored  health  plans  and  to  encourage  more  cost  effective 
medical  practice  by  permitting  physicians  to  share  specialized  and  expensive  equipment,  the  current  "Stark 
ir  restrictions  on  self  referral  need  to  be  revised. 

6.  Use  the  Medicare  benefit  structure  as  the  "gold  standard"  for  evaluating  other  health  plans  that  will 
be  entering  the  Medicare  market  If  the  federal  government  is  the  purchaser  of  plans  and/or  services  on 
behalf  of  the  elderly  and  disabled  covered  by  Medicare,  then  there  must  be  a  clear  standard  to  assure  that 
the  taxpayers'  dollars  and  the  benficiaries'  contributions  are  well  spent  In  some  cases,  the  benefit  package 
needs  to  be  updated  to  bring  Medicare  more  into  the  mainstream  of  current  medical  care.  Opening  a  30 
year  old  benefit  structure  up  to  more  competition  will  not  solve  the  fiscal  ills  the  program  faces  now  and 
will  face  in  the  future. 

In  this  regard,  AUA  recommends  that  Medicare  cover  the  eariy  detection  of  prostate  cancer.  Over  the  next 
year,  200.000  new  prostate  cancers  will  be  diagnosed,  and  over  40.000  men  will  die  from  this  disease. 
Prostate  cancer  closely  parallels  breast  anger  in  age  of  onset  incidence  and  death  rate.  Medicare  covers 
the  screening  for  breast  and  cervical  cancer.  Congress  should  act  this  year  to  add  eariy  detection  of 
prostate  cancer  to  the  benefit  package. 
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A  recent  Office  of  Technology  Assessment  (OTA)  study  concluded  that  prostate  cancer  screening  could 
be  just  as  cost  effective  as  other  screening  tests  covered  by  Medicare.  Medicare  coverage  would  help 
assure  that  financial  barriers  would  not  limit  the  availability  of  prostate  cancer  screening.  Coverage  of 
screening  would  allow  men  to  have  the  information  they  need  to  determine  what  course  of  treatment  they 
want  and  need  at  a  stage  in  the  disease  when  treatment  options  are  still  possible. 

7.  In  any  new  Medicare  program.  Congress  must  have  a  system  for  updating  the  payments  to  providers. 
Currently  the  fee  schedule  update  is  built  on  three  volume  performance  standards-primary  care,  surgery 
and  all  other  services.  Since  surgery  has  not  exceeded  its  growth  targets  for  several  years,  the  differential 
in  conversion  factors  has  grown.  The  MVPS  system  works  as  designed.  Physicians  services  with  slow 
or  no  growth  are  rewarded  and  those  with  high  grov^  are  penalized.  AUA  sees  no  compelling  evidence 
to  abandon  this  system.  Separate  targets  and  updates  need  not  interfere  with  the  achievement  of  budget 
targets.  However,  if  Congress  does  make  a  change  then  we  suggest  that  the  relative  positions  be 
maintained  and  that  a  single  update  factor  be  adopted.  Surgery  should  not  be  penalized  for  growing  at 
a  rate  below  the  targets. 

8.  A  new,  more  competitive  Medicare  program  should  not  be  built  around  price  alone,  but  must  have  a 
foundation  of  medical  value.  AUA  is  committed  to  the  development  of  medical  care  guidelines  and 
research  into  the  outcomes  of  treatment.  Members  of  this  Subcommittee  were  leaders  in  the  federal 
government's  efforts  to  stimulate  this  side  of  medical  science.  We  believe  you  have  succeeded  in  your 
efforts  because  the  private  sector,  including  AUA,  has  taken  up  the  challenge  of  determining  what  works, 
and  what  doesn't  in  medical  care.  The  new  Medicare  system  must  incorporate  these  standards  and 
guidelines,  not  only  to  reduce  outlays  for  unnecessary  services  that  provide  little  or  no  benefit  to  patients, 
but  also  to  assure  that  cost  pressures  do  not  discourage  the  provision  of  effective  medical  care. 

9.  A  new  Medicare  system  will  only  succeed  if  providers  of  health  services  are  given  the  opportunity  to 
compete  in  the  new  environment  and  are  able  to  find  sufficient  rewards  to  sustain  a  medical  practice.  We 
seek  your  help  in  reducing  some  of  the  unnecessary  costs  that  are  imposed  on  the  health  care  system, 
particularly  on  physician  practices. 

Congress  must  complete  the  work  it  began  earlier  this  year  on  the  reform  of  the  nation's  tort  system. 
Medical  tort  reform  must  be  part  of  the  new  equation  if  we  are  to  end  spiraling  professional  liability  costs. 
The  House  version  of  tort  reform  contains  many  of  the  critical  elements  sought  by  the  health  care 
community  and  we  urge  its  enactment  into  law. 

The  Clinical  Laboratory  Improvement  Amendments  of  1988  have  imposed  additional  regulatory  burdens 
and  costs  on  physicians  who  provide  laboratory  services  in  their  offices.  There  is  scant  evidence  that  this 
regulatory  structure  has  made  any  difference  in  the  quality  of  there  services.  AUA  supports  H.R.  1398, 
introduced  by  Chairman  Archer  to  eliminate  these  requirements. 

Mr.  Chairman,  the  federal  government  must  fulfill  the  nation's  commitment  to  the  health  needs  of  our 
disabled  and  elderly  citizens.  AUA  believes  that  many  changes  will  be  required  to  Medicare  if  we  are 
to  meet  that  challenge  in  the  coming  years.  Given  the  opportunity,  our  members  can  continue  to  provide 
medically  appropriate,  cost  effective  services  to  their  Medicare  patients.  We  want  to  work  with  the 
Members  of  this  Committee  to  craft  a  set  of  Medicare  revisions  that  keep  the  patients'  well  being 
paramount  while  addressing  the  financial  needs  of  the  program. 

This  concludes  my  statement.  I  would  be  pleased  to  answer  any  questions  that  you  or  the  Members  of 
the  Subcommittee  may  have. 
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Mr.  Johnson.  Thank  you,  sir,  we  appreciate  your  testimony. 

Dr.  Le\TQ,  did  you  bring  this  humid  weather  up  here  with  you? 

Dr.  Lemn.  Not  intentionally,  sir. 

Mr.  Johnson.  Well,  go  ahead  with  your  testimony  and  thank  you 
for  being  here. 

STATEMENT  OF  BERNARD  LEVIN,  M.D.,  VICE  PRESIDENT,  AND 
BETTY  B.  MARCUS  CHAIR  IN  CANCER  PREVENTION,  M.D. 
ANDERSON  CANCER  CENTER,  HOUSTON,  TEXAS;  ON  BEHALF 
OF  GASTROENTEROLOGY  LEADERSHIP  COUNCIL 

Dr.  Le\^n.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee. My  name  is  Bernard  Levin,  and  I  am  vice  president  for 
cancer  prevention  at  the  University  of  Texas,  M.D.  Anderson  Cen- 
ter in  Houston,  Texas.  I  am  also  professor  of  medicine  at  the  Can- 
cer Center  and  practice  as  a  gastroenterologist  with  an  emphasis 
on  colon  cancer. 

I  appreciate  very  much  the  opportunity  to  testify  before  the  Sub- 
committee today  on  behalf  of  the  Gastroenterology  Leadership 
Council,  a  coalition  of  four  organizations  representing  physicians 
specializing  in  gastrointestinal  disorders. 

I  am  here  to  talk  about  a  disease  that  will  affect  138,000  Ameri- 
cans this  year  and  kill  55,000  people  in  the  United  States.  It  is  a 
disease  that  people  do  not  like  to  talk  about  and  it  is  preventable 
and  curable  when  detected  early.  Colorectal  cancer  is  the  disease 
that  I  am  referring  to. 

People  do  not  know  much  about  colorectal  cancer  and  are  sur- 
prised to  learn  that  it  is  the  second  deadliest  cancer,  killing  more 
people  than  breast  or  prostate  cancer. 

Many  think  that  it  is  a  disease  that  affects  only  men  and  not 
something  that  women  need  to  worry  about.  In  fact,  this  is  a  myth. 

Colorectal  cancer  strikes  men  and  women  in  almost  equal  num- 
bers. In  fact,  about  the  same  number  of  women,  over  age  65,  die 
from  colorectal  cancer  as  they  do  from  breast  cancer.  The  high 
death  rate  is  especially  tragic  when  one  realizes  that  with  early  de- 
tection colorectal  cancer  is  one  of  the  most  preventable  and  curable 
cancers.  Most  colorectal  cancers  develop  from  benign  polyps.  Find- 
ing and  removing  these  polyps  reduces  the  risk  of  colorectal  cancer 
by  up  to  90  percent. 

Detection  and  prevention  strategies  are  well  documented  and 
highly  effective.  Leading  scientific  organizations,  including  the 
American  Cancer  Society  and  the  American  College  of  Physicians, 
recommend  screening  for  normal  risk  individuals  beginning  at  age 
50.  The  National  Cancer  Institute  has  recognized  that  screening  for 
colorectal  cancer  reduces  mortality. 

Just  this  year,  two  new  reports  by  the  U.S.  Preventive  Services 
Task  Force  and  the  Office  of  Technology  Assessment  highlight  the 
importance  of  screening  for  this  disease.  In  fact,  the  Office  of  Tech- 
nology Assessment  report  estimates  colorectal  cancer  screening  to 
be  in  the  same  range  of  cost  effectiveness  as  mammography. 

And  screening  for  this  disease  is  provided  to  most  Federal  em- 
ployees through  the  Federal  Employee  Health  Benefit  Program. 
Unfortunately,  Medicare  does  not  now  pay  for  these  screening  serv- 
ices and  because  of  the  lack  of  Medicare  reimbursement  many  pri- 
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mary  care  physicians  are  reluctant  to  recommend  tests  that  they 
know  will  not  be  covered  by  Medicare. 

Education  about  this  preventable  disease  is  key.  And  Medicare 
coverage  of  these  screening  services  is  critical  in  efforts  needed  to 
reduce  the  incidence  and  the  mortality  resulting  from  this  cancer. 
Colorectal  cancer  is  costly  in  both  human  and  economic  terms.  Pa- 
tients often  suffer  through  years  of  chemotherapy,  radiation  ther- 
apy, surgery,  and  hospitalization  if  the  disease  is  not  detected  at 
an  early  stage. 

In  my  own  practice,  at  M.D.  Anderson  Cancer  Center,  I  am  sad- 
dened by  the  number  of  patients  who  come  to  me  at  an  advanced 
stage  knowing  that  many  of  these  illnesses  could  have  been  pre- 
vented with  appropriate  early  detection.  And  I  am  constantly 
amazed  at  how  few  people  know  that  they  are  at  higher  risk  of  this 
disease  if  a  family  member  suffered  from  this  illness. 

We  are  very  supportive  of  H.R.  922  introduced  by  Congressman 
Cardin  and  cosponsored  by  a  majority  of  Members  of  this  Sub- 
committee which  would  provide  Medicare  coverage  for  these  screen- 
ing services. 

We  recognize  that  the  Subcommittee  is  charged  with  achieving 
savings  of  $270  billion  in  Medicare  costs.  But  as  the  Subcommittee 
looks  to  restructure  Medicare,  we  believe  it  is  appropriate  and  nec- 
essary to  review  Medicare's  current  benefit  package  and  to  provide 
coverage  for  effective  preventive  services  which  save  money  and 
lives.  Until  Medicare  begins  to  provide  benefits  that  will  encourage 
early  detection  and  treatment,  we  stand  little  chance  of  effectively 
reducing  the  devastating  impacts  and  fatality  rates  of  our  Nation's 
number  two  killer,  cancer. 

Mr.  Chairman,  Members  of  the  Subcommittee,  thank  you  for 
your  attention  and  this  opportunity  to  address  the  Subcommittee. 

[The  prepared  statement  follows:] 


441 


TESTIMONY  OF  BERNARD  LEVIN,  M.D. 
GASTROBfTEROLOGY  LEADERSHIP  COUNCIL 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  Dr.  Bernard  Levin,  Vice  President  and 
Betty  B.  Marcus  Chair  in  Cancer  Prevention  at  the  M.D.  Anderson  Cancer  Center  in  Houston, 
Texas.  I  appreciate  the  opportunity  to  testify  before  the  Committee  today  on  behalf  of  the 
Gastroenterology  Leadership  Council  (GLC). 

The  GLC  is  a  working  coalition  of  scientific  and  professional  organizations  in  the  field  of 
digestive  diseases.  It  is  composed  of  the  American  Association  for  the  Study  of  Liver  Diseases 
(AASLD),  the  American  College  of  Gastroenterology  (ACG),  the  American  Gastroenterological 
Association  (AGA),  and  the  American  Society  for  Gastrointestinal  Endoscopy  (ASGE). 
Collectively,  the  GLC  represents  nearly  10,000  physicians  nationwide  specializing  in 
gastrointestinal  diseases. 

The  GLC  urges  the  Committee  to  provide  Medicare  coverage  of  colorectal  cancer  screening 
services.  We  recognize  that  there  is  an  added  cost  to  Medicare  for  these  screening  services,  and 
this  request  appears  to  run  counter  to  the  Committee's  goal  of  achieving  $270  billion  in 
Medicare  savings.  However,  early  detection  and  prevention  of  colorectal  cancer  yields  savings 
in  terms  of  both  additional  healthy  years  of  life  and  health  care  costs.  We  believe  that  as  the 
Committee  considers  ways  to  restrucmre  the  Medicare  program,  it  is  important  to  review  current 
Medicare  benefits  and  to  provide  coverage  for  effective  preventive  services  which  save  money 
and  lives. 

Colorectal  Cancer  Screening 

Medicare  coverage  for  preventive  services  currently  includes  screening  for  cervical  and  breast 
cancer,  pneumococcal  vaccines  and  hepatitis  B  vaccines.  Colorectal  cancer  screening  benefits 
are  not  now  provided  under  Medicare.  Yet,  colorectal  cancer  is  the  second  deadliest  cancer 
in  this  country  in  both  men  and  women  ~  killing  more  people  than  either  breast  or  prostate 
cancers.  Moreover,  it  is  one  of  the  most  preventable  types  of  cancer. 

About  140,000  new  cases  of  colorectal  cancer  will  be  diagnosed  and  about  55,300  people  will 
die  from  the  disease  in  1995.  The  disease  is  most  common  in  people  over  50. 

Many  people  believe  colorectal  cancer  is  a  man's  disease.  This  is  a  myth.  Colorectal  cancer 
strikes  men  and  women  in  almost  equal  numbers.  In  fact,  about  the  same  number  of  women 
over  age  65  die  from  colorectal  cancer  as  from  breast  cancer. 

The  high  death  rate  from  colorectal  cancer  is  especially  tragic  when  one  realizes  that  it  is  one 
of  the  most  preventable  types  of  cancers  and  curable  when  detected  early.  Most  colorectal 
cancers  develop  from  benign  polyps.  Finding  and  removing  these  polyps  reduces  the  risk  of 
colorectal  cancer  by  90  percent.  The  stark  reality  is  that  too  many  of  these  cancers  go 
undetected  until  they  are  past  the  curable  stage. 

Detection  and  prevention  strategies  are  well  documented  and  highly  effective.  Leading  scientific 
organizations,  including  the  .\merican  Cancer  Society,  the  National  Cancer  Institute,  and  the 
American  College  of  Physicians,  recommend  screening  for  normal  risk  individuals  beginning  at 
age  50. 

Just  this  year,  two  new  reports  demonstrate  the  effectiveness  of  this  preventive  service.  The 
nation's  leading  expert  panel  on  prevention  ~  the  U.S.  Preventive  Services  Task  Force  -  will 
be  issuing  its  updated  recommendations  for  preventive  services  in  September  1995.  This  report 
is  expected  to  recommend  screening  for  colorectal  cancer  beginning  at  age  50.  In  addition,  an 
April  1995  smdy  done  by  the  Office  of  Technology  Assessment  shows  colorectal  screening  to 
be  cost-effective. 

This  preventive  service  is  already  provided  to  most  Federal  employees.  Every  major  Federal 
employee  health  care  plan  recognizes  the  effectiveness  of  colorectal  cancer  screening  services 
and  provides  coverage  for  these  services. 
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The  GLC  specifically  recommends  Medicare  coverage  of  3  screening  tests: 

•  annual  fecal  occult  blood  test  for  normal  risk  patients  age  50  and  over; 

•  flexible  sigmoidoscopy  for  normal  risk  patients  50  and  over,  once  every  3  to  5  years;  and 

•  colonoscopy  exams  for  high  risk  patients.  Persons  with  higher  than  average  risk  should 
include  individuals  with  family  history  or  prior  persona!  experience  of  cancer  or 
precursor  neoplastic  polyps;  a  history  of  chronic  colitis;  or  the  presence  of  any 
appropriate  recognized  gene  markers  for  colorectal  cancer  or  other  predisposing  factors. 

H.  R.  922 

We  are  very  supportive  of  H.R.  922,  the  Colon  Cancer  Screening  and  Prevention  Act  introduced 
by  Congressman  Cardin  earlier  this  year.  We  are  especially  pleased  that  7  of  the  13  members 
of  this  Subconmiittee  are  already  cosponsors  of  this  bill. 

This  bill  would  provide  coverage  of  3  tests  under  Medicare: 

I.  annual  fecal  occult  blood  tests  for  persons  age  50  and  older.  Payments  for  this  test 
would  be  limited  to  $5  in  1996. 

2.  flexible  sigmoidoscopies  once  every  4  years  for  normal  risk  patients  age  50  and  older. 

3.  colonoscopies  no  more  often  than  once  every  2  years  for  persons  at  high  risk  of  this 
disease. 

We  believe  this  bill  would  be  extremely  effective  in  detecting  and  curing  colorectal  cancer  and 
urge  the  Committee  to  include  these  provisions  in  the  Medicare  Reconciliation  bill.  Colorectal 
cancer  is  costly  in  both  human  and  economic  terms.  Patients  often  suffer  through  years  of 
chemotherapy,  surgery  and  hospitalization.  In  fact,  the  most  recent  data  have  shown  that 
colorectal  cancer  has  led  to  over  125,000  Medicare  hospital  admissions  in  one  year.  Each  of 
those  admissions  led  to  costly  diagnostic,  surgical  and  medical  therapeutic  interventions.  Surely, 
it  is  both  more  cost  effective  and  more  medically  appropriate  to  prevent  than  to  treat  this 
disease.  While  the  savings  to  Medicare  would  be  realized  over  a  period  of  years,  we  do  not 
believe  that  even  by  CBO's  methodology  that  this  benefit  would  be  prohibitively  expensive. 

Until  Medicare  begins  to  provide  benefits  that  will  encourage  early  detection  and  treatment,  we 
stand  little  chance  of  effectively  reducing  the  devastating  impact  and  fatality  rates  of  our  Nation's 
number  2  cancer  killer,  colorectal  cancer. 

Other  Issues 

•  Single  Conversion  Factor:  We  urge  the  Committee  to  adopt  a  single  conversion  factor 
for  the  Medicare  physician  payment  system.  Currently,  there  are  three  separate 
conversion  factors:  surgical,  primary  care,  and  other  non-surgical.  These  separate 
conversion  factors  have  resulted  in  significant  distortions  in  the  Medicare  fee  schedule. 
While  the  physician  fee  schedule  was  originally  designed  to  pay  the  same  amount  for 
services  that  involve  equal  physician  work,  the  current  program  results  in  payments  being 
significantly  higher  for  surgical  procedures  than  for  non-surgical  services  requiring  the 
same  amount  of  work.  The  Physician  Payment  Review  Commission  has  consistently 
recommended  to  Congress  that  a  single  conversion  factor  be  adopted.  We  urge  the 
Committee  to  make  this  change  in  the  Medicare  Reconciliation  bill. 

•  Technical  Improvement  if  Single  Conversion  Factor  Not  Adopted:  If  Congress  does 
not  adopt  a  single  conversion  factor,  we  urge  the  Committee  to  consider  a  technical 
improvement  which  would  assure  greater  fairness  to  providers,  and  which  would  have 
only  nominal,  if  any.  budgetarv  impact. 
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We  believe  the  upper  and  lower  gastrointestinal  (GI)  endoscopic  procedures  (CPT  Codes 
43200-45385)  should  be  included  in  ihe  surgical  update  for  purposes  of  the  annual 
update.  The  upper  and  lower  GI  endoscopic  procedures  are  classified  as  surgical  in  the 
cfPT  manual  and  for  many  other  purposes  by  HCFA.  Yet,  HCFA  has  refused  to  include 
these  procedures  under  the  surgical  update.  HCFA  should  apply  a  fair  and  consistent 
standard  to  endoscopic  services.  HCFA  should  also  be  instructed  to  affirm  the  current 
"O"  day  pre,  post  operative  global  penod. 

•  Access  to  Specialty  Care:  Screening  for  colorectal  caiKcr  generally  falls  to  primary 
care  physicians  as  points  of  first  contact  with  the  medical  system.  The  treatment  and 
managemeiu  of  this  disease  is  usually  a  function  of  medical  and  surgical  specialists,  such 
as  gastroenterologists  and  GI  surgeons.  As  this  Subcommittee  approaches  its 
restructuring  of  Medicare  and  the  changes  to  provider  payments  that  will  be  pan  of  this 
year's  budget  reconciliation,  we  urge  you  to  iiKlude  safegtiards  to  assure  beneficiaries 
that  they  will  continue  to  have  access  to  the  specialized  medical  services  they  need. 

As  Medicare  moves  to  a  model  incorporating  patient  choice  of  health  plan  and  delivery 
systems,  especially  managed  care  plans,  we  ask  that  you  incorporate  protections  for 
beneficiaries  that  will  balance  the  need  to  reduce  spending  with  the  need  to  provide 
medically  appropriate  care.  For  example,  if  primary  care  gatekeepers  are  to  be  pan  of 
the  new  system,  their  financial  incentives  need  to  favor  the  medical  needs  of  patients. 
Medicare  already  has  standards  on  incentive  plans  in  Medicare  HMOs  and  competitive 
medical  plans,  and  we  recommend  that  they  be  retained  in  the  new  structure. 

Choice  of  personal  physician  and  easy  access  to  specialty  care  are  prized  attributes  of  the 
Medicare  program,  and  are  highly  valued  by  beneficiaries. 

There  seems  to  be  linle  dispute  that  Medicare  needs  a  significant  reorganization. 
However,  the  strengths  of  the  system,  such  as  ready  access  to  specialty  care  aiKl  choice 
of  physician  should  not  be  lost  in  this  effon.  but  should  be  retained  for  future  generations 
of  beneficiaries. 

Thank  you  for  considering  these  issues. 
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Mr.  Johnson.  Thank  you,  sir,  we  appreciate  your  testimony.  I 
hope  some  day  we  can  stop  cancer  entirely.  I  know  you  do,  too.  You 
all  do  good  work  down  there. 

Dr.  Henley,  in  your  testimony  you  mention  flaws  in  Medicare's 
health  professionals  shortage  area,  bonus  pa5mient  program,  and  I 
wonder  if  you  could  elaborate  on  that  and  enlighten  us  on  how  you 
think  we  could  fix  that? 

Dr.  Henley.  Well,  the  concern  we  have  there,  Mr.  Chairman,  is 
that  the  bonus  payments  that  currently  go  to  physicians  who  serve 
in  underserved  areas,  a  significant  percentage  of  those  payments 
are  going  to  sub  specialists  whose  reimbursement  rates  are  still  sig- 
nificantly higher  than  those  in  primary  care. 

We  would  assert  that  primary  care  physicians  who  practice  in 
underserved  areas,  be  they  inner  city  or  rural,  should  be  the  ones 
who  are  receiving  those  bonus  payments  and  that  would  be  the  cor- 
rection that  we  would  wish  to  see. 

Mr.  Johnson.  When  you  say  primary  care  physicians,  are  you  re- 
ferring to  someone's  family  doctor  or  are  you  talking  about  HMO 
operations? 

Dr.  Henley.  No.  We  are  talking  about  family  physicians,  general 
internists  and  general  pediatricians. 
Mr.  Johnson.  OK,  thank  you. 

Mr.  Plitt,  you  talked  about  anesthesiologist  and  I  wonder  if  you 
could  tell  me  why  you  think  it  is  necessary  for  an  anesthesiologist 
and  a  certified  registered  nurse  anesthetist  to  be  on  the  same  case 
at  the  same  time?  You  talked  about  splitting  the  payment. 

Mr.  Plitt.  In  most  settings,  we  find  that  there  is  a  team  environ- 
ment that  takes  place.  And  typically  that  involves  one  anesthesiol- 
ogist and  a  number  of  nurse  anesthetists  that  they  have  coverage 
requirements  for. 

Medicare  recognizes  payments  for  those  situations  and  splits  the 
Medicare  payment  in  a  manner  of  50-50.  There  is  no  such  require- 
ment though,  and  we  think  it  is  a  glitch  in  the  system,  for  those 
situations  where  there  is  a  single  case.  The  most  likely  example 
where  that  takes  place  would  be  an  emergency  that  would  take 
place  after  normal  scheduling  hours.  Both  a  nurse  anesthetist  and 
a  anesthesiologist  are  on  call  and  they  are  involved  in  the  case. 

In  some  cases  the  requirement  is  that  the  patient's  acuity  is  such 
that  two  pairs  of  hands  are  required  throughout  the  case.  But  in 
many  cases,  that  is  not  the  situation.  It  is  just  that  the  anesthetist 
is  providing  the  anesthesia  and  the  anesthesiologist  is  available. 

Mr.  Johnson.  So  does  the  doctor  request  both  or  do  they  just 
come  with  the  deal? 

Mr.  Plitt.  Well,  if  there  is  a  contract  enforced  between  the  hos- 
pital and  an  outside  contracting  group  of  anesthesiologists,  the  an- 
esthesiologist may  have  the  right,  contractually,  to  be  involved  in 
every  case.  The  problem  comes  up  if  the  hospital  is  the  employer 
of  the  nurse  anesthetist  and  the  anesthesiologist  just  assumes  they 
are  going  to  come  in  and  provide  the  labor  and  management  of  that 
anesthetic. 

Unfortunately,  under  that  scenario,  there  is  no  payment  mecha- 
nism for  the  hospital. 

Mr.  Johnson.  And  you  are  telling  me  the  surgeon  has  no  control 
over  those  people. 
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Mr.  Plttt.  The  surgeon  always  has  the  right  to  request  the  anes- 
thesia pro\'ider  they  want. 

Mr.  Johnson.  Including  whether  he  wants  a  nurse  anesthetist  or 
not? 

Mr.  Plitt.  Correct. 

Mr.  Johnson.  OK,  thank  you. 

Mr.  Houghton. 

Mr.  Houghton.  Thank  you.  Mr.  Chairman. 

I  really  would  like  to  ask  Dr.  Henley  a  question,  if  I  could.  It  is 
sort  of  a  broad  question  and  I  guess  I  am  selfish  in  asking  it.  be- 
cause this  is  such  a  comphcated  issue  that  we  are  dealing  with 
here.  I  have  never  had  any  issue,  in  all  my  life,  that  has  been  so 
complicated  to  try  to  understand  in  terms  of  some  of  the  basic  fun- 
damentals. 

You  originally  talked  a  Httle  bit  about  the  histor>'  of  Medicare 
and  how  it  started  and  how  it  tried  to  replicate  what  was  going  on 
in  the  private  sector.  Then,  of  course,  the  private  sector  has  gone 
beyond  Medicare  and  used  a  whole  variety  of  de\ices  to  tr>-  and 
control  costs. 

It  seems  to  me  that  one  of  the  issues,  in  order  to  get  back  to  a 
proper  relationship  of  those  who  pay  and  those  who  receive,  is  to 
create  some  sort  of  an  incentive  system.  Maybe  you  could  explain 
a  little  bit  why  the  emphasis  is  on  primar>-  care?  This  is  sort  of  a 
sine  qua  non  for  that.  And  also  maybe  go  into  some  of  the  specific 
steps  which  bother  me  because  it  further  comphcates  the  issues. 

And  you  ob\iously  know  a  great  deal  more  about  this  than  I  do — 
limit  the  number  of  funded  first  year  residency  positions  to  110 
percent,  limit  the  DME.  INIE  pays  for  the  first  3  years  of  resi- 
dency— it  seems  to  me  that  we  are  tr>'ing  to  simplify-,  we  are  trying 
to  go  back  to  the  things  which  originally  prompted  the  Medicare 
system. 

And  to  sort  of  superimpose  things  like  that.  I  wonder  whether  it 
is  repUcating  what  the  private  system  is  doing  or  is  going  far  be- 
yond that.  So  that  is  number  one. 

The  other  thing  is  why  is  it  important — and  I  think  I  know  why, 
but  maybe  you  could  explain  a  little  better — to  focus  on  primary- 
care?  \Vhy  is  that  sort  of  the  quintessential  point  to  bring  this 
whole  thing  back  into  perspective'!' 

Maybe  you  could  discuss  those  two  issues? 

Dr.  Henley.  I  would  be  happy  to,  sir. 

Again,  we  believe  ver>-  strongly  that  a  system  that  has  a  proper 
infrastructure  of  primary-  care  5er\ices.  those  serv-ices  provided  by 
family  physicians,  general  internists,  and  general  pediatricians  is 
critical  to  the  access  problems  and  the  cost  problem.s  of  the  Medi- 
care Program. 

We,  again,  have,  as  I  alluded  to  earlier,  we  have  presented  pre- 
vious testimony  to  this  Subcommittee  that  recites  the  appropriate 
scientific  Uterature  that  does,  indeed,  show  that  when  patients  ac- 
cess the  system  through  a  primary-  care  physician  as  their  first 
point  of  contact  that  their  outcomes  do  not  change  and,  yet,  the 
cost  of  care  goes  dov,-n. 

And  we  feel  that  those  studies  are  valid,  are  reasonable  and  ones 
that  you  should  take  into  consideration  as  you  reform  the  Medicare 
Program. 
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That  dovetails  into  the  whole  issue  of  the  work  force  reform 
issue.  Now,  I  would  be  the  first  to  agree  with  you  that  while  the 
market  is  evolving  in  terms  of  how  health  insurance  is  provided. 
That  same  market  is  taking  advantage  of  the  graduate  medical 
education  system  and  its  funding,  which  is  primarily  through  Medi- 
care now. 

It  is  interesting  to  me  that  that  private  market  has  not  been 
more  forceful,  quite  frankly,  in  demanding  the  types  of  physicians 
that  it  needs  more  of,  that  being  family  doctors  and  other  primary 
care  physicians. 

We  see,  and  have  felt  for  many  years,  that  that  market  is  not 
going  to  evolve,  even  though  the  demand  is  there,  the  medical  edu- 
cation system  in  this  country  with  the  long  road  that  it  has  from 
start  to  finish  is  not  going  to  evolve  rapidly  enough  unless  some 
force  is  created  to  direct  that  direction.  That  it  is  not  going  to  occur 
according  to  market  demands. 

We  believe  there  should  be  a  public/private  entity  that  directs 
the  course  of  work  force  reform  in  this  country.  And  the  short-term 
measures  that  we  have  alluded  to  in  our  statement,  such  as  the 
110-percent  cap  on  graduates  of  U.S.  medical  schools,  is  a  big  step 
in  that  direction,  along  with  other  necessary  GME  work  force  is- 
sues in  order  to  achieve  an  appropriate  specialty  mix  of  primary 
care  physicians  and  subspecialists. 

Dr.  Henley.  I  understand  that  and  I  appreciate  that.  And  that 
is  the  simple  and  maybe  the  right  way  of  doing  it.  Thou  shalt,  that 
is  it,  no  question. 

That  is  not  how  the  private  system  works.  The  private  system 
works  through  a  competitive  process  which  creates  incentives.  It  is 
not  a  directive  that  you  will  have  110  percent  of  the  number  in 
1994  U.S.  medical  school  graduates  in  residency.  It  is  different. 

Now,  maybe  we  should  chop  up  Medicare  into  three  or  four  com- 
peting units  in  order  to  get  the  incentive  into  the  system.  The  thing 
that  I  worry  about  is  that  we  can  freeze  in  some  sort  of  a  dictum, 
a  papal  bull  that  says  thou  shalt  do  such  and  such  a  thing.  And, 
yet,  at  the  same  time,  it  is  frozen  and  cannot  be  changed  and  ma- 
neuvered and  be  progressive  the  way  the  private  system  is.  That 
is  what  I  worry  about  with  some  of  these  dictums  that  you  have 
in  your  five  points. 

Dr.  Henley.  Well,  I  would  assert,  sir,  that  the  goals  that  we 
have  in  there  are  not  absolute  dictums.  We  certainly  favor  an 
evolving  system  and  one  that  is  clearly  updated  on  a  periodic  basis 
to  meet  the  needs  of  the  physician  work  force  in  this  country.  But 
there  is  a  disconnect  between  the  graduate  medical  education  sys- 
tem in  this  country  and  the  demand  in  the  market.  And  we  would 
simply  assert  that  to  the  extent  that  Federal  dollars  are  spent  on 
graduate  medical  education,  it  seems  only  appropriate  that  those 
funds  be  spent  based  upon  the  needs  of  the  country. 

And  now  if,  in  fact,  the  private  market  needs  1,000  more  cardi- 
ologists in  the  future,  by  whatever  method  that  they  wish  that  to 
be  determined,  then  let  them  pay  for  it.  But,  to  the  extent  that 
Federal  dollars  are  used  in  the  system  and  agreement  is  reached 
by  a  public/private  entity  that  we  need  a  certain  mix  of  generalists 
to  subspecialists,  then  let  the  Federal  dollars  flow  to  achieve  that 
goal. 
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Dr.  Hexlzy.  Well.  I  have  overstayed  my  time. 
Thank  you.  Mr.  Chairman. 

Mr.  Ensign.  The  gentleman  from  California,  Mr.  Stark. 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  apologize  to  the  panel  as  we  were  off  celebrating  the  30th  birth- 
day of  Medicare  and  we  hope  it        not  be  the  last  one. 

And  I  just  had  a  chance  to  kind  of  catch  up  on  your  testimony. 
Dr.  Henley,  I  did  not  catch  in  here  any  discussion  of  the  proposed 
cuts.  Do  you  suppose  that  your  practice  could  sur\ave  and  continue 
to  provide  the  same  level  of  care  to  Medicare  beneficiaries  if  you 
had  approximately  a  2 5 -percent  reduction  in  the  amount  that  Med- 
icare pays*^ 

Dr.  Hentey.  If  that  was  the  end  result  of  the  process,  Mr.  Stark, 
I  do  not  think  so.  However  

Mr.  ST-\RK.  That  is  the  intended — ^those  are  the  cuts  that  the  Re- 
publicans are  putting  forth,  that  is  what  the  S270  billion  in  cuts 
would  mean,  assuming,  for  a  moment,  that  they  are  spread  equally. 

Now.  I  know  that  you  would  rather  see  hospitals  cut,  and  the 
hospitals  would  rather  see  the  doctors  cut,  but  let  us  assume  that 
we  just  do  it  across  the  board.  WTiat  would  happen,  would  you  be 
able  to  maintain  the  level  of  treatment  that  you  now  provide  to 
Medicare  beneficiaries  with  receiving  25  percent  less? 

Dr.  Hentey.  Well,  again,  let  me  answer  it  this  way.  Under  the 
proposals  that  I  have  seen  before  this  Congress  now^.  Medicare  ex- 
penditures will  continue  to  increase  at  a  rate  of  7  or  8  percent  per 
year. 

Mr.  Stark.  Yes,  but  it  will  still  be  25  percent  less  than  they  were 
going  to  be  going  up. 

Dr.  Hentey.  Yes.  I  understand  that,  yes,  sir,  but  if  the  Medicare 
beneficiaries  are  offered  greater  choice,  and  they  use  their  defined 
contribution  to  purchase  different  insurance  options  

Mr.  St.ark.  I  guess  I  am^  asking  you — you  practice  medicine  now, 
do  you  not? 

Dr.  Henley.  Yes,  sir. 

Mr.  St.ark.  OK.  I  guess  I  am  just  asking  you.  relative  to  your 
practice,  not  the  rest  of  the  world — where  do  you  practice.  Doctor? 

Dr.  Hen*ley.  In  Fayetteville,  North  Carolina,  southeastern  North 
Carolina. 

Mr.  Stark.  All  right,  could  you,  in  Fayetteville,  provide  in  your 
own  practice,  it  is  a  group  practice? 
Dr.  Henley.  Yes,  sir. 

Mr.  St.-\rk.  ok.  Could  you  provide,  with  25  percent  less  revenue, 
the  same  level  of  care  to  your  patients  who  are  Medicare  bene- 
ficiaries'i' 

Dr.  Hentey.  If  all  those  savings  came  from  my  payment  rates, 
no,  sir. 

Mr.  Stark.  That  is  what  I  thought. 

Now,  another  question,  just  to  give  me  an  idea,  What  does  an 
MRI  head  scan  cost  in  Fayette\ille? 
Dr.  Hentey.  MRI  is  probably  about  $1,500. 
Mr.  St.ark.  Angioplasty? 

Dr.  Henley.  I  would  not  tr>'  to  guess  on  that  one. 

Mr.  Stark.  And  arthroscopy,  the  thing  they  do  to  my  knee? 

Dr.  Henley.  Probably  in  the  range  of  about  S500  to '$600. 


448 


Mr.  Stark.  Now,  you  talked  in  here  about  the  idea  of  cost  shar- 
ing would  instill  a  degree  of  sensitivity — I  presume  you  mean  in 
the  patients. 

Dr.  Henley.  Yes,  sir. 

Mr.  Stark.  Well,  if  you  do  not  know  what  an  angioplasty  costs, 
how  do  you  expect  my  mother  to  have  the  remotest  idea?  I  do  not 
even  know  what  it  is.  I  just  had  to  ask  some  things  that  somebody 
said  you  did  not  do  in  your  office.  Because  my  contention  is  that 
most  doctors  do  not  know  the  cost  of  services  to  which  they  refer 
patients  with  any  degree  of  accuracy.  But  if  you  tell  me  to  go,  I  will 
go.  I  am  an  obedient  patient.  And  hope  to  hell  I  pass  the  test.  Most 
of  your  patients,  I  will  bet  you,  do  not  question.  Do  I  need  that 
test?  Do  they  really.  You  tell  them  to  take  the  test  and  they  go, 
do  they  not? 

Dr.  Henley.  That  is  usually  true. 

Mr.  Stark.  OK.  Now,  I  do  not  think  that  they  are  going  to  make 
any  change,  maybe  you  do.  Do  you  think  if  they  had  to  pay  25  per- 
cent instead  of  20  percent  that  they  would  stop  and  question  your 
judgment  and  do  you  want  them  to? 

Dr.  Henley.  I  think  there  is  the  potential  there  just  for  that.  Be- 
cause again,  under  a  reform  system,  where  cost  sensitivity  is  intro- 
duced I  do  believe  that  both  physicians  and  patients  will  begin  to 
be  more  critical  about  where  they  receive  their  services  and  at 
what  cost. 

I  know  under  some  of  the  managed  care  plans  that  I  operate 
under  now  where  I  am  an  advocate  on  behalf  of  my  patients,  I  do,  i 
in  fact,  look  for  quality  at  the  lowest  cost  and  that  is  achievable. 

Mr.  Stark.  In  every  area  except  angioplasty. 

Dr.  Henley.  That  is  not  true. 

Mr.  Stark.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Mr.  Ensign.  The  gentleman  from  Nebraska. 

Mr.  Christensen.  Thank  you,  Mr.  Chairman.  | 
Dr.  Henley,  thank  you  for  your  testimony.  And  I  would  agree  ! 
when  you  raise  Medicare  spending  from  $4,800  per  Medicare  recipi- 
ent to  $6,700  per  Medicare  recipient  in  the  year  2002,  that  is  an 
increase. 

And  so,  yes,  we  are  going  to  be  increasing  it  6  to  7  percent  a 
year,  but  not  increasing  it  at  10  percent,  which  currently  is  causing 
the  whole  system  to  go  bankrupt  according  to  the  trustees. 

I  wanted  to  ask  your  opinion.  Dr.  Henley,  as  well  as  Dr.  Gee  and 
Dr.  Levin  about  the  use  of  the  Agency  for  Health  Care  Policy  and 
Research  and  some  of  the  testimony  that  was  elicited  from  Ms. 
Jaggar  in  the  first  panel. 

Do  you  use  the  Agency  for  Health  Care  Policy  and  Research's 
guidelines  and  their  literature  and  their  information  on  a  regular 
basis  and/or  do  most  primary  care  physicians  or  other  physicians 
use  their  research  and  their  writings  and  their  guidelines  on  a  reg- 
ular basis  or  even  a  some-time  basis? 

Dr.  Henley.  Well,  if  I  may  go  first,  sir,  as  a  practicing  family 
doctor  in  rural  North  Carolina,  I  find  that  the  Agency  for  Health 
Care  Policy  and  Research  and  their  guidelines  are  extremely  bene- 
ficial to  my  every  day  conduct  of  health  care  for  my  patients. 
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Their  method  of  guideUne  development  and  their  Center  for  Pri- 
mary Care  Research  offer  to  me,  as  a  practicing  cHnician,  the  best 
method  that  I  know  of  in  order  to  help  chart  the  course  of  care  for 
my  patients. 

You  spoke  earlier  of  the  guideline  on  congestive  heart  failure. 

I  They  came  out  with  a  recent  guideline  regarding  the  treatment  and 
'  diagnosis  of  low-back  pain.  And  I  would  assert  that  those  guide- 
lines are  in  use  by  primary  care  physicians,  family  doctors,  in  par- 
ticular. I  certainly  use  them  every  day  and  they  are  effectively 
helping  me  transition  from  the  diagnosis  of  an  important  disease, 
but  also  better  treatment  and  better  outcomes  at  lower  cost  for 
those  same  conditions. 

Mr.  Christensen.  Prior  to  1989,  this  agency  did  not  even  exist. 
Is  its  function  one  that  the  private  sector  can  do?  I  would  like  to 
hear  Dr.  G^e's  and  Dr.  Levin's  testimony  as  well  on  my  time. 
.  Dr.  Gee.  Yes,  Mr.  Christensen.  The  American  Urological  Associa- 
I'  tion  developed  guidelines  on  the  treatment  of  benign  prostatic  hy- 
pertrophy or  the  problem  that  older  men  have  with  urination  and 
a  committee  of  urologists  developed  these  guidelines  and  then  with 
that  governmental  agency,  published  them  together,  although  the 
bulk  of  the  work  was  done  by  the  urologists  and  the  agency  acted 
more  in  an  editorial  capacity. 

We  employed  the  Gallup  organization  to  survey  urologists,  just 
this  past  September,  to  see  how  they  were  complying,  if  that  is  the 
right  word,  with  the  guidelines,  and  we  found  out  that  they  have 
had  an  impact  in  how  urologists  treat  benign  prostatic  hyper- 
trophy. In  particular  the  amount  of  surgery  has  decreased  as  there 
are  some  drugs  available  for  treating  this  problem  and  use  of  these 
drugs  has  increased. 

So  I  think  the  guidelines  in  our  specialty  have  had  an  impact, 

II  however,  our  guidelines  are  written  by  our  organization. 

Mr.  Christensen.  Thank  you. 
Dr.  Levin. 

Dr.  Levin.  Specialty  organizations  have  developed  guidelines  for 
colorectal  cancer  screening.  The  advantage  of  having  the  agency  re- 
view and  critically  evaluate  and  use  evidence-based  outcomes  re- 
I    search  is  that  they  are  regarded  as  an  impartial  and,  thereby,  criti- 
cal agency  for  evaluation  of  these  guidelines. 
So  I  think  they  will  be  useful.  In  my  own  particular  area  we  are 
I    looking  toward  the  publication  this  year  of  the  agency's  guidelines 
'    for  screening  for  colorectal  cancer. 

Mr.  Christensen.  Prior  to  1989,  how  did  you  get  along? 
Dr.  Levin.  Various  organizations  have  promulgated  their  own 
gTiidelines,  including  the  American  Cancer  Society  and  the  Na- 
tional Cancer  Institute.  What  this  provides  is  a  more  indepth  look 
at  the  value  of  those  guidelines.  Certainly  they  exist.  This  adds 
substantiation  and  discusses  in  great  depth  whether  the  evidence 
really  exists  and  we  are  looking  forward  to  their  publication. 
So  my  view  would  be  that  they  do  provide  value. 
,      Mr.  Christensen.  I  think  they  do  provide  a  valuable  service  but 
we  spend  $160  to  $180  million  for  that  value.  When  we  are  tighten- 
ing the  belt  all  the  way  around  and  we  are  facing  a  $5  trillion  debt, 
'   there  are  some  things  that  we  have  to  look  at  to  see  if  it  is  really 
worth  the  $170  to  $180  million.  And  seeing  if  that  role  could  be  ful- 
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filled  in  the  private  sector,  the  medical  schools,  or  in  the  other  like 
organizations  that  are  putting  out  those  guidelines. 

So  I  thank  you  for  your  testimony. 

Thank  you,  Mr.  Chairman. 

Mr.  Ensign.  Thank  you. 

I  just  have  a  couple  of  questions  for  the  panel.  Dr.  Henley,  you 
brought  something  up  in  response  to  Mr.  Stark's  testimony  where 
you  become  an  advocate  for  the  patient.  And  his  question  was.  Be- 
cause you  did  not  know  the  cost  of  a  couple  of  procedures  in  your 
area,  how  will  the  average  citizen  know  those  costs? 

As  a  practicing  veterinarian,  we  have  specialties  and  subspecial- 
ists  in  our  field  of  medicine,  as  well.  And  I  had  to  be  the  advocate 
for  that  person.  As  a  matter  of  fact,  we  would  have  surgeons  come 
to  town.  We  had  a  couple  of  different  surgeons.  They  are  not  really 
common  in  veterinary  medicine  and  they  would  come  from  south- 
ern California  to  Las  Vegas.  And  for  a  particular  procedure  I  knew 
the  quality  of  each  person's  work  and  I  also  knew  the  prices.  I  had 
to  know  the  prices  because  I  had  to  go  back  and  point  out  to  the 
person  that  was  paying  the  bill. 

I  think  that  was  the  whole  point  of  the  exchange  that  the  two 
of  you  had  is  that  a  lot  of  the  reasons  that  we  do  not  know  is  that 
there  is  no  reason  for  anybody  to  know  what  something  costs.  It 
is  this  whole  third-party  payer  mentality  that  we  have  that  there 
is  no  accountability,  therefore,  I  will  just  go  wherever  the  doctor 
tells  me.  The  doctor  does  not  really  care  because  it  is  not  coming 
out  of  that  person's  pocket,  it  is  coming  out  of  an  insurance  compa- 
n^s  pocket  or  an  HMO's  pocket.  And  so  that  is  where  some  of  the 
market  forces  need  to  come  into  the  medical  field  so  that  when 
your  patient  cannot,  you,  as  a  primary  care  physician  can  become 
the  patient's  advocate  and  get  out  there  in  the  marketplace  and 
help  them  shop  for  an  MRI. 

Las  Vegas  is  a  good  example  of  that.  An  MRI  in  Las  Vegas  can 
go  for  as  little  as  $325  or  as  much  as  $1,800.  And  if  you  do  not 
have  somebody  to  tell  you  why  to  go  get  this  MRI  over  here  or  why 
that  MRI  over  there  and  if  you  are  not  paying  for  it  yourself,  your 
doctor  has  no  interest  in  doing  that  as  well. 

So  I  think  that  what  you  pointed  out  to  me  was  very  telling  and 
one  of  the  biggest  problems  we  have  in  our  whole  medical  system. 
Your  comments. 

Dr.  Henley.  Well,  I  would  agree  entirely,  sir.  Again,  I  would 
point  back  to  some  personal  experiences  I  have  had  recently.  Up 
until  about  1989  I  did  obstetrics  in  my  practice  but  stopped  at  that 
point  in  time. 

But  now  I  refer  a  lot  of  my  pregnant  women  to  OB-GYN  physi- 
cians for  their  caire.  Many  of  those  women  now  have  25  percent 
copays  for  their  services  for  their  obstetrical  care.  I  have  got  16  dif- 
ferent OB-GYN  physicians  in  Fayetteville  that  I  can  refer  to,  all 
of  whom,  I  think,  do  excellent  obstetrical  care.  But  I  can  guarantee 
you  that  in  the  last  2  years  I  have  now  found  out  what  they  charge 
individually  for  that  total  global  OB  package  and  it  varies  greatly, 
despite  the  fact  that  the  quality  is  the  same. 

Aiid  my  patients  are  interested,  when  they  have  to  pay  that  25 
percent  of  an  jc  amount,  they  are  interested  in  what  that  amount 
is.  It  may  not  always  direct  their  care  to  the  less  expensive  physi- 
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cian  with  the  same  quality  but  clearly  they  begin  to  ask  the  ques- 
tions, and  I  do,  too. 

Mr.  Ensign.  Do  you  think  that  them  asking  the  questions,  the 
prices  that  doctors  would  charge  would  be  affected? 

Dr.  Henxey.  Indeed. 

Mr.  Ensign.  Market  forces,  interesting. 

Just  a  question  for  the  nurse  anesthetist  and  once  again,  there 
were  not  too  many  veterinarians  who  could  afford  to  hire  an  anes- 
thesiologist though.  We  became  our  owm  anesthetist  but  we  also 
used  what  were  called  animal  health  technicians  for  our  anes- 
thetist. So  I  have  great  respect  for  the  work  that  you  do  and  vour 
field. 

Can  you  provide  us  some  insight  into  the  rationale  that  the  cer- 
tified registered  nurse  anesthetist  must  be  supervised,  and  why 
has  the  Medicare  Program  adopted  such  a  policy? 

Mr.  Plitt.  I  cannot  tell  you  exactly  when  that  went  into  effect 
but  the  reason  we  are  coming  to  you  is  because  the  trend  is  clearly 
more  toward  the  elimination  of  supervision  requirements  in  the 
States.  So  we  find  that  while  practice  is  pretty  much  consistent 
across  the  country-,  the  State  statutes  vary  all  across  the  board. 

So  what  we  have  found  is  some  barriers  when  we  go  in  to  apply 
for  pri\dleges  or  apply  to  plans  for  care,  if  that  supervision  require- 
ment at  the  Federal  level  exists,  because  there  is  a  question  about 
how  the  Medicare  system  might  treat  those  hospitals  relative  to 
their  participation  in  the  Medicare  system.  So  we  look  at  it  more 
than  a  technical  glitch  that  we  would  like  to  see  cleaned  up  and 
really  get  to  the  point  of  bringing  the  regulations  in  hne  with  the 
law  at  the  current  State  level. 

Mr.  Ensign.  I  would  like  to  thank  the  panel. 

Mr.  Stark.  Could  I  have  a  second  round,  just  1  minute,  Mr. 
Chairman?  Because  I  have  a  hunch  that  what  Dr.  Henley  and  I 
were  talking  about  perhaps  was  somewhat  misinterpreted.  It  has 
often  been  suggested  that  an  increase  in  copa^ments  will  reduce 
utilization.  Now,  I  do  not  suppose  Dr.  Henley  or  anybody  else  on 
the  panel  would  suggest  that  the  OB  services  would  not  be  used. 
They  might  to  go  midwifery  but  I  am  suggesting  that  whether  or 
not  the  copayment  is  20  percent  or  25  percent  is  not  going  to 
change  a  mother's  or  prospective  mother's  mind  as  to  whether  to 
have  that  service  or  not.  Indeed  they  may  shop. 

But  on  the  other  hand,  most  insurance  companies,  including 
Medicare,  pay  a  maximum  fee  which  generally  is  the  accepted  fee. 
And  my  real  question  is,  Will  people  reduce,  will  they  not  get  a  test 
because  suddenly  it  is  25  percent  rather  than  20?  And  I  happen  to 
think  not.  And  I  would  think  that  all  of  you  physicians  on  the 
panel  would  not  stop  requiring  a  test  just  because  there  is  going 
to  be  a  percentage  change  in  the  copays. 

There  is  some  feeling,  which  I  disagree  with,  and  I  would  be  curi- 
ous as  to  whether  Dr.  Henley  agrees,  that  increasing  the  copay- 
ments  stops  utilization.  It  may  increase  a  little  shopping,  but  do 
you  think,  doctor,  really  that  it — it  is  going  to  take  more  money  out 
of  people's  pockets,  but  I  have  a  hunch  they  are  going  to  find  it. 

Do  you  really  think  that  people  will  not  take  the  test  that  you 
ask  them?  Set  OB  aside,  because  that  is  something  that  you  usu- 
ally do  not  have  a  patient's  choice  on. 
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But  that  extra  copayment  will  stop  people  from  getting  needed 
treatment  or  do  you  want  them  to? 

Dr.  Henley.  Well,  we  certainly  do  not  advocate  people  not  get- 
ting the  care  that  they  need.  I  guess  my  concern,  Congressman, 
would  be  that  in  today's  environment  where  there  is  this  third- 
party  entity,  the  health  insurance  market,  be  it  Medicare  or  what- 
ever, that  pays  this  huge  bill  for  health  care  services,  there  is  a  dis- 
connect between  what  the  cost  is  and  what  the  necessity  is. 

And  I  encounter  patients  every  day  where,  be  it  prescription 
drugs  that  may  be  covered  by  their  plan,  be  it  certain  ancillary 
tests  that  they  need,  they  feel  that  they  need  that  test  often  be- 
cause of  what  they  have  heard  from  their  friends  and  their  neigh- 
bors and  so  forth.  For  example,  the  young  child  who  gets  a  head 
injury  out  on  the  football  field  in  practice.  I  evaluate  that  young 
man  and  determine  that,  no,  he  does  not  need  a  head  CAT  scan. 

But  the  parents  come  to  me  and  say,  well,  he  was  not  quite 
knocked  out.  Dr.  Henley,  but  let  us  get  one  an3rsvay  because  the 
health  insurance  plan  is  going  to  pay  for  it. 

And  it  is  not  necessary  and  then  that  puts  me  into  a  situation, 
automatically,  where  I  become  not  an  advocate  for  them,  to  some 
extent.  Well,  if  there  is  a  difference  in  the  way  that  the  system 
pays  for  those  services  where  they  do,  in  fact,  have  perhaps  a  high- 
er cost  sensitivity  to  the  issue,  then  maybe  that  can  make  that  dia- 
log between  me  and  my  patient  a  bit  more  healthy  and  productive. 

Mr.  Stark.  I  do  not  know.  Doctor.  I  can  only  speak  as  a  patient. 
This  happened  once  to  my  son.  He  fell  off  a  horse  but  we  did  not 
have  CAT  scans  in  those  days. 

The  question  is,  if  I  knew  I  had  to  pay  20  percent  I  probably 
would  have  gone  ahead  anyway.  Would  I  not  have  done  it  if  it  was 
25  percent?  And  I  do  not  think  that,  if  you  are  concerned,  if  you 
are  going  to  pick  it  up.  Now,  if  you  are  saying  let  us  go  from  free 
to  20  percent,  as  some  people  are  advocating  for  say,  lab  services, 
this  may  very  well  stop  that  utilization. 

But  in  my  mind,  I  say.  But  will  it  stop  it  when  it  ought  not  to 
be  stopped?  Will  it  stop  the  blood  test  that  they  ought  to  have  be- 
cause they  have  got  to  pay  $5  out  of  the  $20?  And  that  is  a  fine 
call.  And  I  do  not  think  that  you  want  to  be  part,  I  do  not,  of  deter- 
ring people  from  getting  necessary — and  I  cannot  determine  that — 
that  is  what  I  have,  I  trust  my  physician  to  tell  me  that,  and  I 
imagine  your  patients  do,  too. 

And  you  get  this  extra  5  percent  one  way  or  the  other  in  there 
and  I  think  you  mess  up  the  relationship  that  I  have  been  com- 
fortable with,  doing  what  the  doctor  tells  me  to  do. 

Dr.  Henley.  Well,  again,  I  think  that  there  is  a  difference  be- 
tween 20  and  25  percent  but  it  is  also  what  is  the  20  and  25  per- 
cent of  what  total  amount?  And  again  that  is  where  some  of  the 
degree  of  sensitivity  needs  to  be.  That  same  MRI  scan  that  I  men- 
tioned that  averages  $1,600  or  $1,500  in  Favetteville  varies  any- 
where from  one  institution  from  $1,200  to  $1,800.  Why  is  there 
that  $600  difference? 

Mr.  Stark.  When  it  only  costs  $800  in  California  and  they  are 
making  a  fat  profit  at  that.  You  and  I  are  in  the  wrong  business, 
Doctor. 
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Dr.  Henley.  But  you  have  got  a  good  market  in  southern  Califor- 
nia as  well. 

Mr.  Stark.  Dr.  Gee,  I  just  wanted  to  say  to  you,  too,  did  you 
come  up  with  that  standard  that  my  urologist  told  me  to  never  get 
more  than  200  yards  away  from  a  urinal?  Is  that  one  of  the  proce- 
dures that- — 

Dr.  Gee.  That  is  correct,  unless  you  are  wearing  a  Depends. 

I  would  just  like  to  very  briefly  comment  on  what  Dr.  Henley 
said.  I  think  he  brought  out  an  important  point.  There  is  a  dif- 
ference between  what  the  doctor  recommends  sometimes  and  what 
the  patient  wants.  And  if  the  doctor  thinks  the  patient  needs  a 
CAT  scan  of  the  head  then  they  will  get  it. 

But  in  his  example,  it  is  like  with  prostate  cancer.  We  know  in 
our  guidelines  that  men  with  early  prostate  cancer  if  they  are 
being  evaluated  for  treatment,  surgery,  or  radiation  do  not  need  a 
bone  scan.  We  did  not  know  that  10  years  ago.  We  got  bone  scans 
on  everybody  and  many  of  these  are  Medicare  patients.  Now,  we 
tell  the  patient  you  do  not  need  a  bone  scan  because  we  know  that 
one  1  out  of  400  might  be  positive.  And  that  is  a  test  that  costs 
anywhere  from  $200  to  $800. 

But  the  patient  wants  the  bone  scan,  so  we  say,  all  right,  you 
want  the  bone  scan.  We  order  it  because  Medicare  is  paying  for  it. 
On  the  other  hand,  if  I  say,  you  need  a  bone  scan  because  your 
PSA  is  30  and  we  are  trying  to  decide  whether  your  cancer  has 
spread,  then  I  will  push  to  do  it. 

I  think  this  might  cut  down  some  on  tests  the  patient  sort  of  re- 
quests but  are  in  that  gray  area. 

Mr.  Stark.  Thank  you. 

Mr.  Ensign.  The  gentleman  from  Louisiana  has  a  question. 

Mr.  McCrery.  Yes.  Just  a  quick  question  to  the  panel.  I  think 
it  is  brokered  in  the  context  of  patient/doctor  relationship  and  tak- 
ing the  advice  of  the  doctor  and  the  doctor  being  forthright  in  dis- 
cussing the  benefits  of  certain  tests  and  the  utility  of  certain  tests. 

There  may  be  judgment  involved  in  some  of  these  decisions  and 
the  doctor  may  want  to  discuss  the  options  with  the  patient  and 
let  the  patient  have  the  ultimate  decision  but  my  question  is,  be- 
fore we  move  more  in  that  direction,  do  we  need  medical  mal- 
practice reform? 

Dr.  Henley.  Well,  I  will  jump  in  on  that  one.  Yes,  sir,  we  do.  I 
think,  again,  the  medical  liability  system  that  we  have  in  this 
country  now,  I  do  not  think  serves  providers  or  patients  very  well 
at  all.  I  think  it  clearly  interferes  with  our  interactions  with  our 
patients  on  some  occasions.  It  leads  to  higher  costs  of  medical  care. 
And  I  think  appropriate  liability  reform,  much  like  they  have  in 
California,  where  Congressman  Stark  is  from,  with  a  cap  on  non- 
economic  damages  and  elimination  of  collateral  sources  of  income 
and  figuring  those  into  the  equation,  and  so  forth,  would  be  ex- 
tremely valuable  not  only  to  the  physicians  but  to  our  patients. 
And  it  would  save  an  extremely  huge  amount  of  money  for  this 
country. 

Mr.  McCrery.  Anybody  disagree  with  that? 

[No  response.] 

Mr.  McCrery.  Thank  you. 
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Mr.  Ensign.  That  last  question  also  came  from  an  attorney  so  we 
respect  that  question. 

Thank  you  very  much,  panel,  for  your  excellent  testimony.  We 
would  like  to  call  the  next  panel  up. 

Bert  Hood,  chairman  of  the  board  and  president  and  chief  execu- 
tive officer  of  LabOne;  Alvin  Salton,  president  and  director  of  Com- 
munity Medical  Laboratories  for  American  Associations  of  Bio- 
analysts;  Richard  Rapp,  senior  vice  president,  Apria  Healthcare,  on 
behalf  of  Home  Oxygen  Services  Coalition;  and  James  Liken,  mem- 
ber, board  of  directors,  National  Association  for  Medical  Equipment 
Services. 

Each  of  you  will  be  given  5  minutes.  When  the  amber  light  comes 
on  you  have  about  1  minute  to  go.  And,  without  objection,  your  full 
statements  will  be  included  in  the  record. 

Mr.  Hood,  would  you  like  to  begin? 

STATEMENT  OF  BERT  HOOD,  PRESIDENT  AND  CHIEF 
EXECUTIVE  OFFICER,  LABONE,  INC.,  LENEXA,  KANSAS 

Mr.  Hood.  Mr.  Chairman,  I  am  Bert  Hood,  chairman,  president, 
and  chief  executive  officer  of  LabOne,  Inc.  I  appreciate  the  Sub- 
committee giving  us  the  opportunity  to  testify  today. 

Further,  I  applaud  the  efforts  of  this  Congress  to  reform  the 
Medicare  Program.  By  encouraging  patient  choice  and  using  the 
forces  of  the  competitive  free  market,  you  have  embarked  on  a 
process  that  can  bring  health  care  costs  under  control,  a  process 
that  will  have  our  full  support. 

Mr.  Chairman,  this  Subcommittee  is  faced  with  several  daunting 
challenges.  You  are  charged  with  continuing  to  assure  the  highest 
quality  outcomes  for  American  citizens  in  health  care  services  and, 
at  the  same  time,  extracting  substantial  savings  from  the  Medicare 
system  whose  trustees'  project  will  go  broke  in  the  very  near  fu- 
ture. 

I  believe  the  clinical  laboratory  industry  can  assist  you  in  reach- 
ing these  goals  and  perhaps  in  ways  that  you  might  not  expect. 

My  testimony  today  will  highlight  two  initiatives  that  I  know 
will  infuse  new  competition  in  the  laboratory  industry  and  intro- 
duce the  capacity  for  patient  choice  that  will  have  dramatic  long- 
term  benefits  for  cost  reduction. 

First,  we  would  suggest  that  the  Congress  immediately  under- 
take a  reduction  in  the  Medicare  clinical  laboratory  fee  schedule 
from  its  present  80  percent  of  median  charges  to  65  percent  of  the 
median  charges  over  the  next  3  years  with  no  adverse  effects  on 
the  industry  or  our  ability  to  deliver  quality  services. 

Coupled  with  a  3-year  extension  of  our  current  policy  of  freezing 
the  ME  I  updates  for  laboratory  services,  the  Subcommittee  will 
achieve  savings  in  excess  of  $7  billion  over  7  years. 

Second,  we  propose  a  programmatic  change  which  will  have  a 
long-term  effect  of  promoting  beneficiary  choice.  By  introducing 
mandatory  direct  billing  for  private  payers,  as  is  now  required  in 
Medicare,  Congress  can  set  the  laboratory  industry  and  our  con- 
sumers on  a  trend  toward  patient  choice  and  free  market  competi- 
tion that  will  pay  enormous  dividends  and  reduce  cost. 

Our  vision  at  LabOne  is  to  encourage  patient  choice  and  drive 
down  artificially  high  prices  in  health  care.  We  charge  one  fee  to 
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all  payers,  which  amounts  to  a  charge  level  approximately  60  per- 
cent below  commercial  rates  and  30  percent  below  the  Medicare  fee 
schedule. 

Any  discussion  of  Medicare  fee  schedule  requires  an  understand- 
ing of  how  Medicare  encourages  perverse  market  incentives  and 
acts  as  an  effective  barrier  against  change.  Prior  to  1985,  labora- 
tory tests  were  sold  at  discounted  wholesale  prices  to  doctors  who, 
in  turn,  marked  up  the  price  of  the  test  to  the  patient  who  submit- 
ted a  claim  to  an  insurance  company,  self-insured  employer,  or  to 
the  Medicare  carrier.  When  health  care  costs  inflated  astronomi- 
cally in  the  early  eighties,  the  government  enacted  legislation  pro- 
hibiting physicians  from  billing  Medicare  and  made  it  mandatory 
for  laboratories  to  directly  submit  bills  to  Medicare  carriers. 

Medicare  realized  immediate  savings  from  these  new  clinical  lab- 
oratory fee  schedules  and  the  laboratory  industry  witnessed  wind- 
fall revenues  as  it  replaced  discounted,  wholesale  prices  to  doctors 
with  much  higher  direct  payments  from  Medicare.  At  that  point 
the  name  of  the  game  was  to  "get  Medicare  business  and  get  all 
you  can."  In  1991  the  GAO  studied  Medicare  reimbursement  for 
clinical  laboratories  and  identified  the  practice  of  using  Medicare  to 
offset  deep  discounts  to  physicians.  The  GAO  recommended  that 
the  fee  schedule  be  reduced  further  to  eliminate  the  cost  shift  to 
Medicare.  The  rate  is  now  set  to  go  to  76  percent  of  the  median 
in  1996. 

Nevertheless,  the  GAO  prophecy  continues.  The  market  remains 
a  patchwork  of  discounting,  markups,  and  multilayered  fee  sched- 
ules that  defy  the  most  skilled  practitioner,  much  less  the  layman, 
to  determine  the  true  cost  of  laboratory  testing.  Accordingly, 
LabOne  suggests  that  the  Medicare  payment  for  outpatient  clinical 
laboratory  services  be  reduced  from  its  present  80  percent  in  1995 
to  65  percent  of  the  median  charges  over  the  next  3-year  period, 
coupled  with  the  MEI  freeze  update.  Such  reductions  will  allow 
rates  to  more  accurately  reflect  market  price  costs  and  will  foster 
competition  in  the  industry. 

The  Congress  is  considering  major  changes  in  the  Medicare  Pro- 
gram to  reflect  market  developments  and  to  expand  patient  choice. 
We  applaud  this  common  sense  approach  and  have  adopted  a  simi- 
lar principle  in  the  design  of  our  laboratory  testing  benefit  plan. 

Finally,  Mr.  Chairman,  Congress  should  address  the  direct  bill- 
ing for  private  laboratory  services.  Already  a  success  in  Medicare, 
direct  billing  is  endorsed  by  the  entire  industry  and  its  principles 
are  contained  in  H.R.  1461,  the  Direct  Billing  Act,  introduced  by 
Congressman  Fred  Upton  and  Sherrod  Brown.  It  is  important  to 
note,  however,  that  by  itself  direct  billing  is  not  a  panacea  for  the 
immediate  lowering  of  laboratory  prices.  As  a  matter  of  fact,  there 
will  be  a  windfall  as  some  entities  reap  all  or  portions  of  the  mark- 
ups now  gleaned  by  physicians. 

That  is  why  competitive  incentives  must  come  into  play.  Direct 
billing  coupled  with  reductions  in  the  Medicare  fee  schedules  to 
1  eliminate  the  reverse  cost  shift  will  bring  educated  payers  and  in- 
formed buyers  to  the  same  table  with  a  full  range  of  sellers  to  com- 
pete head  to  head  based  on  quality,  service,  and  price. 
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In  conclusion,  Mr.  Chairman,  let  me  be  clear  about  my  purpose 
in  responding  to  your  very  kind  invitation  to  come  to  the  Sub- 
committee. I  did  not  come  to  indict  the  laboratory  industry.  I  did 
come,  however,  to  shed  some  light  on  a  complex  set  of  policies  and 
pricing  practices,  some  directed  by  government,  some  archaic  rem- 
nants from  the  outdated  private  market,  which  result  in  companies 
being  trapped  in  a  gilded  cage  of  dependency  on  inflated  Medicare 
fee  schedules. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  BERT  HOOD 
LABONE,  INC. 

Mr.  Chairman.  I  am  Bert  Hood.  Chairman.  President  and  CEO  of  LabOne.  Inc. 
I  want  to  express  my  appreciation  to  you  and  the  Committee  for  giving  us  the 
opportunity  to  testify  today.  Let  me  say  at  the  outset  that  as  a  health  care 
service  provider,  a  tax  payer  and  as  one  with  a  parent  who  is  a  Medicare 
beneficiary,  that  I  applaud  the  efforts  of  this  Congress  to  reform  the  Medicare 
system.  By  encouraging  patient  choice  and  using  the  forces  of  a  competitive 
free  market  you  are  embarked  on  a  process  that  can  bring  health  care  costs 
under  control,  a  process  that  will  have  our  full  support. 

Mr.  Chairman,  this  Congress  and  this  Committee  is  faced  with  several 
datmtlng  challenges.  You  are  charged  with  continuing  to  assure  the  highest 
quality  outcomes  for  American  citizens  in  health  care  services  and  products 
and.  at  the  same  time,  extracting  substantial  savings  from  a  Medicare  system 
whose  trustees  project  will  go  broke  in  the  very  near  future. 

1  believe  the  clinical  laboratory  industry  can  assist  you  in  reaching  those  goals 

—  and  perhaps  in  ways  you  might  not  expect. 

My  brief  testimony  today  will  highlight  two  initiatives  which  I  know  will  infuse 
renewed  competition  In  the  laboratory  Industry  and  Introduce  a  capacity  for 
patient  choice  that  will  have  dramatic  long-term  benefits  for  cost  reduction. 

First,  we  would  suggest  that  the  Congress  can  Immediately  undertake  a 
reduction  in  the  Medicare  clinical  laboratory  fee  schedule,  fi-om  Its  present  80% 
of  median  charges  to  65%  of  median  charges  over  the  next  three  years,  with  no 
adverse  effects  on  the  industry  or  our  ability  to  deliver  quality  services.  Coupled 
with  a  similar  three  year  extension  of  the  current  ix)licy  of  freezing  Medical 
Ekionomic  Index  (MEI)  updates  on  laboratory  services,  the  Committee  will 
achieve  savings  in  excess  of  $7  billion  over  seven  years.  This  is  equivalent  to 
the  projected  savings  from  introducing  a  20%  co-insurance  on  laboratory 
services  for  beneficiaries  -  a  proposal  we  would  suggest  is  fraught  with  dangers, 
both  substantive  and  political,  and  one  we  would  urge  you  to  reject. 

Secondly,  we  propose  a  programmatic  change  which  will  have  a  long-term  effect 
of  promoting  beneficiaiy/payer  choice.  By  introducing  mandatory  direct  billing 

-  for  private  payers  as  is  now  required  in  Medlcsire  -  the  Congress  can  set  the 
laboratory  industry  and  our  consumers  on  an  inexorable  trend  toward  patient 
choice  and  firee  market  competition  that  will  pay  enormous  dividends  In 
reduced  costs.  It  is  my  understanding  that  several  members  have  developed 
such  a  proposal  in  HR  1461.  the  Direct  Billing  Act  of  1995  and  we  commend  It 
to  your  attention  and  review. 

Mr.  Chairman,  in  order  to  put  these  proposals  in  some  context,  I  believe  it  is 
Important  to  tell  you  a  little  about  LabOne  and  about  my  experience  and  views 
concerning  the  lab  industry. 

LabOne  is  located  In  Lenexa,  Kansas  (the  greater  Kansas  City  area).  The 
company  has  served  the  Insurance  industry  for  the  past  23  years.  We  are  the 
largest  risk  eissessment  laboratory  in  the  country.  In  January  of  1994.  LabOne 
expanded  its  test  menu,  entering  the  market  as  a  full  service  clinical 
laboratory.   LabOne  performs  clinical  laboratory  tests  for  12.000  persons  each 
day.  Throughout  our  history,  our  conmiltment  to  quality,  both  internally  and 
through  external  programs,  has  helped  us  achieve  our  hi^  standard  of 
excellence.  Accreditation  Includes  that  of  the  College  of  American 
Pathologists,  the  Health  Care  Financing  Administration's  Clinical  Laboratory 
Improvement  Act  certification,  the  Substance  Abuse  and  Mental  Health 
Services  Administration  (for  drugs-of-abuse).  and  a  number  of  private  sector 
peer  review  programs. 

The  laboratory  industry  has  evolved  In  the  past  twenty  years  firom  one  which 
primarily  consisted  of  locally  owned  private  laboratories  to  one  which  is  now 
dominated  by  national  corporate  laboratories.  I  have  witnessed  this  change 
while  serving  In  the  clinical  laboratory  Industry  since  1974  In  several 
management  capacities:  operations.  Information  systems,  marketing,  sales, 
and  ultimately  as  chief  executive  officer  of  a  large  clinical  laboratory  company. 
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Our  vision  at  LabOne  Ats  well  with  what  you  and  a  number  of  Members  In  the 
Congress  are  suggesting  in  reforming  the  Medicare  program  to  encourage 
patient  choice  and  foster  market  forces  to  drive  down  artificially  high  prices  in 
the  health  care.  LabOne  has  introduced  patient  choice  into  the  clHiic^ 
laboratory  m^icet  and  has  applied  innovations  in  technology  that  enable  us  to 
ofTer  high  quality  testing  services  at  low  prices.  We  charge  one  fee  to  all 
payers.  Mihich  amounts  to  a  charge  level  approximately  ^%  below  conmierclal 
rates  and  30%  below  that  of  the  Medicare  fee  schedule. 

LabOne's  experience  over  the  last  eighteen  months  has  convinced  us  that 
quality  lab  testing  is  and  can  continue  to  be  delivered  far  more  economically 
than  current  public  and  private  sector  market  prices  suggest.  We  believe  a 
close  review  of  the  entire  Industry's  billing  practices  would  show  that 
laboratories  can  provide  testing  at  a  fraction  of  what  it  is  presently  billing 
Medicare  and  most  other  private  payers. 

The  Lab  Industry  and  Medicare  Fee  Schedules 

Any  discussion  of  Medicare  fee  schedules  requires  a  brief  history  of  the 
economics  of  the  clinical  laboratory  industry.  In  so  doing,  we  will  better 
understand  how  the  Medicare  program  provides  perverse  market  incentives  in 
the  current  system  and  acts  as  an  effective  barrier  against  change. 

Prior  to  1985.  the  laboratory  industry's  only  source  of  revenue,  private  and 
public,  was  through  the  sale  of  laboratory  test  services  to  physicians  and 
hospitals.  Tests  were  sold  at  discounted  wholesale  prices  to  doctors  who  in 
turn  marked-up  the  price  of  the  test  to  the  patient  who  in  turn  submitted  a 
claim  to  an  Insurance  company,  self-insured  employer,  or  to  the  Medicare 
carrier. 

When  health  care  costs  inflated  s^tronomlcally  in  the  early  eighties,  payers, 
including  Medicare,  were  alarmed  at  the  rate  of  Increase  in  outla)rs.  With 
respect  to  laboratory  services,  the  government  responded  with  the  enactment  of 

tegislatlgp  to  prQhlt>it  physicians  from  dU'gctiy  bUimg  the  Medicare  program  for 

laboratory  testing  in  the  mid-ei^tles.  Clinical  laboratories  were  charged  with 
the  responsibility  of  directlv  submitting  bills  to  the  Medicare  carriers.  The 
Health  Care  Financing  Administration,  imder  statutory  direction,  began 
implementation  of  a  clinical  laboratory  fee  schedule  which  determined  what 
laboratories  would  be  paid  for  clinical  laboratory  services.  While  the  Medicare 
program  realized  some  Immediate  savings  from  the  elimination  of  phjrsician 
mark-ups  for  laboratory  tests,  the  laboratory  industry  witnessed  windfall 
revenues  as  it  replaced  discounted  wholesale  prices  to  doctors  with  much 
higher  direct  payments  from  Medicare.  The  clinical  laboratory  industry 
thou^t  it  had  died  and  gone  to  heaven  with  Medicare  as  its  most  lucrative 
payer. 

The  name  of  the  game  became,  "get  Medicare  business,  get  all  you  can." 
Clinical  laboratories  employed  two  business  strategies.  They  further 
discounted  charges  to  physicians  for  non-Medicare  patient  testing,  in  return 
for  a  physician's  Medicare  business.   Phjrsicians  increased  their  margins  from 
the  mark-up  on  testing  of  private  pay  patients,  while  laboratories  received  a 
steady  stream  of  revenue  from  Medicare  business.  Thus,  the  notion  that 
laboratories  could  subsidize  their  private  sector  business  with  the  higher-priced 
Medicare  business  took  root 

Additionally,  large  clinical  laboratories  aggressively  expanded  their  operations 
through  mergers  and  acquisitions  of  local  and  regional  laboratories.  Market 
penetration  was  increased  and  large  laboratories  expanded  their  access  to  more 
physician  practices  and  their  lucrative  Medicare  referrals. 

Past  Congresses  and  Administrations  began  to  grapple  with  the  growth  in  the 
Medicare  program  throu^  reduction  in  the  fee  caps  In  the  Medicare  clinical 
laboratory  fee  schedule.  In  1991.  the  Government  Accounting  Ofiice  (GAO) 
studied  Medicare  reimbursement  for  clinical  laboratories  and  identified  the 
laboratory  industry  practice  of  using  Medicare  to  offset  deep  discounts  to 
physicians  for  commercial  (non-Medlcare/Medicaid)  lab  work.  GAO 
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recommended  that  the  fee  schedule  be  reduced  further  to  eliminate  the  cost 
shift  to  Medicare.  The  Congress  did  act  but  not  as  aggressively  as  the  GAO 
recommended.  In  OBRA  93.  the  Congress  ratcheted  down  the  Medicare 
Clinical  Laboratory  Fee  Schedule  on  a  glide  path  as  follows:  88%  of  the 
median  in  1993.  84%  in  1994.  and  80%  in  1995.  The  rate  is  set  to  go  to  76%  of 
the  median  for  1996. 

Never-the-less  the  GAO  prophecy  continues,  the  market  remains  a  patchwork 
of  discounting,  mark-ups  and  multi-layered  fee  schedules  that  defy  the  most 
skilled  practitioner  much  less  the  layman  to  determine  the  true  cost  of 
laboratory  testing.  Cost  shifting  has  continued  unabated.  Medicare  remains  a 
highly  profitable  and  sought  after  source  of  revenue  for  laboratories.  To  reverse 
this  trend,  the  Medicare  Fee  Schedule  must  be  reduced  to  accurately  reflect 
maiieet  prices. 

LabOne  suggests  to  the  Congress  that  Medicare  payment  schedule  for 
outpatient  clinical  laboratory  services  be  reduced  about  18%.  from  its  present 
(1995)  level  of  80%  to  65%  of  median  charges  over  a  three  year  period.  Coupled 
with  a  freeze  in  the  CPI  update  for  those  same  years,  such  a  reduction  will  save 
about  $7.2  billion  over  several  years,  will  more  accurately  reflect  market 
prices/costs,  and  foster  competition  in  the  laboratory  industry. 

In  summary.  Medicare  payment  for  clinical  laboratory  services  will  more 
closely  reflect  the  trend  that  is  emerging  in  the  industry.  If  accomplished  at  the 
rate  we  suggest  the  playing  field  will  be  substantially  leveled,  the  drive  to 
secure  Medicare  business  will  be  on  par  with  that  of  non-Medicare  business, 
and  the  importance  of  the  middle  man  will  be  diminished  and.  coupled  with 
other  actions  we  suggest  a  healthy  future  for  America's  laboratory  industry, 
large  and  small  will  be  assured. 

We  understand  that  the  Congress  is  considering  major  changes  to  the  Medicare 
program  to  allow  for  its  continued  existence  well  into  the  next  century.  In 
order  to  keep  pace  with  the  evolution  of  the  private  sector  health  care  market, 
the  Medicare  program  will  have  to  reflect  market  developments.  One  option  is 
to  expand  patient  choice,  as  it  exists  today  for  the  non-Medicare  population. 
Possibilities  include  a  variety  of  managed  care  plans,  medical  IRAs.  self-insured 
options,  as  well  as  traditional  Medicare  fee-for-service. 

We  applaud  this  common  sense  approach  to  Medicare  and  health  care  in 
general.  Not  only  do  we  support  it  in  concept  but  we  have  adopted  the  very 
same  principle  in  the  desi^  of  our  laboratory  testing  benefit  plan. 

In  brief,  the  plan  works  likes  this.  LabOne  offers  health  insurers  and  self- 
insured  employers  significant  savings  on  the  cost  of  clinical  laboratory  testing. 
The  insured  employee /individual  is  given  a  Lab  Card  (TM)  which  is  similar  to 
the  pharmaceutical  card  that  is  currently  utilized  by  nearly  fifty  million 
Americans  to  purchase  prescription  drugs.  When  a  physician  orders  a 
laboratory  test  for  a  patient  who  Is  a  card  holder,  the  paUent  can  present  the 
card  to  the  physician  and  ask  to  be  referred  to  LabOne  or  choose  any  other 
available  options.  The  card  contains  an  explanation  of  the  benefit  and 
instructions  on  how  to  access  LabOne.   The  physician  can  choose  to  collect 
the  specimen  and  forward  it  to  LabOne.  or  may  send  the  patient  to  a 
conveniently  located  LabOne  Patient  Service  Center  where  the  sp*;cimen  will  be 
drawn  by  a  phlabotomist  and  sent  to  LabOne. 

This  concept  was  tested  in  the  Monterey  School  district  of  Northern  California. 
Within  six  months,  and  with  limited  distribuUon  of  educaUonal  materials. 
utilizaUon  is  approaching  50%.  The  Lab  Card  fTM)  continues  to  gain 
acceptance  as  card  holders  become  aware  of  the  savings  and  convemence  it 
affords.  We  have  commenced  nation  wide  marketing  of  the  Lab  Card  fTM)  and 
have  been  successful  in  providing  our  product  to  a  number  of  self-insured 
employers  and  insurance  carriers. 
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This  innovation  exemplifies  the  efficacy  of  providing  consumer  choice.  It  lends 
testimony  to  the  Congress  that  it  is  pursuing  the  right  track  as  it  seeks  to 
infuse  patient  choice  into  the  market  place  through  Medicare. 

T>ii-»r^  wnung  Le^slfttlon 

Finally.  Mr.  Chairman,  the  Congress  should  address  one  additional  method 
which,  aside  from  changing  the  Medicare  program,  will  inject  substantial 
additional  competition  into  the  private  clinical  laboratory  market.  Direct 
billing  for  laboratory  services,  already  a  success  in  Medicare,  will  eliminate  the 
vmnecessary  and  costly  role  of  the  middle  man.  It  is  endorsed  by  the  entire 
Industry  and  its  principles  are  contained  in  H.R  1461.  the  Direct  Billing  Act . 
Introduced  by  Congressmen  Fred  Upton  and  Sherrod  Brown.  HR  1461  requires 
laboratories  to  dlrecUy  bill  the  person  receiving  diagnostic  services,  subject  to 
certain  exceptions  outlined  in  the  legislation. 

This  legislation  largely  impacts  the  private  market,  with  some  spill  over  Impact 
on  the  Medicare  market.  Physicians  will  be  taken  completely  out  of  the  pricing 
loop,  eliminating  the  practice  of  cost  shifting.  This  change  will  likely  result  in 
some  reduction  of  redundant  utilization  of  laboratory  testing  for  Medicare  and 
non-Medicare  patient  alike,  and  over  time,  true  price  competition  in  the  field. 
We  support  this  legislation  and  urge  the  Committee  to  look  at  it  very  closely. 

It  is  important  to  note,  however  that,  bv  itself,  direct  billing  is  not  a  panacea 
for  the  immediate  lowering  of  laboratory  costs.  As  a  matter  of  fact  there  will  be 
a  windfall  as  some  entities  reap  all  or  portions  of  the  mark  ups  now  gleaned  by 
the  physicians. 

That  is  where  the  competitive  Incentives  we  have  suggested  above  come  into 
play.  Coupled  with  a  very  appropriate  and  modest  reduction  in  Medicare  fee 
schedules  to  eliminate  the  reverse  cost  shift,  direct  billing  can  level  the  playing 
field  by  bringing  educated  pajrers  and  Informed  buyers  to  the  same  table  with  a 
full  range  of  sellers  to  compete  head-to-head  based  on  quality,  service  and 
price. 

In  conclusion  Mr.  Chairman.  let  me  be  clear  about  my  purpose  in  responding 
to  your  very  kind  invitation  to  appear  before  this  Committee. 

I  did  not  come  to  indict  the  laboratory  industry.  It  is  an  Industry  I  love  and 
respect.  It  has  treated  me  and  the  American  public  very  well  as  I  have 
endeavored  to  serve  within  it. 

1  did  come,  however,  to  shine  some  light  on  a  complex  set  of  policies  and 
pricing  practices...  some  directed  by  government,  some  archaic  remnants  of  an 
outdated  private  market...  which  result  in  companies  being  trapped  In  a  "glided 
cage"  of  dependency  on  inflated  Medicare  fee  schedules  as  the  protective  shield 
for  deep  discounts  to  physicians  In  return  for  the  opportunity  to  access  more 
and  more  of  those  same  physicians*  Medicare  patients  at  those  same  inflated 
Medicare  fees. 

Mr.  Chairman,  you  and  the  subcommittee  have  the  opportunity  to  break  that 
cycle  of  dependency.  Your  actions,  as  you  address  Medicare  costs  and  health 
care  reform  generally  can  put  us  on  the  path  to  true  competition  In  clinical 
laboratory  services  and  reduction  In  costs  to  Medicare  beneficiaries  and  private 
patients  alike. 

If  you  will: 

•  Adopt  modest  reductions  in  the  Medicare  fee  schedule  such  as  the  18% 
reduction  over  three  years  we  have  proposed  and 

•  E^xtend  the  current  MEI  update  freeze  an  additional  three  years  and 

•  Enact  direct  billing  for  clinical  laboratory  services  in  the  private  payer 
market 

you  will  have  reduced  Medicare  outlays  by  more  than  $7  billion  over  seven 
years,  have  Injected  real  and  serious  competition  in  the  laboratory  market 
place  and  have  created  the  climate  for  true  patient  choice  for  laboratory 
*  services. 

These  steps  will  go  a  long  way  toward  fulfilling  your  mandate  from  the 
American  people  and  we  welcome  the  opportumty  to  work  with  you.  your 
colleagues  and  your  staffs  to  achieve  these  goals. 


Thank  you  very  much. 
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Mr.  Ensign.  Thank  you. 
Mr.  Salton. 

STATEMENT  OF  ALVIN  M.  SALTON,  PRESIDENT  AND  DIREC- 
TOR, COMMUNITY  MEDICAL  LABORATORIES,  METUCHEN, 
NEW  JERSEY;  ON  BEHALF  OF  AMERICAN  ASSOCIATION  OF 
BIOANALYSTS 

Mr.  Salton.  Thank  you,  Mr.  Chairman  and  good  morning.  My 
name  is  Al  Salton,  and  I  am  president  and  director  of  Community 
Medical  Laboratories  in  Metuchen,  New  Jersey,  and  I  am  appear- 
ing on  behalf  of  the  American  Association  of  Bioanalysts. 

Our  organization  represents  the  owners,  directors,  and  managers 
of  independent  community  laboratories  across  America.  We  appre- 
ciate the  difRcult  task  your  Subcommittee  faces  this  year  and  are 
prepared  to  work  with  you  to  identify  and  implement  Medicare  re- 
form proposals. 

The  laboratory  community  has  already  made  a  disproportionate 
contribution  to  the  Medicare  reform  and  deficit  reduction  efforts. 
While  physician  and  hospital  groups  complain  about  the  reduction 
in  their  expected  Medicare  inflation  adjustments,  these  pale  in 
comparison  to  the  real  cuts  we  have  been  forced  to  absorb. 

Labs  now  receive  substantially  less  for  most  tests  than  they  did 
15  years  ago.  Charts,  submitted  with  my  statement,  demonstrate 
how  labs  have  taken  real  cuts  while  most  other  providers  have  re- 
ceived increases.  Most  recently,  the  1993  Deficit  Reduction  Act  re- 
duced our  fee  schedule  by  another  14  percent  over  3  years.  We 
have  struggled  with  the  first  two  installments  and  still  must  ab- 
sorb another  5  percent  decrease  within  the  next  12  months.  Lab- 
oratories simply  cannot  sustain  any  further  reductions. 

In  light  of  previous  reductions,  there  are  two  proposals  that 
would  have  a  devastating  impact  on  our  ability  to  continue  to  pro- 
vide quality  laboratory  services.  The  first  is  reinstating  the  20- 
percent  copayment.  Reinstating  the  laboratory  copayment  is  not 
practical  or  wise.  As  the  owner  of  a  small,  independent  laboratory 
I  can  tell  you  that  collecting  these  fees  would  be  an  administrative 
nightmare.  It  will  result  in  seniors  receiving  bills  for  ridiculously 
small  amounts  of  money,  impose  unbearable  financial  burdens  on 
laboratories,  and  create  additional  redtape. 

In  many  instances,  the  cost  of  collecting  these  pajonents  will  ex- 
ceed the  amounts  to  be  collected.  These  burdens  are  the  reason  lab- 
oratory copayment  was  eliminated  in  1984.  Reinstatement  of  co- 
payment  is  equivalent  to  at  least  a  15-percent  reduction  in  our  re- 
imbursement rate. 

Further,  copayment  merely  shifts  costs  to  senior  citizens  without 
controlling  utilization.  Studies  by  the  Rand  Institute,  the  OTA,  and 
CBO  have  indicated  that  seniors  will  get  those  tests  ordered  by 
their  doctors  regardless  of  whether  a  copayment  exists. 

The  second  proposal  to  which  we  strongly  object  is  called  com- 
petitive bidding.  Under  this  proposal  the  government  would  select 
the  lowest  bidding  laboratory  in  each  area  of  the  country  to  provide 
all  Medicare  laboratory  services.  Regardless  of  the  level  of  the  bids 
submitted,  the  government  would  be  required  to  reduce  lab  pay- 
ments to  ensure  at  least  a  10-percent  savings.  The  few  experiments 
that  have  been  done  in  this  area  have  had  very  unfortunate  con- 
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sequences  and  most  have  been  canceled  because  of  quality  prob- 
lems. 

Poor  quality  does  not  save  money.  This  proposal  will  irrevocably 
alter  the  existing  market,  disadvantage  rural  and  under  served 
areas,  and  in  the  long  run  eliminate  rather  than  encourage  com- 
petition. 

Large  national  chains  are  in  the  position  to  underbid  contracts 
for  one  or  more  years  to  drive  community  laboratories  out  of  busi- 
ness. Once  the  large  labs  are  established  as  government-sanctioned 
monopolies,  we  expect  their  bids  will  rise  and  there  will  no  longer 
be  any  competition  on  either  price  or  quality. 

When  copayment  and  competitive  bidding  are  combined  with  the 
OBRA  1993  cuts  their  impact  is  indisputable.  No  provider,  large  or 
small,  is  in  a  position  to  absorb  these  radical  reductions. 

However,  we  are  prepared  to  work  with  the  Subcommittee  on  ad- 
ditional steps  to  control  Medicare  expenditures.  We  have  long  sup- 
ported direct  billing  which  has  been  proven  to  control  utilization 
within  the  Medicare  Program  and  at  the  State  level.  There  is 
strong  evidence  that  extending  Medicare  billing  to  all  payers  will 
farther  reduce  Medicare  costs. 

In  conclusion,  we  urge  the  Subcommittee  to  look  at  the  real  prob- 
lems that  are  driving  up  Medicare  costs.  Laboratory  expenditures 
only  comprise  a  very  small  part  of  the  Medicare  budget  and,  in  re- 
cent years,  the  overall  amount  spent  on  these  services  has  declined. 
Further  implementation  of  copayment  rates,  either  through  fee 
schedule  reductions  or  implementation  of  copayment  and  competi- 
tive bidding,  are  not  justified  and  will  destroy  an  entire  segment 
of  the  health  care  industry. 

I  appreciate  the  opportunity  to  appear  before  you  today  and 
would  be  pleased  to  answer  any  questions. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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TESTIMONY  OF  ALVIN  M.  SALTON 
AMERICAN  ASSOCIATION  OF  BIOANALYSTS 

Good  Afternoon.  My  name  is  Al  Salton.  I  am  President  and  Director  of 
Community  Medical  Laboratory  In  Metuchen,  New  Jersey  and  I  am  appearing  on  behalf  of 
the  American  Association  of  Bioanalysts.  Our  organization  represents  the  owners,  directors, 
and  managers  of  independent  community  laboratories  across  America. 

We  appreciate  the  difficult  task  your  Committee  faces  this  year  and  are  prepared  to 
work  with  you  to  identify  and  implement  Medicare  reform  proposals.    At  the  same  time,  it  is 
extremely  important  the  Committee  understand  the  extent  to  which  the  laborator>-  community 
has  already  made  a  disproportionate  contribution  to  the  Medicare  reform  and  deficit  reduction 
efforts. 

While  physician  and  hospital  groups  complain  about  the  reduction  in  their  expected 
Medicare  inflation  adjustments,  these  pale. in  comparison  to  the  real  cuts  we  have  been  forced 
to  absorb.    Labs  now  receive  substantially  less  for  most  tests  than  they  did  fifteen  years  ago. 
These  charts  demonstrate  how  labs  have  taken  real  cuts  while  most  other  providers  have 
received  increases.    Most  recendy,  the  1993  Deficit  Reduction  Act  ["OBRA  93"],  reduced 
our  fee  schedule  by  another  14  percent  over  three  years.  We  are  struggling  with  the  first  two 
installments  of  OBRA  93  and  must  absorb  another  5  percent  decrease  within  the  next  twelve 
months.  These  changes  have  contributed  to  an  overall  reduction  of  1 1  percent  in  Medicare 
spending  for  independent  and  physician  laboratory  services  in  the  last  two  years.  Laboratories 
simply  cannot  sustain  any  further  reductions. 

In  Ught  of  previous  reductions,  there  are  two  proposals  that  would  have  a  devastating 
impact  on  our  ability  to  continue  to  provide  quality  laboratory  services.    The  first  is 
reinstating  the  20  percent  copayment. 

Reinstating  laboratory  copayment  is  not  practical  or  wise.  As  the  owner  of  a  small 
independent  laborator>'  I  can  tell  you  that  collecting  these  fees  will  be  an  administrative 
nightmare  for  laboratories  and  senior  citizens.    It  will  result  in  seniors  receiving  bills  for 
ridiculously  small  amounts  of  money,  impose  unbearable  financial  burdens  on  laboratories 
and  create  additional  redtape.  In  many  cases  the  cost  of  collecting  these  payments  will 
exceed  the  amount  to  be  collected.  These  burdens  are  the  reason  laboratory  copayment  was 
eliminated  in  1984.  Reinstatement  of  copayment  is  equivalent  to  at  least  a  15  percent 
reduction  in  our  reimbursement  rate. 

Further,  copayment  will  merely  shift  costs  to  senior  citizens  without  controlling 
utilization.  Seniors  will  receive  bills,  which  they  may  not  be  able  to  afford,  from  providers 
they've  never  seen.  This  will  create  much  confusion  but  will  not  control  costs.  Studies  by 
the  Rand  Institute,  the  OTA  and  the  CBO  have  indicated  that  seniors  will  get  those  tests 
ordered  by  their  doctors  regardless  of  whether  a  copayment  exists. 

The  second  proposal  to  which  we  strongly  object  is  called  competitive  bidding.  Under 
this  proposal,  the  government  would  select  the  lowest  bidding  laboratory  in  each  area  of  the 
country  to  provide  all  Medicare  laboratory  services.  Regardless  of  the  level  of  bids 
submitted,  the  government  would  be  required  to  reduce  lab  payments  to  ensure  at  least  a  10 
percent  savings.  Issues  of  quality  and  service  would  be  irrelevant  to  this  bidding  process. 

The  few  experiments  that  have  been  done  in  this  area  have  had  very  unfortunate 
consequences.  For  example,  a  young  woman  who  recently  died  of  cervical  cancer  testified 
last  year  before  the  Judiciary  Committee  about  the  abysmal  quality  of  the  competitively  bid 
laboratory  services  offered  by  her  HMO.  This  lab  failed  to  detect  her  cancer  despite 
numerous  tests  over  a  three  year  period.    This  is  not  an  isolated  example.  When  the  Air 
Force  used  competitive  bidding  for  screening  Pap  smears,  the  laborator>'  performed  so 
inadequately  that  the  project  was  cancelled  and  more  than  700,000  specimens  had  to  be 
retested.    Poor  quahty  does  not  save  money. 

This  proposal  will  irrevocably  alter  the  existing  market,  disadvantage  rural  and 
underserved  areas  and,  in  the  long  run,  eliminate  rather  than  encourage  competition.  Large 
national  chains  are  in  a  position  to  underbid  contracts  for  one  or  more  years  in  order  to  drive 
community  laboratories  out  of  business.    Once  the  large  labs  are  established  as  government 
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sanctioned  monopolies,  we  expect  their  bids  will  rise  and  there  will  no  longer  be  any 
competition  on  either  price  or  quality. 

When  copayment  and  competitive  bidding  are  combined  with  the  OBRA  '93  cuts, 
their  impact  is  indisputable.  OBRA  93  mandates  a  14  percent  reduction,  coinsurance  is 
tantamount  to  a  15  to  20  percent  cut,  and  competitive  bidding  would  decrease  laboratory 
payments  by  another  10  percent.  Combined,  the  total  level  of  cuts  in  less  than  three  years 
would  be  more  than  40  percent.  No  provider,  large  or  small,  is  in  a  position  to  absorb  these 
radical  reductions. 

While  we  object  to  the  copayment  and  competitive  bidding  proposals,  we  are  prepared 
to  work  with  the  Committee  on  additional  steps  to  control  Medicare  expenditures.   We  have 
long  supported  direct  billing,  which  has  been  proven  to  control  utilization  within  the  Medicare 
program  and  at  the  state  level.  There  is  strong  evidence  that  extending  direct  billing  to  all 
payors  will  further  reduce  Medicare  costs. 

In  conclusion,  we  urge  the  Committee  to  look  at  the  real  problems  that  are  driving  up 
Medicare  costs.  Laboratory  expenditures  only  comprise  a  very  small  part  of  the  Medicare 
budget  and,  in  recent  years,  the  overall  amount  spent  on  these  services  has  declined.  Further 
reductions  in  laboratory  payment  rates  either  through  fee  schedule  reductions  or 
implementation  of  copayment  and  competitive  bidding  are  not  justified  and  will  destroy  an 
entire  segment  of  the  healthcare  industry. 

I  appreciate  the  opportunity  to  appear  before  you  today  and  would  be  pleased  to 
answer  any  questions.  Thank  you. 
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Mr.  Ensign.  Thank  you. 
Mr.  Rapp. 

STATEMENT  OF  RICHARD  J.  RAPP,  SENIOR  VICE  PRESIDENT, 
APRIA  HEALTHCARE,  COSTA  MESA,  CALIFORNIA;  ON 
BEHALF  OF  HOME  OXYGEN  SERVICES  COALITION 

Mr.  Rapp.  Mr.  Chairman  and  Members  of  the  Subcommittee,  I 
am  Dick  Rapp,  senior  vice  president  of  Apria  Health  Care.  Apria 
provides  comprehensive,  integrated  home  care  services,  including 
home  respiratory  therapy  to  350  branches  serving  patients  in  48 
States.  Apria,  headquartered  in  Costa  Mesa,  employs  2,400  people 
in  over  100  locations  in  California  alone,  and  provides  home  care 
services  to  120,000  patients  in  that  State. 

The  Home  Oxygen  Services  Coalition  was  organized  to  represent 
the  interest  of  home  medical  equipment  manufacturers  and  service 
providers  that  bring  oxygen  therapy  to  the  individuals  in  their 
homes.  Lung-related  diseases  are  the  single  largest  cause  of  phys- 
ical handicaps  in  the  Nation  today.  Nearly  15  million  Americans 
have  been  diagnosed  with  chronic  obstructive  pulmonary  disease 
known  as  COPD,  which  accounts  for  20  million  physician  office  vis- 
its a  year  and  has  become  the  fastest  rising  cause  of  death. 

By  providing  services  in  their  homes,  we  enable  patients  to  lead 
productive  lives  or,  if  they  are  more  seriously  ill,  to  convalesce  at 
home  rather  than  at  an  institution.  Our  respiratory  therapists  and 
technicians  t3^ically  check  on  patients  and  equipment  regularly 
and  are  available  24  hours  a  day,  7  days  a  week.  In  addition  to  de- 
livering equipment  and  training  patients,  we  also  refill  oxygen 
tanks  and  supply  patients  with  masks,  the  canulous  tubing,  and 
other  disposable  items. 

Therapeutic  services  and  technical  support  account  for  nearly  75 
percent  of  the  cost  of  providing  home  oxygen  therapy  to  patients 
with  COPD  and  are  vital  to  the  delivery  of  high-quality  care  in  the 
home.  Today  I  want  to  describe  this  important  health  care  service 
and  underscore  some  fundamental  principles  about  the  services  we 
provide. 

You  may  have  heard  statements  that  home  care  costs  have  been 
rising  at  the  rate  of  more  than  30  percent  a  year.  Those  are  not 
the  cost  increases  of  home  oxygen  services.  Our  services  are  reim- 
bursed under  Medicare  part  B,  rather  than  part  A  which  has  far 
fewer  cost  controls.  The  utilization  of  oxygen  services  increases  as 
new  patients  are  diagnosed  with  COPD  and  are  treated  with  oxy- 
gen therapy  under  the  physician's  prescription. 

Home  oxygen  therapy  is  subject  to  some  of  the  strictest  utiliza- 
tion controls  of  any  Medicare  benefit.  It  has  three  built-in  controls 
against  overuse  or  excessive  costs.  Number  one,  each  patient  must 
have  a  physician's  prescription.  Number  two,  each  patient  must 
pass  an  independent  blood-gas  test  verifjdng  that  oxygen  levels  are 
deficient.  Three,  each  patient  must  pay  20  percent  of  the  cost  of  the 
therapy. 

Home  oxygen  therapy  is  provided  on  a  prospective  cost  basis.  The 
same  amount  is  paid  regardless  how  much  service  each  patient  re- 
quires, where  they  live,  or  the  complexities  of  their  circumstances. 
Moreover,  in  the  past  9  years,  Congress  and  HCFA  have  approved 
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18  separate  restrictions  or  cutbacks  in  the  reimbursement  for  this 
therapy. 

Not  only  are  our  costs  under  control,  but  you  have  been  fine- 
tuning  them  at  a  frequency  of  two  times  a  year,  despite  the  fact 
that  the  home  oxygen  benefit  represents  less  than  1  percent  of  the 
Medicare  budget  in  1992. 

I  want  to  now  turn  to  a  proposed  solution,  competitive  bidding, 
which  we  feel  should  be  rejected.  Competitive  bidding  for  home 
medical  equipment  has  been  tried  and  rejected  in  Ohio,  Connecti- 
cut, Montana,  and  South  Dakota.  Among  the  reasons  the  States 
cited  for  dropping  it  are,  loss  of  freedom  of  choice  for  the  bene- 
ficiary; actual  reduction  in  competition  between  the  providers;  re- 
duced access  to  provider  support  of  the  patient;  and  the  difficulty 
in  cost  of  the  program  administration. 

Any  competitive  bidding  program  would  require  HCFA  to  build 
a  new  bureaucracy  to  administer  it,  probably  at  far  greater  cost 
than  could  ever  be  recouped  in  savings.  The  regional  medical  car- 
riers that  issue  reimbursements  to  providers  do  not  have  the  re- 
sources or  the  administrative  structure  to  implement  this  concept. 

Try  to  imagine  an  elderly  patient  in  California  who  has  a  prob- 
lem with  a  competitive  bidding  winner  who  refuses  to  come  to  his 
or  her  home  for  an  emergency  call.  And  that  elderly  patient  has  to 
call  the  regional  carrier  in  Tennessee  to  register  a  complaint. 

The  trauma  and  anxiety  of  such  a  situation  would  be  enough  to 
send  the  patient  to  the  emergency  room  and  then  we  would  have 
gained  little. 

In  conclusion,  Mr.  Chairman,  competitive  bidding  is  not  competi- 
tion. Competitive  bidding  just  sounds  good.  Competitive  bidding 
would  be  synonymous  with  more  bureaucracy  and  less  patient 
choice  or  support  without  any  evidence  of  savings  to  the  program. 
We  would  welcome  any  opportunity  to  work  with  you  as  you  fash- 
ion new  market-based  solutions  for  the  delivery  of  medical  care. 

Thank  you. 

[The  prepared  statement  follows:] 
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Testimony  OF 

mCHAKD  J.  RAPP 

Senior  Vice  President  of  Apiua  healthcaee 

ON  Behalf  of  the 
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Mr.  Chairman,  members  of  the  Committee,  on  behalf  of  the  Home 
Oxygen  Services  Coalition,  I  thank  you  for  the  opportunity  to  testify.  I  am  Dick 
Rapp,  Senior  \"ice  President  of  Apria  Healthcare. 

Apria  Healthcare,  a  recently  merged  company  between  Homedco  Group 
and  Abbey  Healthcare,  provides  comprehensive  integrated  homecare  services 
including  home  respiratory  therapy,  home  infusion,  home  medical 
equipment,  women's  healthcare,  contract  nursing  services,  and  coordinated 
care  through  350  branches  serving  patients  in  48  states.  Apria  Healthcare, 
headquartered  in  Costa  Mesa,  California,  employs  2,415  people  in  120  branches 
in  Cahfomia,  and  we  provide  homecare  services  to  120,000  patients  in  the 
state. 

The  Home  Oxygen  Services  CoaHtion  iHOSC)  was  organized  to  represent 
the  interests  of  home  medical  eqmpment  mantifacturers  and  service  providers 
that  bring  oxygen  therapy  to  indi\-iduals  in  their  homes.  Apria  Healthcare's 
Chairman,  ueremy  M.  Jones,  who  serves  as  Chairman  of  the  Home  Oxygen 
Services  Coalition,  asked  me  to  express  his  regrets  that  he  could  not  be  with 
you  today. 

We  agree  with  you  that  Medicare  is  in  need  of  substantial  restructuring 
and  market  based  incentives  are  the  most  effective  way  to  control  costs  and 
assxire  long  term  quahty  of  care.  Until  we  get  there,  we  also  must  address  both 
the  cost  and  utilization  of  services  for  the  great  majority  of  Medicare 
beneficiaries  who  will  continue  to  be  served  on  a  fee  reimbursement  basis.  We 
beheve  the  current  structure  for  reimbursement  of  home  oxygen  services  offers 
a  model  for  utOization  and  cost  controls  that  can  be  apphed  to  other  parts  of 
Medicare. 

Today  I  want  to  describe  this  important  health  care  service  and 
underscore  some  fundamental  principles  about  the  services  we  provide: 

•  You  may  have  heard  statements  that  home  care  costs  have  been  rising 
at  a  rate  of  more  than  30  percent  a  year  -  those  are  not  cost  increases  for 
home  oxygen  services.  Our  services  are  reimbursed  under  Medicare 
Part  B.  and  the  utilization  of  these  services  increases  only  as  new 
patients  are  diagnosed  with  chronic  obstructive  pulmonary  disease 
'  COPD  t  and  are  treated  with  oxygen  therapy  as  prescribed  by  their 
physicians. 

•  Home  oxygen  therapy  is  subject  to  some  of  the  strictest  utilization 
controls  of  any  Medicare  benefit.  It  has  three  built-in  controls  against 
overuse  or  excessive  costs.  In  addition  to  having  il>  a  physician's 
prescription,  each  patient  must  pass  (2)  an  independent  arterial  blood 
gas  test,  and  (3)  must  pay  20  percent  of  the  cost  of  the  therapy. 

•  Home  oxygen  therapy  is  provided  on  a  capitated  basis  --  the  same 
amoimt  is  paid  regardless  of  how  much  senice  each  patient  requires, 
where  they  hve.  or  the  complexities  of  their  circiimstances.  Moreover, 
in  the  past  nine  years,  Congress  and  the  Health  Care  Financing 
Administration  have  approved  18  separate  restrictions  or  cutbacks  in 
the  reimbursement  for  this  therapy  --  not  only  are  our  costs  under 
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control,  you  have  been  fine  tuning  them  at  a  frequency  of  two  times  a 
year. 

Let  me  tell  you  about  the  patients  we  serve.  Lving  related  diseases  are 
the  single  largest  cause  of  physical  handicaps  in  the  nation  today.  Nearly  15 
million  Americans  have  been  diagnosed  with  chronic  obstructive  pulmonary 
disease  which  alone  accoimts  for  20  million  physician  office  visits  a  year  and 
has  become  the  fastest  rising  cause  of  death.  COPD  is  an  insidious  disease, 
which  most  often  is  irreversible  euad  is  complicated  by  aging.  COPD  diseases, 
including  chronic  bronchitis  and  emphysema,  make  it  more  difficult  to 
breathe  and  rid  the  body  of  carbon  dioxide.  Over  time,  the  ability  to  breathe  is 
so  impaired  that  adequate  levels  of  oxygen  cannot  be  maintained  in  the  blood. 
We  provide  the  equipment  and  services  to  these  individuals  who  are  in  need  of 
this  life  sustaining  therapy. 

By  providing  services  in  their  homes,  our  patients  can  continue  to  lead 
productive  lives,  or  if  they  are  more  seriously  ill,  to  live  and  convalesce  at  home 
rather  than  in  an  institution.  Our  industry  supports  their  needs  at  home  24 
hours  a  day,  and  faciUtates  their  travel  all  over  the  coimtry  by  car,  train,  or 
airplane. 

Public  opinion  polls  suggest  that  an  overwhelming  nimiber  of  patients 
prefer  home  care.  Not  only  is  it  far  more  desirable,  it  almost  always  is  more 
cost-effective  than  caring  for  them  in  institutional  settings. 

A  1991  Lewin-ICF  economic  analysis  focused  on  the  effect  of  home 
oxygen  services  on  the  cost  of  care  for  patients  suffering  fi*om  COPD.  Lewin- 
ICF  determined  that  $520  per  patient  per  episode  would  be  saved  if  a  COPD 
patient  was  to  receive  ceire  in  the  home  rather  than  in  the  hospital. 

After  a  physician  prescribes  oxygen  therapy,  the  oxygen  provider 
consults  with  the  physician  and  the  patient  to  develop  a  plan  of  care  which 
reflects  the  patient's  needs.  Those  needs  will  influence  the  choice  between  one 
or  more  of  three  oxygen  systems  that  can  be  provided.  The  following  systems 
are  the  most  frequently  prescribed: 

•  Oxygen  concentrators  are  designed  primarily  for  home  use.  However, 
as  many  as  70  percent  of  patients  are  semi-gmibulatory  and  require  a 
portable  system  to  meet  their  needs.  These  electrically-powered  devices 
separate  oxygen  from  room  air,  producing  a  rich  concentration  of 
oxygen. 

•  Gaseous  oxygen  is  stored  under  high  pressure  in  heavy,  stationary 
tanks  which  must  be  replaced  at  regular  intervals  by  the  oxygen 
providers,  sometimes  with  little  advance  notice. 

•  Liquid  oxygen  is  stored  in  large  reservoir  containers  at  temperatvires  of 
minus  297  degrees  Fahrenheit.  Liquid  oxygen  reservoirs  must  be 
refilled  regularly.  Liquid  oxygen  also  includes  a  small,  portable 
container  that  can  be  filled  from  a  stationary  vmit,  allowing  for  greater 
patient  mobility. 

Commonly,  a  physician  will  prescribe  that  a  patient  use  a  concentrator 
for  in-home  use  and  a  portable  oxygen  unit  which  will  allow  travel  away  fi'om 
home  for  short  periods  of  time  ~  whether  to  a  physician's  office,  grocery 
market,  or  other  activities  necessary  to  daily  living,  including  vacation  travel. 
This  ambxilatory  activity  often  is  prescribed  to  further  maintain  the  health  of 
the  patient. 

After  oxygen  equipment  is  placed  in  the  home,  it  is  important  to  ensure 
that  patients  comply  with  the  prescribed  regimen.  As  oxygen  providers,  we 
monitor  compliance,  continually  reinforcing  and  reeducating  patients  as 
.  necessary.  Even  with  monitoring  and  training,  approximately  20  percent  of  all 
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costly  hospitalizations  of  the  elderly  result  from  a  fail^ire  to  follow  prescribed 
therapy. 

Therapeutic  services  and  technical  support  accovint  for  nearly  three- 
fourths  of  the  cost  of  providing  home  oxygen  therapy  for  patients  with  COPD 
and  are  vital  to  the  dehvery  of  high  qiiality  care  in  the  home.  Ovir  respiratory 
therapists  or  eqxiipment  technicians  typically  check  on  patients  and  eq\aipment 
regularly  and  are  available  in  case  of  emergency  24  hours  a  day,  seven  days  a 
week.  As  a  pro\'ider,  we  also  supply  patients  with  masks,  cannulas,  tubing, 
and  other  disposable  items  on  an  as-needed  basis,  and  deUver  or  refill  oxygen 
tanks.  We  also  service  concentrators  at  appropriate  intervals  to  ensure  that 
oxygen  continues  to  flow  at  the  level  prescribed  by  the  physician.  If  we  do  our 
job  well,  patients  never  experience  a  problem  or  interruption. 

The  home  oxygen  benefit  has  been  one  of  the  most  frequently  reviewed 
and  modified  programs  under  Medicare  despite  its  relatively  small  size. 
According  to  1992  data  contained  in  the  1994  Green  Book,  the  home  ox>'gen 
benefit  represented  only  0.85%  of  the  total  Medicare  budget.  Congress  enacted 
broad  reforms  to  the  home  oxygen  benefit,  which  they  put  into  effect  only  six 
years  ago  in  1989.  Responding  to  concerns  about  utilization  and  cost  controls, 
this  "six-point  plan"  provided  a  number  of  changes  which  have  strengthened 
and  improved  the  quality  of  care  and  brought  further  discipline  to  the  cost  of 
the  program.  Among  these  changes.  Congress  mandated: 

•  That  home  oxygen  services  be  reimbursed  on  a  capitated  basis  -  a  fixed 
fee  would  be  paid  regardless  of  the  oxygen  modality  that  was  chosen  by 
the  physician,  the  hter  flow  reqviirement^  of  the  patient  (one  to  four  hters 
per  minute)  or  the  niamber  of  service  visits  required  by  the  patient. 

•  That  each  COPD  patient  must  imdergo  and  pass  a  strict  arterial  blood 
gas  test  administered  by  an  independent  laboratory  to  determine  the 
oxygen  retention  capabiUty  of  the  patient.  Medicare  will  reimbtirse  for 
oxygen  therapy  only  if  the  test  demonstrates  a  clinical  need  objectively. 

These  changes,  when  combined  with  the  requirement  for  the 
physician's  prescription  and  the  20  percent  copayment  by  the  patient,  support 
our  contention  that  this  therapeutic  benefit  is  one  of  the  most  tightly  controlled 
in  the  Medicare  program.  Add  to  this  the  18  reductions  in  reimbursement  for 
home  oxygen  therapy  that  Congress  and  HCFA  have  adopted  in  the  past  nine 
years  and  you  begin  to  appreciate  how  closely  this  program  has  been 
monitored. 

The  reimbvirsement  cuts,  sdong  with  other  programs,  have  had  a  major 
impact  on  the  way  we  provide  these  services.  These  Medicare  changes  have 
forced  us  to  become  more  efficient.  We  now  deliver  more  services,  and  better 
services,  for  less  money.  This  is  why  we  would  encourage  this  committee  to 
use  the  home  oxygen  benefit  as  a  model  for  utiUzation  and  cost  controls  that 
could  be  apphed  to  other  areas  of  Medicare. 

At  the  same  time,  I  want  to  discoiirage  any  effort  to  adopt  an  attractively 
phrased,  quick-fix  solution  such  as  the  often-rejected  proposals  for  competitive 
bidding.  Competitive  bidding  continues  to  surface  in  every  budget 
reconcihation  and  Medicare  reform  debate  for  only  one  reason  -  the  title.  Who 
can  reject  a  proposal  that  contains  the  words  "competitive"  and  "bidding"  in  the 
title?  Here  are  a  few  reasons  why  we  beHeve  you  should  reject  it: 

•  The  concept  is  only  a  title  -  there  is  no  carefully  developed  proposal  to 
implement  competitive  bidding  for  home  oxygen  services. 

•  Competitive  bidding,  as  managed  by  HCFA,  will  result  in  limiting  or 
eliminating  patient  choice  of  a  home  oxygen  services  provider. 

•  Competitive  bidding  for  certain  selected  home  medical  equipment  items 
has  been  tried  or  considered  and  abandoned  in  Ohio,  Connecticut, 
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Montana,  and  South  Dakota.  Among  the  reasons  cited  for  dropping  it  ~ 
loss  of  freedom  of  choice  for  recipients,  an  actual  reduction  in 
competition  between  providers,  and  reduced  access  to  provider  support 
of  the  patient,  and  difficulty  of  administration. 

*  Any  detailed  proposal  would  disclose  the  need  for  Medicare  to  build  a 
new  bureaucracy  to  administer  it  ~  probably  at  far  greater  cost  than 
could  ever  be  recouped.  The  regional  medical  carriers  that  issue 
reimbursements  to  providers  do  not  have  the  resources  or  the 
administrative  structure  to  implement  this  concept.  Try  to  imagine  a 
patient  in  Cedifomia  who  has  a  problem  with  a  competitive  bidding 
winner  that  refuses  to  come  to  his  or  her  home  for  an  emergency  call 
and  has  to  call  the  regional  carrier  in  Tennessee  to  register  a  complaint. 

Our  company,  and  the  other  compemies  in  our  industry,  compete  for 
business  every  day  with  managed  care  plans  and  a  broad  range  of  other 
entities  that  offer  home  oxygen  benefits  to  insured  patients  or  plan  subscribers. 
However,  competitive  bidding  is  not  competition.  Competitive  bidding  would  be 
ssmonjmious  with  more  bureaucracy  and  less  patient  choice  or  support  without 
any  evidence  of  savings  to  the  program. 

Again,  I  want  to  imderscore  the  fact  that  in  a  fee  reimbursement 
structure  which  Medicare  operates  today,  and  will  continue  to  operate  for 
yeeu-s  to  come,  the  capitated  payment  and  utilization  controls  that  we  operate 
under  give  Medicare  ttie  best  value  for  the  money. 

This  committee,  and  the  Congress,  have  embarked  upon  a  challenging 
coxu-se  to  make  Medicare  work  better  and  be  more  cost  effective,  while  meeting 
the  medical  needs  of  our  growing  population  of  senior  citizens. 

The  members  of  the  Home  Oxygen  Services  Coalition  are  proud  of  the 
record  they  have  estabUshed  of  providing  high  quality,  cost-effective  services  to 
patients  suffering  from  COPD. 

A  large  portion  of  our  business  is  provided  to  market-based  health  care 
dehvery  systems,  and  we  would  welcome  an  opportunity  to  work  with  you  as 
you  fashion  new,  market-based  solutions  to  the  delivery  of  medical  care.  We 
also  have  had  years  of  experience  in  providing  Medicare  beneficiaries  with 
home  respiratory  services,  and  we  would  offer  that  experience  to  you  for  the 
period  of  transition  to  a  new  system  to  demonstrate  the  cost-effectiveness  of  the 
home  oxygen  benefit  because  it  is  based  on  a  capitated,  utilization  controlled 
system. 


Thank  you  for  giving  us  the  opportunity  to  appear  before  you  today. 
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Mr.  Ensign.  Thank  you,  Mr.  Rapp. 
Mr.  Liken. 

STATEMENT  OF  JIM  LIKEN,  PRESIDENT,  LIKEN  HOME 
MEDICAL,  INC.,  PITTSBURGH,  PENNSYLVANIA;  AND 
MEMBER,  BOARD  OF  DIRECTORS,  NATIONAL  ASSOCIATION 
FOR  MEDICAL  EQUIPMENT  SERVICES 

Mr.  Liken.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee. I  am  Jim  Liken  and  I  am  president  of  Liken  Home 
Medical  in  Pittsburgh,  Pennsylvania.  I  represent  NAMES,  the  Na- 
tional Association  for  Medical  Equipment  Services,  the  only  na- 
tional association  representing  HME,  the  home  medical  equipment 
services  industry,  exclusively,  and  1,800  companies  specifically. 

This  hearing  is  the  first  step  in  addressing  one  of  the  most  press- 
ing issues  faced  by  Congress — how  to  set  the  direction  for  the  Med- 
icare Program,  while  trying  to  reduce  the  Federal  deficit? 

This  will  include  a  delicate  balance  of  maintaining  quality  of  care 
and  expanding  its  access,  while  reducing  costs.  We  understand  this 
Subcommittee's  key  role  in  seeking  ways  to  restructure  the  Medi- 
care Program.  We  would  support  a  radical  restructuring  of  the  en- 
tire system.  This  could  include  a  consolidation  of  Medicare  part  A 
and  part  B  in  order  to  provide  incentives  for  patients  to  choose  the 
best  quality,  most  cost-effective  level  of  care.  We  also  think  the 
focus  should  be  on  the  consumer,  the  present  and  the  future  Medi- 
care beneficiary  who  needs  and  deserves  patient  choices. 

HME  makes  a  significant  difference  by  avoiding  more  costly  care, 
providing  speedier  hospital  discharge,  and  ensuring  that  the  indi- 
vidual continues  to  live  as  independently  as  possible. 

HME  providers  furnish  a  continuum  of  care.  Our  responsibilities 
do  not  end  when  equipment  and  supplies  are  delivered  in  the  home 
and  consumers  are  trained  in  their  use,  they  just  begin.  The  HME 
services  industry  is  routinely  oncall  7  days  a  week,  24  hours  a  day 
to  provide  the  support  services  needed. 

The  service  aspect  of  our  industry  cannot  be  appreciated  enough. 
In  April  1995,  NAMES  conducted  a  survey  of  our  longstanding 
members  to  obtain  information  on  Medicare  fees  paid  on  selected 
items  over  the  preceding  10  years.  The  results  show  that  Medicare 
payment  amounts  for  the  selected  items  have  remained  relatively 
unchanged  during  the  previous  10  years. 

For  example,  in  1985  oxygen  concentrators  were  reimbursed  by 
Medicare  at  the  average  rate  of  $302.50,  compared  to  the  1995 
monthly  payment  amount  for  oxygen  therapy  of  $303.54.  This  cur- 
rent payment  also  covers  all  the  supplies  and  oxygen  contents  used 
by  the  patient  which  were  reimbursed  separately  10  years  earlier. 
Semielectric  beds  were  reimbursed  at  $118.23  in  1985,  and  $137.96 
in  1995. 

The  1995  payment  is  also  reduced  25  percent  in  the  fourth 
month  and  capped  or  stopped  completely  after  15  months  of  rental. 
These  examples  are  exemplified  by  the  charts  shown,  as  well  as  the 
complete  survey  which  is  attached  to  my  written  testimony. 

The  HME  services  industry  has  received  18  cuts  in  the  last  9 
years.  We  must  remember  that  HME  outlays  represents  approxi- 
mately 2  percent  of  the  total  outlay  for  Medicare  expenditures.  I 
submit  to  you  that  any  growth  in  Medicare  expenditures  for  home 
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medical  equipment  services  is  not  due  to  rising  prices  for  the  serv- 
ices, but  utilization  rates  that  reflect  why  HME  is  the  solution  and 
not  the  problem. 

NAMES  recommends  enacting  the  following  additional  solutions 
which  we  believe  will  potentially  save  the  Medicare  Program  mil- 
lions of  dollars. 

First  is  accountability  measures.  The  industry  needs  standards  of 
service  that  are  reflected  throughout  both  the  public  and  private 
health  insurance  industry.  Second,  consistent  monitoring  of  the 
HCFA  common  procedure  coding  system.  Congress  could  eliminate 
problems  that  have  occurred  because  HCFA's  system  of  codes  have 
simply  failed  to  keep  up  with  technology. 

Third,  Congress  could  also  require  HCFA  to  set  an  optional  5-day 
response,  electronic  preauthorization  system  for  rehab  assisted 
technology  for  equipment  costing  more  than  $1,000. 

Fourth,  HCFA  should  allow  the  beneficiary  the  ability  to  upgrade 
to  his  or  her  equipment  of  choice. 

And,  finally,  NAMES  is  working  to  enact  strict  legislation  creat- 
ing an  environment  that  discourages  fraudulent  providers  from 
participating  in  the  health  care  system  and  encourages  quality  and 
cost-effective  care. 

In  developing  new  ways  to  pay  for  the  Federal  deficit  one  dubi- 
ous proposal,  competitive  bidding  for  HME  services  is  continuously 
under  consideration.  Competitive  bidding  for  certain  selected  HME 
items  under  Medicare  has  been  tried  previously  and  subsequently 
abandoned. 

States  including  Montana,  Ohio,  and  South  Dakota  found  com- 
petitive bidding  to  impair  freedom  of  choice  for  recipients,  to  render 
the  States  incapable  of  utilizing  the  expertise  of  all  vendors,  and 
to  impede  competition  and  patient  access.  A  competitive  bidding 
program  is  extremely  complicated.  At  this  time  HCFA  has  no  plan 
for  administering  such  a  program. 

All  evidence  suggests  it  is  virtually  impossible  to  design  and  ad- 
minister a  competitive  bidding  process  without  damaging  our  mar- 
ketplace. HME  providers  do  more  than  just  deliver  home  medical 
equipment  to  Medicare  beneficiaries.  The  high  level  of  home  care 
services  must  be  encouraged  and  not  destroyed.  We  look  forward 
to  working  with  you  to  be  futuristic  in  reforming  our  system  and 
to  save  substantial  money  and  to  provide  more  cost-effective  care 
in  the  home. 

I  will  be  glad  to  answer  any  questions. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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Wednesday,  July  19,  1995 
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Ways  and  Means 
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The  National  Association  for  Medical  Equipment  Services  (NAMES),  the  only  national 
association  representing  the  home  medical  equipment  (HME)  services  industry  exclusively,  is  pleased 
to  testily  today  before  this  Subcommittee  regarding  Medicare  and  Budget  Reconciliation  Issues.  I  am 
Jim  Liken,  President  of  Liken  Home  Medical,  Inc.  in  Pittsburgh,  Pennsylvania  and  a  Member  of  the 
NAMES  Board  of  Directors. 

Today  is  the  first  step  in  addressing  one  of  the  most  pressing  issues  faced  by  Congress:  how 
to  set  the  direction  for  the  Medicare  program  while  trying  to  reduce  the  federal  deficit.  This  will 
include  a  delicate  balance  of  maintaining  quality  of  care  and  expanding  its  access,  while  reducing 
costs.  Toward  that  goal,  this  testimony  addresses  the  role  of  HME  services  and  rehab/assistive 
technology  in  ensuring  quality,  affordable  health  care  for  all  Americans  as  well  as  Medicare 
expenditures.  I  will  discuss  significant  policies  which  will  help  to  eliminate  fraudulent  health  care 
providers  from  the  Medicare  program  and  will  potentially  save  the  federal  government  millions  of 
dollars.  I  also  will  present  evidence  that  competitive  bidding  is  not  the  way  to  save  the  Medicare 
program  money. 

The  Role  of  Quality  HME  Services 

NAMES  members  comprise  approximately  1 ,800  HME  companies  which  provide  quality,  cost- 
effective  HME  services  and  rehabilitation/assistive  technology  to  patients  in  their  homes.  According 
to  physician  prescription,  HME  providers  furnish  an  extremely  wide  array  of  HME  and  related 
services  to  patients  in  their  home,  ranging  from  more  "traditional"  HME  items  such  as  standard 
wheelchairs  and  hospital  beds,  to  highly  advanced  services  such  as  oxygen,  nutrition,  and  intravenous 
antibiotic  therapies;  apnea  monitors  and  ventilators;  and  specialized  rehabilitation  equipment 
customized  for  the  unique  needs  of  people  with  disabilities.  Many  of  these  consumers  are  Medicare 
beneficiaries. 

HME  can  make  the  difference  by  avoiding  more  costly  care,  providing  a  speedier  hospital 
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discharge  and  ensuring  that  the  individual  continues  to  live  as  independently  as  possible.  HME 
providers  furnish  a  continuum  of  care.  Responsibilities  do  not  end  when  equipment  and  supplies  are 
delivered  to  the  home  and  consumers  are  traiaed  in  their  use  ~  they  just  begin.  The  increasing 
sophistication  of  equipment  that  is  available  at  home  today  means  the  HME  services  industry  is 
routinely  "on  call"  seven  days  each  week,  24  hours  per  day  to  provide  the  support  services  needed. 

The  HME  marketplace  today  reflects  the  growing  number  of  patients  as  well  as  their  needs  and 
expectations  for  quality  services.  Home  care  using  HME  services  and  rehabilitation/assistive 
technology  can  ensure  the  continued  provision  of  high  quality  health  care  in  a  setting  that  the  vast 
majority  of  consumers  and  their  families  prefer.  And,  that  care  can  save  our  nation's  health  financing 
system  millions  of  dollars. 

HME  Expenditures 

As  you  know,  NAMES  testified  before  this  Subcommittee  in  February  of  this  year  regarding 
the  growth  in  Medicare  expenditures.  NAMES  agreed  that  Medicare  expenditures  for  home  care 
services  have  grown.  However,  we  submitted  that  this  is  not  the  problem,  but  a  solution  in  itself.  In 
an  era  of  increasing  cost  consciousness  and  concern  about  the  long-term  care  of  our  nation's  elderly 
and  people  with  disabilities,  it  makes  plain  policy  sense  to  preserve  and  foster  the  very  benefit  that 
provides  home  care  services  in  the  most  cost-effective  and  yet  compassionate  fashion. 

HME  reimbursement  has  been  essentially  level  for  the  past  ten  years.  In  April  of  1995, 
NAMES  conducted  a  survey  of  our  longstanding  members  to  obtain  information  on  Medicare  fees  paid 
on  selected  items  over  the  preceding  ten  years.  HME  services  providers  across  the  coimtry  were  asked 
to  provide  actual  Medicare  payment  information  on  the  following  HME  items:  oxygen  concentrators; 
portable  oxygen  add-ons;  commodes;  standard  wheelchairs;  total  electric  beds;  and  semi-electric  beds. 
In  addition  to  the  Medicare  payment  amount,  HME  services  providers  were  to  provide  a  copy  of  an 
actual  Medicare  Payment  Remittance  Advice  Notice  sent  to  the  provider  by  the  Medicare  carrier 
making  the  payment,  as  confirmation  of  the  Medicare  payment  amount  reported  as  received.  The 
results  show  that  Medicare  pavment  amounts  for  the  selected  HME  items  have  remained  relatively 
unchanged  dtiring  the  previous  ten  vears.  For  example,  in  1985,  oxygen  concentrators  were 
reimbursed  by  Medicare  at  the  average  rate  of  $302.50.  Currently  in  1995  oxygen  concentrators  are 
reimbursed  by  Medicare  at  the  average  rate  of  $303.54.  Standard  wheelchairs  were  reimbursed  by 
Medicare  at  the  average  rate  of  $32.45.  In  1995  Medicare  reimburses  on  average  only  $47.11.  We 
have  attached  a  copy  of  the  entire  survey  to  our  testimony  (Appendix  A). 

The  HME  services  industry  has  received  18  cuts  in  the  last  nine  years  (Appendix  B).  We  must 
remember  that  HME  outlays  represent  approximately  only  2%  of  the  total  outlay  for  Medicare 
expenditures.  I  submit  to  you  that  any  growth  in  Medicare  expenditures  for  home  medical  equipment 
services  is  not  due  to  rising  prices  for  HME  services  but  utilization  rates  that  reflect  why  HME  is  the 
solution  and  not  the  problem.  And,  that  care  in  the  home  can  save  our  nation's  health  financing  system 
millions  of  dollars. 

We  imderstand  this  Committee's  key  role  in  seeking  ways  to  restructure  the  Medicare  program. 
We  at  NAMES  would  support  a  radical  restructuring  of  the  entire  system.  This  could  include  a 
consolidation  of  Medicare  Part  A  and  Part  B,  in  order  to  provide  incentives  for  patients  to  choose  the 
best  quality,  most  cost-effective  level  of  care. 

Fraud  and  Abuse 

NAMES  takes  seriously  its  mission  to  promote  access  to  quality  HME  services  and 
rehab/assistive  technology  and  has  devoted  significant  resources  for  several  years  to  combat  fraud  and 
abuse.  The  industry  has  worked  assiduously  with  the  Administration  and  Congress  to  help  eliminate 
the  few  imethical  providers  who  damage  the  reputation  of  an  otherwise  upstanding  industry. 

One  of  NAMES'  efforts  consisted  of  working  during  the  102nd  Congress  with  Rep.  Ben  Cardin 
(D-MD),  who  introduced  H.R.  2534,  the  "Ethics  and  Treatment  of  Home  Medical  Equipment  Act  of 
1991."  This  legislation,  which  was  co-sponsored  by  112  Members  of  Congress,  remains  the  most  far- 
reaching  of  all  subsequent  HME  bills  introduced  in  Congress  to  date.  Many  provisions  and  concepts 
in  H.R.  2534  were  incorporated  into  legislation  that  passed  the  102nd  Congress  in  1992,  but  were 
vetoed  by  President  Bush.  In  the  103rd  Congress,  NAMES  helped  Congress  en^ct  into  law,  the  Social 
Security  Act  Amendments  of  1994  (H.R.  5252  &  S.  1668),  which  incorporated  many  of  the  ethics 
provisions  contained  in  H.R.  2534. 

Recently,  NAMES  took  a  serious  look  at  the  specific  problems  with  the  provision  of  HME 
services  and  rehab/assistive  technology  in  the  Medicare  program.  The  following  reflects  our  solutions 
to  those  problems  which  we  believe  will  potentially  save  the  Medicare  program  millions  of  dollars. 
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•  Accountability  Measures— The  Need  for  Standards.  NAMES  has  advocated  for  years  that 
there  must  be  stronger  accreditation,  certification  and  licensure  requirements,  including  on-site 
inspections.  Despite  the  work  of  NAMES  and  HME  providers  to  create  a  higher  level  of 
service  for  iixiividuals  in  i»ed  of  care,  formal  Medicare  certification  standards  for  the 
provision  of  HME  services  still  do  not  exist  today.  HCFA  has  no  detailed  specific  requirements 
for  beneficiaries  receiving  HME  services.  There  are  no  provisions  regarding  type  or  frequency 
of  services  that  should  be  rendered,  record-keeping  practices,  emergency  care,  patient 
education,  home  safety  assessments  or  infection  control  practices. 

•  Consisteiit  Monitoring  of  the  HCFA  Common  Procedure  Coding  System  (HCPCS)  Codes. 
The  HCPCS  codes  are  currently  updated  on  a  yearly  basis  only.  One  of  the  possible  abusive 
areas  in  HME  is  in  questionable  coding  practices.  By  legislatively  mandating  HCFA  to 
prospectively  change  the  coding  system  quarterly.  Congress  could  eliminate  problems  that  have 
occurred  in  similar  situations  with  support  surfaces. 

Further,  the  Office  of  Inspector  General  is  currently  expending  significant  resources  in  an 
attempt  to  prove  that  providers  abused  the  system  by  filing  lymphedema  pump  claims  tmder 
"high-priced  codes";  in  fact,  HCFA's  system  of  codes  simply  failed  to  keep  up  with 
technology. 

NAMES  also  would  advocate  that  Congress  create  a  Manufacturer  and  Provider  Advisory 
Ommiittee  to  assist  HCFA  in  setting  the  HCPCS  Codes  and  recommend  appropriate 
descriptors  to  help  identify  emerging  technology. 

•  Optional  Electronic  Preauthorization.  Assistive  technology  aiKl  special  wheelchair  systems 
require  building  and  delivery  prior  to  claims  submittal.  HCFA  has  no  set  time  period  for  claim 
adjudicating  and  guaranteed  payment.  We  have  received  information  which  suggests  that  some 
providers  may  be  submitting  claims  and  paperwork  indicating  the  equipment  has  been 
delivered,  when  in  fact  they  have  not  even  begun  constructing  the  equipment.  Providers  will 
do  this  in  order  to  get  advanced  assurance  of  Medicare  coverage  and  payment  for  costly, 
complex  equipment  that  has  been  prescribed  by  the  physician. 

By  requiring  HCFA  to  set  up  an  optional  5-day  response  electronic  preauthorization  system  for 
rehab/assistive  technology  for  equipment  costing  over  $1,000,  Congress  could  avoid  any 
incentives  to  engage  in  this  practice,  by  reassuring  the  provider  that  their  services  will  not  go 
unpaid. 

•  Equipment  Upgrades.  Currently,  a  Medicare  beneficiary  with  a  prescription  who  wishes  to 
purchase  certain  pieces  of  equipment  may  be  unable  to  do  so.  For  instance,  a  beneficiary  who 
has  a  prescription  for  a  fiill-electric  hospital  bed  to  meet  his/her  physical  needs  is  prohibited 
by  Medicare  to  purchase  the  bed.  Although  Medicare  will  pay  for  the  rental  of  a  semi-electric 
bed,  a  full-electric  bed  is  deemed  medically  unnecessary,  even  as  originally  prescribed  by  the 
physician.  In  essence,  regardless  of  the  patient's  medical  needs  or  a  physician's  prescription. 
Medicare  makes  the  final  medical  need  and  payment  decisions. 

Currently,  when  a  beneficiary  needs  an  item  of  medical  equipment  the  provider  will  bill 
Medicare  for  the  item  and  Medicare  may  deny  payment  and  instead  substimte  another  item  that 
costs  Medicare  less.  In  addition  Medicare  ^enies  the  beneficiary  the  ability  to  "upgrade"  to 
his/her  equipment  of  choice.  NAMES  strongly  supports  legislative  efforts  to  allow  equipment 
iq)grades  for  Medicare  beneficiaries. 

NAMES  also  is  woricing  with  the  Coalition  of  Associations  United  Against  Fraud  and  Abuse 
to  enact  strict  legislation  creating  an  environment  that  discourages  fraudulent  providers  from 
participating  in  the  health  care  system  and  encourages  quality  and  cost-effective  health  care.  We  have 
attached  a  summary  of  the  Coalition's  proposal  (Appendix  C).  NAMES  highly  endorses  this  proposal 
as  a  way  to  potentially  save  billions  of  Medicare  dollars. 

By  enacting  the  suggested  provisions,  Congress  could  potentially  save  the  Medicare  program 
money  that  could  be  used  to  reduce  the  federal  deficit. 
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CompetitiTe  Bidding 

As  an  HME  services  provider  and  business  owner,  I  recognize  the  need  to  balance  the  federal 
deficit.  But  in  the  rush  to  develop  new  ways  to  pay  for  such  reform,  one  dubious  proposal,  competitive 
bidding  for  HME  services,  is  continuously  under  consideration. 

Congress  should  consider  the  fact  that  competitive  bidding  for  certain  selected  HME  items 
under  Medicaid  has  been  tried  previously  and  subsequently  abandoned  in  a  number  of  states.  States 
found  competitive  bidding  to  impair  freedom  of  choice  for  recipients,  to  render  the  States  incapable 
of  utilizing  the  expertise  of  all  vendors,  and  to  impede  competition  and  access. 

•  Ohio  Medicaid  officials  concluded  that  competitive  bidding  was  unworkable  after 
issuing  a  request  for  purchase. 

•  Montana  abandoned  competitive  bidding  because  the  program  was  found  to  deny  access 
to  beneficiaries  and  impair  the  ability  of  the  State  to  tap  the  expertise  of  all  providers. 

•  South  Dakota  backed  away  from  a  decision  to  implement  competitive  bidding  after 
deciding  it  could  reduce  Medicaid  costs  in  other,  more  effective,  ways. 

A  competitive  bidding  program  is  extremely  complicated.  At  this  time,  the  Health  Care 
Financing  Administration  (HCFA)  has  no  plan  for  administering  such  a  program.  Such  an  endeavor 
would  require  HCFA  to  invest  in  a  signiticant  new  bureaucracy  and  ultimately  could  cost  more  to 
create  and  operate  the  bureaucracy  than  would  be  saved  from  competitively  bidding  the  products  and 
services. 

Competition  and  competitive  bidding  are  not  synonymous.  True  competition  compares  service 
and  price.  Competitive  bidding  looks  only  for  the  lowest  price.  It  does  not  address  issues  of  service, 
choice,  or  quality.  Winner-take-all  competitive  bidding  may  even  destroy  competition  by  driving  many 
HME  companies  out  of  business. 

Conq>etitive  bidding  compromises  quality,  access  and  choice.  Medicare  patients  do  not  seek 
HME  such  as  oxygen  therapy  as  a  matter  of  discretion.  When  service  is  interrupted,  consumers  must 
receive  prompt  service  or  be  forced  to  enter  the  hospital.  Quality  home  medical  equipment  service 
companies  maintain  24-hour,  seven  day  a  week  patient  support  so  that  service  is  never  interrupted. 
That  level  of  service  would  be  improbable  to  maintain  in  a  competitive  bidding  environment.  Patients 
with  emergencies  end  up  entering  the  hospital  at  additional  Medicare  program  costs.  In  fact,  service 
has  been  shown  to  decrease  significantly  in  areas  where  HME  providers  are  forced  to  competitively 
bid. 

The  worst  result  for  Medicare  beneficiaries  would  be  to  establish  a  structure  that  would  permit 
low  bidders  to  offer  inferior  quality  at  below  market  prices,  without  providing  the  level  and  quality 
of  support  and  service  that  is  essential  to  basic  patient  care. 

In  short,  all  evidence  suggests  it  is  virtually  impossible  to  design  and  administer  a  competitive 
bidding  process  without  damaging  the  market,  compromising  quality  and  leading  to  higher  prices  in 
the  long  run.  With  policymakers  now  considering  various  mechanisms  to  refonn  Medicare  by  moving 
more  beneficiaries  into  managed  care,  it  is  illogical  to  create  a  new  scheme  at  this  time  just  for  HME 
services  that  removes  the  entire  concept  of  competition  out  of  the  markeq)lace  altogether. 

Conclusion 

In  closing,  NAMES  recognizes  the  difficulties  faced  by  Congress  and  this  Committee  in 
developing  a  responsible  legislative  package  that  will  reduce  die  Federal  deficit  and  still  address 
America's  critical  health  care  needs.  At  the  same  time,  NAMES  submits  that  enacting  legislation 
which  does  not  work  is  counterproductive  to  our  common  goals  of  allowing  people  to  be  discharged 
sooner  from  an  institution  and  permitting  people  witii  severe  disabilities  to  lead  productive  lives.  Such 
obviously  cost-effective  and  compassionate  means  of  providing  health  care  in  the  home  should  be 
encouraged  and  fostered  where  possible  and  clinically  appropriate. 

HME  providers  do  much  more  than  just  deliver  home  medical  equipment  to  Medicare 
beneficiaries  and  others.  This  high  level  of  home  care  services  must  be  encouraged  -  not  destroyed. 
HME  services  providers  are  willing  to  do  our  part  to  assist  Congress  in  reducing  Medicare 
expenditures,  but  the  budget  cannot  be  balanced  thrcHigh  rqietitive  consideration  of  proposals  such  as 
competitive  bidding  that  have  been  rejected  time  and  time  again.  However  the  budget  can  be  balanced 
by  following  the  industry  suggestions  presented  here  today. 

I  wUl  be  pleased  to  answer  any  questions  you  may  have.  Thank  you  for  allowing  me  to  testify. 
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NAMES 

National  A^ocialion  for 
Medical  Equipment  Services 

NATIONAL  ASSOCIATION  FOR  MEDICAL  EQUIPMENT  SERVICES 
SURVEY 

MEDICARE  PAYMENT  FOR  SELECTED  HOME  MEDICAL  EQUIPMENT  ITEMS 
1985-1995 

(Released  -  July  17,  1995) 

L       Introduction  .-i^  : 

Early  in  1995.  former  National  Association  for  Medical  Equq>inent  Services  (NAMES) 
(Thairman  of  die  Board  (1993  -  1994)  Richard  DoherQ^,  correctly  forecast  &at  die  impendiag 
Congressional  debate  on  Medicare  reform  would  invariably  include  a  discussion  of  adjusting  yet  again 
tbe  payment  amounts  received  by  Medicare  providers.  Since  1985,  Congress  has  acted  on  seven 
different  occasicms  to  reduce  or  limit  tbe  growth  of  home  medical  equipment  (HM£)  services 
Medicare  fees.  These  actions  inchide  a  rebasing  of  HME  fees  in  1990  (OBRA  1990),  a  freeze  of 
Medicare  allowables  in  1986  and  1988,  payment  deductions  in  1989  and  1990  (Gramm-Rudman- 
Hollings),  limitations  on  Consumer  Price  Index  (CPI)  updates  to  the  HME  fees  (OBRA  1990)  and 
changing  the  payment  meflwdology  calculation  to  lower  fees  (OBRA  1993).  On  its  own  initiative, 
die  Healdi  Care  Financing  Administration  (HCFA)  has  acted  at  least  twice  to  lower  HME  fees, 
inchiding  a  fee  rebasing  in  1986  (Inflation  Index  Charge  Application)  and  a  change  in  payment 
mediodology  in  1987  (Lowest  Charge  Level  Reduction). 

Coogress  and  HCFA  took  each  of  the  preceding  measures  to  limit  growdi  in  mdividual  HME 
item  Medicare  payments  presumably  to  slow  and/or  reverse  the  aggregate  increases  in  Medicare 
e:q)enditures  for  HME.  Given  die  continuing  presunqniondiat  Medicare  HME  fees  are  too  high,  Mr. 
Ddberty  questioned  the  effectiveness  of  these  fee  limiting  initiatives  to  control  Medicare  outlays. 
Using  his  own  company's  experimce  (Coiiq>rdiensive  Home  Healdi  Conq>ai]y ,  Avon,  Massachusetts), 
he  conducted  a  survey  on  selected  HME  items  to  determine  die  actual  mqiact  diese  Congressional  and 
Administrative  actions  have  had  on  his  Medicare  payment  amounts  over  die  last  decade.  The  results 
showed  diat,  in  die  majoriiy  of  cases,  HME  fees  have  remained  relatively  flat  or,  in  some  cases, 
actually  decreased. 
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Based  on  his  conqiany's  ejpeneax,  Mr.  Ddberty  concluded  diat  the  perception  of  high 
individual  payments  was  incorrect  and  that  increased  fee  amouitts  were  not  the  cause  of  an  segregate 
increase  in  Medicare  payments  for  HME  over  die  last  decade.  Mr.  Ddierty  requested  Aat  NAMES 
tepeat  this  survey  on  a  national  basis,  and  the  Associ^on  undertook  such  an  effort  m  April  of  199S. 
The  results  NAMES  obtained  mirrored  Mr.  Doberty's.  An  e^lanation  of  diose  results  and  how  the 
survey  was  conducted  are  desoibed  in  die  fcdlowing  teport 

n.  Methodology 

A.      HME  Item  Seiecticm 

L       Items  Sekcted  Based  on  Provider  Expoience 

For  purposes  of  the  survey,  NAMES  selected  a  vari^  of  itans  that  rq>resent  a  reasonable 
cross  secticm  of  die  maj<Hiiy  of  items  placed  widi  Medicare  beneficiaries  by  an  average  HME  services 
provider.  The  itnms  are: 

Oxveen  Therapy  and  Oxvaen  Concentrators  -  Oxygen  dierapy  is  medicaUy  necessary  oxygen 
administered  via  liquid  oxygen,  amq>ressed  gas  oi  oxygen  COTcentrators.  Effective  as  of  1989.  die 
statutory  pigment  mediodcdogy  for  oxygen  dierq>y  is  modali^  neutral.  One  mratfaly  fee  amount  is 
made  in  paymoot  of  aiqiroved  oxygen  Hieapy,  r^ardless  of  die  administration  m^od.  Prkx  to 
1989.  Medicare  paid  separ^  amounts  for  liquid  oxygCT  equ^ment,  gas  eipi^me^ 
In  addition,  prior  to  1989,  Medicare  paid  for  die  actual  liquid  or  gas  contents  used  in  die  equqmient 
on  a  per  pound  or  pex  cubic  foot  basis.  Even  patients  using  an  oxygen  caoceniraior  as  dieir  primary 
ddivery  modality  must  have  a  gas  w  Ikpiid  oxygen  back  tq>  system.  Mac^  also  use  a  portable 
system,  which  is  exptahiti  below.  Since  1989.  diere  is  no  additional  or  separate  Medicare  payment 
for  die  contents  used  in  a  back  iqi  or  portriiie  system. 

Portable  Oxygen  ■  Medicare  pi^  a  minimal  moodily  "add-on"  for  die  additioaal  equipment 
needed  to  provide  portable  ootygen  to  diose  patients  widi  an  accqited  medical  necessity.  PortaUe 
o^fen  cm  be  ddivered  eidier  by  a  oonqmsMd  gas  system  -  flnaU  'E'  size 
die  patient  and  traced  vdwa  env^  -  or  by  a  liquid  oi^Seo  system  -  a  smaU  portabk  liqukl 
mut,  refilled  by  die  patiem  from  a  statknary  liquid  raervoir  as  needed.  This  add-on  is  not  for  die 
cootBols,  but  for  the  equqimenL  Since  1989,  any  coottnt  paymem  is  ctmsidered  inchided  in  die 
mondily  allowd^  payment  for  die  stationary  uniL 

^Vfttnff^  -  A  bedside  commode  is  covered  and  paid  fsx  by  Medicare  for  patients  viiose 
medical  condition  confines  diem  to  dieir  bedroom  or  odierwise  makes  diem  incapable  of  using  regular 
toilet  fedlities. 
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StaTiHarri  wwiffhairs  -  A  wl»elchair  is  Covered  if  ^  patient's  condition  is  such  diat  without 
die  wheelchair  the  patient  would  odierwise  be  bed  confined. 

Full  Electric  Hospital  Beds  -  A  full  electric  bed  contains  an  electric  motor  wife  a  hand-held 
controller  permitting  the  patient  to  adjust  the  angle  of  elevation  of  die  head  and  foot.  Additionally  the 
patient  can  adjust  die  bed  height  as  needed  for  transfer  into  and  out  of  the  hospital  bed.  Since  1994, 
tbe  Medicare  carriers  have  considered  electric  bed  variable  height  adjustment  as  a  non-covered 
'convenience'  feature,  not  medically  necessary  under  any  circumstance.  When  sudi  beds  are  billed, 
fliey  are  automatically  down-coded  by  the  carrier  (reduced  to  the  next  least  expensive  covered  item) 
to  die  semi-electric  bed  payment  amount.  (Aldiough  die  carrier's  do  not  pay  for  full  electric  beds, 
HCFA  still  maintains  billing  codes  and  publishes  annual  Medicare  fees  for  full  electric  beds. 
Providers  are  required  to  truthfully  bill  die  equipment  placed  widi  the  beneficiary,  even  in  the  face 
of  die  ainnmatic  downcode.  Differences  m  prices  cannot  be  diarged  to  patients  when  die  claim  is 
taken  on  an  assigned  basis  when  die  item  is  downcoded,  as  opposed  to  an  outright  denial  of  Medicare 
coverage  wbkh  makes  die  beneficiary  liable  for  die  item.) 

Semi-Electric  Hospital  Beds  -  A  semi-electric  hospital  bed  contains  an  electric  motor  with  a 
band  hekl  controller  permitting  die  patiem  to  adjust  die  angle  of  elevation  of  die  head  and  foot 
Changes  in  the  bed  height  as  needed  for  transfer  of  die  patient  to  and  from  the  bed  is  accomplished 
by  meaiis  of  a  handcrank  located  at  die  foot  of  die  bed  on  die  under  carriage. 

iL  Sdected  Items  Onnpared  With  HCFA  Payment  Experience 
Based  on  HCFA  provided  information  for  1991  on  die  "top.  100'  HME  items  in  terms  of 
aggregate  Medicare  payments,  die  amount  paid  in  allowed  charges  by  HCFA  for  oxygen  dierapy 
delivered  via  die  oxygen  omcentrator  modality  only  ranked  1,  2,  3  and  4  ($378.8  million),  portable 
gaseous  oxygen  systems  ranked  11  ($39.6  million),  commodes  ranked  22  ($14.1  million),  standard 
wheelchairs  ranked  17($20.6  million),  full  electric  hospital  beds  ranked  9  ($45.7  million)  and  semi- 
electric  hospital  beds  ranked  5  ($54.2  million).  (S^  HCFA  Request  for  Proposal  -  Durable  Medical 
Equqmient  Regional  Carriers,  Attachment  J.  10,  May  14,  1992.) 

B.  Methodology 

i.        The  Sorv^  Instrument 

NAMES  developed  a  questionnaire  for  each  of  die  selected  HME  items.  Respondents  were 
asked  to  nidicate  die  state  being  rqiorted,  since  each  state  has  a  separate  fee  schedule  for  HME.  This 
is  a  holdover  from  die  pre-regional  carrier,  pre-'national"  fee  schedule  era  when  each  state  had  a 
sq»rate  Part  B  Medicare  claims  processing  contractor  (carrier)  for  durable  medical  equ^iment  claims. 


I 


484 


(Each  state  still  iH^i^^intains  a  separate  Medicare  carrier  for  physician  claims.)  On  the  survey  document, 
respondents  were  asked  to  indicate  the  Medicare  carrier  in  1985  and  any  change  in  tiie  carrier  through 
1995.  For  each  year,  die  respondents  were  asked  to  provide  a  paid  Medicare  amotmt  for  the  selected 
item.  Respondents  were  asked  to  attach  to  the  survey  a  Payment  Remittance  Advice  Notice  as 
received  from  ihe  carrier  to  verify  die  reported  payment  amounts  for  each  of  die  ten  years,  1985 
flirough  1995. 


ii.  The  Respondents 
NAMES  used  its  membership  database  to  identify  HME  services  providers  in  business  at  least 
ten  years,  from  which  NAMES  chose  HME  services  providers  with  at  least  ten  years  of  ongoing 
NAMES  membership.  Accounting  for  several  database  updates  over  the  last  ten  years,  we  were  able 
to  identify  242  potential  members  fitting  this  criteria  across  die  country.  A  general  mailii^  to  tiiis 
group  resulted  in  die  return  of  51  usable  responses.  Furdier  refinements  resulted  in  usable  state-by- 
state  information  as  shown  on  the  following  table. 

Table  1  -  Number  of  Respondents  and  Number  of  States  Represented.  Bv  Cateeorv 

Oxygen  Concentrators  -  46  responses  representing  21  states 

Portable  Oxygen  -  39  responses  representtog  17  states 

Commodes  -  24  responses  representing  8  states 

Standard  Wheelchairs  -  18  responses  representing  11  states 

Full  Electric  Beds  -  18  responses  representing  6  states  . 

Semi-Electric  Beds  -  31  responses  representing  13  states 


iii.      Data  Manipulation 

Information  from  die  various  respondents  was  collated  by  item.  Responses  not  verified  by 
an  attached  Payment  Remittance  Advice  Notice  were  not  included.  HCFA  Common  Procedure 
Coding  System  (HCPCS)  codes  were  covapaied  for  the  reported  payment  amounts  as  shown  on  die 
Remittance  Advice  to  assure  diat  like  items  were  being  reported  and  considered.  Not  every 
respondent  was  able  to  provide  a  payment  amount  in  each  of  die  ten  years  for  a  selected  item.  In 
conq>uting  die  average  yearly  price,  diis  lack  of  data  was  accounted  for  so  as  not  to  artificially  deflate 
die  derived  yearly  average  payment  amounts.  For  fuU  electric  beds,  no  received  payment  amoimts 
for  1994  and  1995  were  reported.  The  average  of  HCFA's  computed  fee  schedule  amounts  was 
substituted  for  fliis  missing  data.  For  comparative  purposes,  die  Consumer  Price  Index  (CPI)  for  All 
Urban  Consumers  for  Medical  Care  (U.S.  city  average)  from  1982  to  1994  was  obtained  from  die 
United  States  Department  of  Labor,  Bureau  of  Labor  Statistics.  The  derived  average  for  1985  was 
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used  as  a  base  year  and  die  Medical  Care  CPI  for  eacb  year  was  ^lied  to  diat  base  averse  amount 
to  establish  the  average  'market  price'  for  die  HME  items. 

m.  Results 

The  data  q>read  sheets  for  each  of  die  itons  are  attached.  In  summary,  die  results  are  as 
Mkrm: 

Oxygen  Concentrators  -  In  1985,  die  average  Medicare  mondily  payment  was  $302.50.  After 
a  hi^  of  $318.39  in  1989,  die  average  Medicare  payment  fen  to  a  low  of  $280. 18  in  1990.  In  1995, 
the  average  Medicare  payment  is  $303.54,  or  $1.04  more  than  Medicare's  average  payment  ten  years 
ago. 

If  oxygen  concentrator  payments  had  kept  pace  widi  the  Consumer  Price  Index  (CPO  for 
medical  care  (U.S.  city  average),  die  current  average  paymem  amount  should  be  $596.91 .  Medicare 
is  dierefore  paying  $294.37  below  an  estimated  market  price  for  oxygen  concentrators.  This 
represents  a  50%  decrease  in  equtpment  payment  over  the  last  ten  years.  The  decrease  in  the 
payment  made  to  die  provider  by  Medicare  is  even  greater  if  amounts  received  for  content  usage  in 
back  xip  or  p<xiable  systems  is  added  to  die  mondily  amoum  paid  the  provider  during  die  years  1985 
dirough  1988. 

Portable  Oxvyen  Add-On  -  In  1985,  die  average  Medicare  mondily  payment  was  $46.25. 
After  a  high  of  $50.30  in  1990,  die  average  Medicare  payment  fell  to  a  low  of  $45.99  in  1994.  In 
1995.  die  average  Medicare  payment  is  $46.98,  or  $.73  more  dian  Medicare's  average  payment  ten 
years  ago. 

If  potable  oxygen  add-on  payments  had  Itepi  pace  wifli  die  Consumer  Price  Index  (CPI)  for 
medical  care  (U.S.  city  average),  die  current  average  payment  amount  should  be  $91.27.  Medicare 
is  dierefore  paying  $44.92  below  an  estimated  market  price  for  portable  oxygen  add-on  services.  This 
represents  a  49%  decrease  over  the  last  ten  years.  The  decrease  in  die  payment  made  to  die 
IffOfvider  by  Medicare  is  even  greater  if  amounts  received  for  portable  content  usage  is  added  to  die 
monthly  amount  paid  die  provider  during  die  years  1985  dirough  1988. 

QMnmodes  -  In  1985,  die  average  Medicare  payment  was  $80.26.  In  1995,  die  average 
Medicare  payment  is  $94.08,  or  $13.82  more  dian  Medicare's  average  payment  ten  years  ago. 
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If  commode  payments  had  kept  pace  widi  the  Consumer  Price  Index  (CPI)  for  medical  care 
(U.S.  city  average),  flie  current  average  payment  amount  should  be  $158.38.  Medicare  is  tiierefore 
paying  $64.30  below  an  estimated  market  price  for  commodes.  This  represents  a  41%  decrease 
over  the  last  ten  years. 

y*i1T^f^r^  Wheelchairs  -  In  198S,  the  average  Medicare  monMy  rental  payment  was  $32.45. 
In  1995,  the  average  Medicare  payment  is  $47. 1 1,  or  $14.66  more  than  Medicare's  average  payment 
ten  years  ago. 

If  standard  wheelchair  payments  had  kept  pace  with  the  Consumer  Price  Index  (CPI)  for 
medical  care  (U.S.  city  average),  die  current  average  payment  amount  should  be  $67.29.  Medicare 
is  dierefore  paying  $20.18  below  an  estimated  market  price  for  standard  wheelchairs.  This 
represents  a  30%  decrease  over  the  last  ten  years. 

Total  Electric  Beds  -  In  1985,  die  average  Medicare  monthly  rental  payment  was  $135.60. 
After  a  high  of  $182.05  in  1990,  the  average  Medicare  payment  fell  to  $160.32  in  1993.  Since  1994, 
Medicare  carriers  automatically  downcode  full  electric  beds  to  semi  electric  beds.  HCFA  still 
confutes  a  total  electric  fee,  however,  which  in  1995  was  an  average  of  $166.57. 

If  total  electric  bed  payments  had  kept  pace  widi  die  Consumer  Price  Index  (CPI)  for  medical 
care  (U.S.  city  average),  die  current  average  payment  amount  should  be  $267.56.  Medicare  would 
dierefore  be  paymg  $100.99  below  an  estimated  market  price  for  total  electric  beds  and,  in 
downcoding  and  paying  die  average  semi-electric  bed  payment  amount,  is  actually  paying  $129.60 
less.  This  represents  a  48%  decrease  ova-  the  last  ten  years. 

Semi-Electric  Beds  -  In  1985,  die  average  Medicare  mondily  rental  payment  was  $118.23. 
After  a  high  of  $154.61  in  1990,  die  average  Medicare  payment  fell  to  $126.76  in  1992.  In  1995, 
die  Medicare  average  payment  is  137.96  or  $19.73  more  dian  ten  years  ago. 

If  semi-electric  bed  payments  had  kept  pace  with  the  Consumer  Price  Index  (CPI)  for  medical 
care  (U.S.  city  average),  die  current  average  payment  amount  should  be  $233.29.  Medicare  is 
dierefore  paying  $95.33  below  an  estimated  market  price  for  semi-electric  beds.  This  represents  a 
41%  decrease  over  the  last  ten  years. 
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IV.  Condoskm 

Over  tbt  last  ten  years.  Congress  and  HCFA  have  undertaken  a  variety  of  pricing  control 
measures  to  reduce  tbe  outlays  in  Part  B  Medicare  for  home  medical  equq)ment  and  services.  Their 
collective  efforts  have,  at  several  different  times,  arrested  tbe  growdi  of  allowed  payment  amount 
(allowed  charges)  for  HME  to  Medicare.  Medicare  payment  amounts  for  ^  items  selected  in  die 
survey  have  remained  relatively  unchanged  over  die  preceding  ten  years.  On  average.  Part  B 
Medicare  pays  43%  less  for  HME  dian  does  a  current  firee  market  consumer.  Any  increase  in  ^ 
amounts  expended  by  Medicare  do  not  ^jpear  to  be  caused  by  runaway  increases  in  fte  prices 
Medicare  is  charged  for  HME.  Widi  die  passage  of  die  fee  settii^  mediodologies  for  HME  in  1987 
(tbe  so-called  "Six-Point  Plan*  contained  in  die  Omnibus  Reconciliation  Act  of  1987),  increases  based 
on  submitted  diarges  were  removed  from  Medicare's  calculation  of  HME  fees.  Any  connection  of 
market  forces  to  fee  inflatioi  was  tfaerdjy  broken.  There  must  be  other  factors  in  play  to  account  for 
tbe  poceived  increases  in  Part  B  MedKare  expenditures  for  HME. 

According  to  die  U.S.  House  Committee  on  Ways  and  Means'  1994  Green  Book  -  Overview 
9f  EntiT^y^cnt  Programs  die  number  of  Part  B  Medicare  enrollees  is  expec\ed  to  rise  fr<Hn  22  million 
in  1985  to  31  million  in  1995,  an  increase  of  9  million.  Over  die  same  period  die  annual  amount 
spent  by  Medicare  Part  B  per  enrollee  is  expected  to  rise  from  $733  to  $1,806.  Given  die  survey 
results,  this  per  enrollee  increase  is  not  a  result  of  rising  HME  prices.  Yet,  given  die  overall  increase 
in  eligible  beneficiaries,  a  potentially  valid  assunq>tion  is  diat  more  individuals  are  receiving  HME, 
driving  up  utilization  and  diereby  increasing  outlays.  Given  die  inq)rovenients  in  HME  technology 
diathave  made  many  more  medical  treatment  qitions  in  die  home  setting  available  dian  ever  before, 
diis  would  be  a  plausible  assumption.  A  survey  by  NAMES  in  1991  ("Coming  Hon^*,  A  Nationwide 
Survey  By  NAMES.  1991)  showed  diat  a  majority  of  individuals  preferred  to  receive  medical 
treatment  in  dieir  own  homes  if  diat  option  were  available.  Finally,  given  die  built-in  disincentive 
in  die  Part  A  Medicare  paymmt  mediodology  to  unnecessarily  extend  a  patient's  hospitalization, 
efforts  to  keep  HME  fees  artificially  low  by  using  a  fee  setting  mediodolo^  not  responsive  to  market 
forces  may  actually  contribute  to  increasing  HME  utilization. 

V.  Recommendation 

Based  on  die  survey's  findings  and  die  factors  described  above,  NAMES  recommends  diat  any 
contemplated  legislative  or  administrative  changes  to  achieve  fiirdier  reductions  in  HME  payment 
amounts  in  1995  not  occur.  This  survey  is  evidence  diat  lowered  prices  do  not  control  die  increase 
in  aggregate  Part  B  Medicare  oudays. 
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VI.     Charts  and  Graphs 

The  charts  and  graphs  for  the  collected  data  appear  on  tiie  following  pages. 
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Total  Electric  Bed 

Reimbursement  Rates  1985-1995 
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Standard  Wheelchair 

Reimbursement  Rates  1985-1995 
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Commode 

Reimbursement  Rates  1985-1995 
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Portable  Oxygen  Add-On 

Reimbursement  Rates  1985-1995 
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Oxygen  Concentrator 

Reimbursement  Rates  1985-1995 


$600.00-fr 


'85  '86  '87  '88  '89  '90  '91  '92  '93  '94  '95 
Year 


Avg  Medicare  Fee    |     |  Annial  Medical  CR 


•85 

■86 

■87 

•88 

•89 

'90 

B  Avg 

$302.50 

$300.91 

$318.39 

$316.23 

$289.66 

$280.18 

CPI 

$321.56 

$345.68 

$368.49 

$392.44 

$422.66 

■91 

'92 

'93 

'94 

•95 

■e  Avg 

$285.70 

$288.73 

$292.79 

$295.89 

$303.54 

CPI 

$460.70 

$500.78 

$537.84 

$569.57 

$596.91 

494 


.  APPENDIX  B 


NAMES 

National  Associaiion  for 


SUMMARY  OF  HME  SERVICES  INDUSTRY  CUTS/FREEZES 


o  1985  Least  Costly  Systems  Payment  Reduction; 

o  1986  Inflation  Index  Charges/Freeze; 

o  1986  CcHiceatrator  Equivalency  Limits/Freeze; 

o  1986-1988  Gramm-Rudman-Hollings  Cuts; 

o  1987  Lowest  Charge  Level  Reduction; 

o  1987  OBRA  '87  mandated  die  establishment  of  fee  schedules; 

o  1988  Inherent  Reasonableness/Freeze; 

o  1989  OBRA  '89  eliminated  inflation  updates  for  DME,  reduced  payments 
for  seat-life  chairs  and  TENS  by  15%,  and  directed  diat  motorized 

''^  wheelchairs  be  treated  as  routinely  purchased  items; 

o  1989       '         Six-Point  Plan; 

o  1989  PRNCuts; 

o  1986-1990  Freezes; 

o  1990  OBRA  '90  established  ceiling  and  floors  to  the  HME  fee  schedules  to 

make  payments  more  uniform,  prcdiibited  si^liers  from  distributing 
completed  or  partially  completed  CMNs;  and 


o  1991-1993 


CP!  Cuts. 
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CoaHtion 

{  )1  1  k<  lltl  I  APPEKDIX  C 

Associations 
United 
Against 

 Fraud 

 and 

Abuse 


The  Coalition  is  made  up  of  organizations  that  represent  health  care  providers  and  suppliers  who  want  to  work  with 
Congress  and  the  Administration  to  help  eliminate  fraud  and  abuse. 

The  Coalition  believes  that  existing  fraud  and  abuse  statutes  must:  .  ^ 

Increase  tools  of  enfort;ement  against  willful  and  criminal  violations  by  giving  regulators  budgetary  recognition  and 
sufficient  resources  to  enforce  the  law; 

Provide  adequate  and  thorough  education  for  providers,  consumers,  and  payers  to  prevent  violations;  • 

Protect  Federal  health  care  programs  from  unnecessary  cost,  utilization,  and  the  failure  to  deliver  appropriate  levels 
of  care; 

Be  ^ropriate  for  the  changing  health  care  market;  and 

Separate  willful  from  technical  violations. 
Tlje  Coalition  further  urges  Congress  to  adopt  the  following  proposals  to  help  eliminate  health  care  fraud  and  abuse. 
1.         Tools  of  Enfoi  cement 

Federal  Regulators  should  have  the  ability  to  prosecute  fraudulent  health  care  providers  and  suppliers. 

A.  Establish  a  new  health  care  fraud  statute  in  the  criminal  code.  Providing  penalties  of  up  to  ten  years 
in  prison,  or  fines,  or  both  for  willfully  and  knowingly  executmg  a  scheme  to  defraud  a  health  plan  in 
coimection  with  the  dehvery  of  health  care  benefits,  as  well  as  for  obtaining  money  or  propeny  under  false 
pretenses  from  a  health  plan  will  help  as  a  deterrent  to  fraud. 

B.  Provide  for  the  creation  of  an  Anti-fraud  and  Abuse  Collection  Account.  An  account  subject  to  the 
congressional  appropriations  process  will  provide  the  Office  of  the  Inspector  General  and  the  Federal 
Bureau  of  Investigation  with  the  resources  necessary  to  prosecute  fraudulent  providers  and  suppliers,  and 
to  provide  guidance  to  those  who  seek  to  comply  with  the  law. 

C.  Clarify  Antikickback  Statute.  The  current  antikickback  stame  is  vague  and  not  focused  on  fraudulent 
activity.  This  provision  would  ensure  that  the  antikickback  law  applies  to  those  who  intentionally  defraud 
the  govenmient  by  codifying  the  Hanlester  Network  VS.  Shalala  decision.  In  this  case,  the  coun  ruled  that 
"knowingly  and  willfully"  committing  a  fraudulent  act  should  be  the  basis  of  federal  prosecution.  In 
addition,  there  is  a  clarification  to  die  longstanding  issue  that  an  action  is  illegal.if  a  "significant  or 
substantial  reason"  for  making  a  payment  is  to  induce  referrals. 

D.  Additional  Enforcement  Tools.  In  addition  to  criminal  prosecution,  regulators  are  given  the  following 
enforcement  tools  to  punish  those  found  to  commit  a  health  care  fraud  offense: 
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1 .  Exclusion  from  Federal  and  State  Health  Care  Programs.  Mandatory  exclusion  from  Medicare 
and  state  health  care  programs  to  those  convicted  of  a  healdi  care  felony,  increase  existing 
permissive  exclusion  and  apply  it  to  an  officer  in  an  entity  that  has  been  convicted  of  a  health  care 
offense,  if  that  offlcer  is  found  to  have  a  'reason  to  know"  that  the  crime  was  committed;  and 

2.  Expansion  and  increase  in  dvfl  monetary  penalties.  Expanding  penalties  will  serve  as  an 
appropriate  deterrent. 


Health  Care  Fraud  and  Abuse  Guidance 


It  is  the  belief  of  the  coalition  that  the  vast  nugority  of  providers  and  suppliers  seek  to  comply  with  the  complex 
laws  of  Medicare  and  Medicaid.  We  fiirther  believe  that  much  of  the  "noncompliance"  can  be  resolved  with 
education  and  guidance.  The  following  provides  mechanisms  for  further  guidance  to  health  care  providers  on  the 
scope  and  applicability  of  the  anti-fraud  stamtes. 


A.       Safe  Hart>ors.  Updates  existing  safe  harbors  and  creates  new  ones. 


B.  Fraud  Alerts.  Establishes  a  formal  process  for  the  request  and  issuance  of  special  fraud  alerts. 

C.  Advisory  Opinions.  Advisory  opinions  assist  providers  and  others  engaged  in  the  delivery  of  health  care 
to  ensure  that  they  remain  in  coiiq>liance  widi  health  care  statutes  and  regulations. 

Medicare  Claims  Process 

The  General  Accounting  Office  (GAO)  in  its  report  entitled  "Medicare  Claims  _  Commercial  Technology  Could 
Save  Billions  Lost  to  Billing  Abuse"  (May  1995)  stated  "Flawed  payment  policies,  weak  billing  controls,  and 
inconsistem  program  management  have  all  contributed  to  Medicare's  vulnerability  to  waste,  fraud,  and  abuse. "  The 
following  provisions  will  improve  that  process. 


A.  Medicare  Transaction  System  (MTS).  Downgrade  the  priority  or  terminate  the  development  of  the 
Medicare  Transaction  System. 

B.  Commercial  Automatic  Date  Processing  Equipment  (ADPE).  Require  Medicare  carriers  to  acquire 
commercially  made  Commercial  Automatic  Data  Processing  Equipment. 

C.  Reduce  number  of  Medicare  Carriers  to  ten.  Upon  implementation  of  the  ADPE,  HCFA  should  be 
required  to  smdy  and  report  to  Congress  on  reducing  its  32  Medicare  Part  B  carriers  to  10  such  as  the 
Durable  Medical  Equipment  Regional  Carriers  (DMERCs)  that  were  reduced  to  four.  This  will  help  to 
foster  better  communication  between  HCFA  and  the  Regional  Carriers. 

D.  Contractor/Provider  Rdationships.  Prohibit  Medicare  carriers  and  intermediaries  from  reviewing  claims 
of  provider  organizations  when  the  Medicare  contractor  has  an  investment  in  that  organization; 

E.  Study  Fraud  and  Abuse  Under  Managed  Care.  The  rise  in  managed  care  brings  new  forms  of  fraud  and 
abuse.  For  example,  the  government  and  beneficiaries  may  be  defrauded  through  withholding  necessary 
services.  The  Institute  of  Medicine  should  undertake  a  study  on  the  types  of  fraud  that  it  may  encounter 
under  managed  care  and  to  begin  ways  to  detect  and  combat  such  fraud. 
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Mr.  Ensign.  Thank  you,  gentlemen. 

The  gentleman  from  Louisiana. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman. 

And  thank  you,  gentlemen,  for  your  testimony. 

Mr.  Rapp,  in  your  testimony  you  talk  about  how  previous  reim- 
bursement cuts  and  other  changes  in  Medicare  reimbursement — 
such  as  going  to  a  capitated  rate  for  home  oxygen  services — has 
forced  you  to  become  more  efficient  in  the  delivery  of  services.  As 
a  result,  you  really  now  deliver  more  services  at  less  cost  to  your 
patients. 

Can  you  talk  a  little  bit  about  how  that  process  worked  and  how 
you  became  more  efficient?  Were  there  technological  advances  that 
were  a  part  of  that,  or  differences  in  delivery? 

Mr.  Rapp.  I  think  for  our  company  it  has  been  a  matter  of  con- 
solidation of  the  industry.  As  the  inefficient  providers  found  dif- 
ficulty competing  over  the  last  10  years,  our  company  has  acquired 
those  companies  and  we  have  built  them  into  our  system.  So  as  we 
have  gotten  larger  we  have  been  able  to  gain  leverage  that  way. 

We  have  forced  ourselves  to  push  the  limits  of  efficiency  in  terms 
of  delivery  and  caring  for  the  patient  without  jeopardizing  the  qual- 
ity that  is  constantly  monitored  by  physicians  and  the  medical  com- 
munity. If  that  quality  is  not  there  and  a  patient  complains  to  their 
physician,  they  will  fmd  another  supplier  and  that  is  just  the  real 
process  of  the  marketplace. 

And  that  is  how  we  have  been  able  to  do  it. 

Mr.  McCrery.  So  even  though  you  have  delivered  the  services  at 
less  cost,  you  still  deliver  quality  to  your  patients? 

Mr.  Rapp.  As  long  as  there  is  the  continuing  pressure  of  competi- 
tion in  the  marketplace,  I  think  that  almost  any  marketplace  you 
look  at  there  is  dozens  of  suppliers.  The  differentiating  factor  is 
normally  service.  Then  you  really  have  to  respond  to  those  market 
forces. 

Mr.  McCrery.  Mr.  Liken,  you  had  a  comment? 

Mr.  Liken.  I  would  like  to  mention  that  about  96  percent  of  our 
membership  base  is  small  business,  companies  that  are  doing  a  few 
hundred  thousand  dollars  a  year  in  revenue  up  to  a  few  million 
dollars  a  year  in  revenues.  And  all  of  them  in  order  to  survive  in 
the  recent  years  have  continued  to  compete  vigorously  on  the  qual- 
ity issues  and  had  to  become  much,  much  more  efficient  and  they 
have  done  it. 

Our  industry  is  highly  competitive  but  largely  small  business 
companies  are  providing  the  services. 
Mr.  McCrery.  Thank  you. 

Mr.  Chairman,  I  think  this  is  a  good  example  of  how  we  can 
exact  some  savings  in  the  Medicare  Program  without  diminishing 
the  quality  of  the  benefits  to  beneficiaries  in  the  program.  The  ex- 
ample that  Mr.  Rapp  has  given  us  and  that  Mr.  Liken  has  ex- 
pounded on  is  a  good  one,  I  think,  for  the  entire  industry. 

There  is  an  interesting  interplay  between  Mr.  Hood  and  Mr. 
Salton  on  a  related  subject.  One  of  you  says.  Gee,  I  think  we  can 
deliver  good  quality  services  at  a  lower  reimbursement  rate  if  you 
do  not  mess  us  up  with  some  other  things.  The  other  one  says  you 
have  done  us  too  bad  already  and  you  have  cut  us  as  much  as  we 
can  be  cut. 
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Is  it  not  true,  Mr.  Salton,  though  in  your  industry  you  have  seen 
some  technological  advances  that  have  allowed  you  to  deliver  some 
services  at  lower  cost  and,  if  that  is  the  case,  then  why  should  we 
not  see  a  reduction  in  some  of  the  reimbursement  rates? 

Mr.  Salton.  Well,  the  technological  changes  are  only  part  of  the 
overhead  that  is  related  to  the  laboratory  industry.  The  laboratory 
industry  is  a  very  labor-intensive  industry  and  labor  is  our  highest 
cost  item.  Yes,  the  technology  changes  have  kept  the  increases  to 
a  minimum  as  far  as  fee  increases. 

However,  in  order  to  maintain  the  quality  and  the  service  that 
we  now  provide,  to  further  reduce  the  reimbursement  would  be  det- 
rimental to  the  industry,  as  a  whole. 

Mr.  McCrery.  Mr.  Hood,  do  you  want  to  comment  on  that?  I 
know  the  Chairman  has  some  questions. 

Mr.  Hood.  Yes.  The  baseline  for  Medicare  was  set  fairly  high  to 
begin  with  and  the  laboratory  industry's  prices  are  not  the  result 
of  a  free  market. 

It  is  a  very  perverse  market.  Medicare  does  subsidize,  in  most 
laboratories,  the  private  marketplace.  For  example,  a  laboratory 
charges  a  very  low  price  to  a  doctor  which  the  doctor  can  then 
mark  up  and  make  a  handsome  profit  from.  In  exchange,  the  doctor 
gives  the  Medicare  business  to  the  clinical  lab  because  the  doctor 
then  has  to,  by  statute,  allow  that  clinical  lab  to  bill  the  Medicare 
work. 

And,  obviously  laboratories  would  not  do  that  unless  Medicare 
work  had  some  profit  in  it. 
Mr.  McCrery.  Thank  you. 

Mr.  Ensign.  Thank  you  and  I  want  to  thank  the  entire  panel  for 
your  testimony.  I  just  want  to  follow  up  on  my  colleague  from  Lou- 
isiana, and  his  line  of  questioning. 

That  has  to  do  with  the  whole  idea  of  technology  and  what  com- 
petition can  do  in  the  marketplace  because  I  think  that  it  does  il- 
lustrate some  of  the  efficiencies  that  we  are  trying  to  introduce  into 
the  Medicare  system  to  achieve  some  of  the  $270  billion  in  cost  sav- 
ings, not  in  spending  cuts,  but  in  cost  savings  that  we  are  tr5dng 
to  achieve. 

The  main  lab  that  I  am  familiar  with  in  our  area  is  a  lab  called 
Associated  Pathologies  Laboratories  in  Las  Vegas.  I  have  toured 
the  lab  a  couple  of  different  times  and  they  also  were  the  primary 
veterinary  laboratory  in  Las  Vegas.  There  used  to  be  two  labs  in 
Las  Vegas  and  they  provided — ^APL  provided  such  great  service 
they  actually  ended  up  outcompeting  the  other  lab,  and  they  are 
the  only  lab  now  in  town  and  their  prices  have  remained  very,  very 
low. 

Over  the  years,  I  have  seen  exactly — and  remember  now  we  are 
not  talking  about  Medicare  setting  rates.  We  are  talking  about 
total  free  market  where  the  veterinarian  is  paying  the  costs.  You 
know  the  number  of  tests  that  you  get  on  a  basic  panel  have  in- 
creased dramatically  over  the  years  and  the  costs  have  not. 

And  primarily,  Mr.  Hood,  I  think  that  you  would  agree  with  me 
that  has  primarily  been  due  to  technology  allowing  labor  to  be 
saved. 

Mr.  Hood.  That  is  correct. 
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Mr.  Ensign.  I  mean  even  just  the  bench  models  that  you  can  buy 
for  a  small  practice,  the  costs  have  come  down  dramatically  per 
test  on  those,  and  computer  technology  I  think  is  what  is  driving 
most  of  the  cost  reductions  and  some  of  the  huge  pieces  of  equip- 
ment that  you  have  to  buy.  They  are  a  large  cost  in  the  capital 
equipment  that  you  have  to  buy  for  these,  but  the  massive  amounts 
of  tests  that  you  can  run  through  these  seem  to  be  making  each 
person  that  you  have  working  in  those  facilities  much  more  effi- 
cient instead  of  taking  a  pipette  and  doing  all  of  the  individual 
tests.  Now  they  run  them  through  these  big  computer  analyzing 
machines  and  it  seems  that  they  have  saved  a  tremendous  amount 
of  money. 

So  I  would  question — and  I  would  not  mind  a  little  colloquy  be- 
tween the  two  of  you  to  discuss  why  one  thinks  the  technology  in 
the  future  cannot  save  more  money  in  Medicare  and  why  one  does. 
Why  is  one  more  efficient  than  the  other  one  not?  This  seems  like 
a  little  market  at  play  here. 

Mr.  Hood.  It  is  not  only  a  question  of  efficiencies,  it  is  also  a 
question  of  how  the  Medicare  fee  schedule  works  with  the  other 
payers. 

You  have,  as  you  know,  third-party  payers  and  their  lab  test 
costs  are  marked  up  by  the  doctor  in  most  States,  except  in  New 
York,  California,  and  a  few  other  States.  So  the  only  attractive 
marker  left  for  the  laboratories,  primarily,  is  the  Medicare  work. 
And  so  they  offer  discounted  prices  to  the  doctor  to  achieve  the 
Medicare  reimbursement.  And  you  can  see  Medicare  rates  are  lu- 
crative. For  example,  a  chemistry  profile  at  $15,  $16,  $17  as  a  Med- 
icare reimbursement  rate,  but  yet,  you  can  see  laboratories  all  over 
the  marketplace  charging  doctors  $5  or  $6  for  private  sector  busi- 
ness, which  is  probably  below  their  costs.  But  it  is  a  very  perverse 
market  and  if  clinical  labs  then  get  the  Medicare  work  by  statute, 
they  can  mark  up  their  direct-billed  charges  to  the  higher  Medicare 
fee  schedule  rate  which  has  a  lot  of  profit  in  it. 

Mr.  Ensign.  Mr.  Salton,  you  have  about  1  minute,  as  we  have 
to  take  a  vote,  but  go  ahead. 

Mr.  Salton.  I  think  the  laboratory  industry  is  really  segmented 
into  different  markets.  You  have  the  hospital  market  and  the  phy- 
sician market  and  then  the  independent  community  laboratory. 
Now,  these  are  totally  different  than  what  would  be  a  large  labora- 
tory that  receives  only  mail-in  specimens.  When  you  have  a  labora- 
tory in  a  community  which  operates  such  as  mine,  I  have  been  in 
business  now  for  38  years  and  I  have  seen  where  the  reimburse- 
ments have  not  increased  tremendously  at  all  in  certain  procedures 
over  38  years.  There  are  certain  tests  that  we  are  now  receiving 
the  same  reimbursement  as  we  charged  38  years  ago. 

So  I  do  not  think  that  the  fees  have  increased  that  dramatically 
especially  even  for  the  multitest  profiles  as  you  mentioned. 

Mr.  Ensign.  But  would  you  not  agree  that  one  of  the  reasons  for 
that  is  that  the  computer  technology  has  brought  the  costs  down 
so  that  when  adjusted  for  inflation  your  costs  have  actually  been 
dropping,  your  prices  have  actually  been  dropping? 

Mr.  Salton.  When  you  think  about  it,  I  would  say,  yes,  for  the 
reason  that  technology  has  increased  our  output  and  in  addition, 
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I  think  that  you  will  find  that  laboratories  generally  are  not  con- 
tributing to  the  high  cost  of  medicine. 

Mr.  Ensign.  I  hate  to  interrupt  but  I  only  have  1  minute  to  make 
the  vote. 

This  Subcommittee  will  stand  in  recess  and  this  panel  is  excused. 
I  am  sorry  to  cut  you  short,  thank  you. 
[Recess.] 

Mr.  Ensign.  I  call  the  Subcommittee  back  to  order. 

Our  next  panel  will  be  Philip  Cryer,  president-elect,  American 
Diabetes  Association;  and  Doris  Derelian,  president,  American  Die- 
tetic Association. 

Mr.  Cryer,  we  will  start  with  you. 

STATEMENT  OF  PHILIP  E.  CRYER,  M.D.,  PRESIDENT-ELECT, 
AMERICAN  DIABETES  ASSOCIATION 

Dr.  Cryer.  Thank  you,  Mr.  Chairman  and  Members  of  the  Sub- 
committee, I  am  Philip  Cryer  and  I  teach  and  do  diabetes-related 
research  at  Washington  University  in  St.  Louis,  and  I  am  here 
today  in  my  role  as  president-elect  of  the  American  Diabetes  Asso- 
ciation. 

Diabetes  is  a  truly  devastating  disease  among  older  Americans. 
Because  the  prevalence  of  diabetes  increases  with  age,  approxi- 
mately one-half  of  the  14  million  Americans  with  the  disease  are 
over  55.  And  19  percent  of  the  Medicare  population  has  diabetes 
but  approximately  27  percent  of  the  Medicare  budget,  a  staggering 
$28.6  billion  in  1992,  is  spent  on  the  treatment  of  diabetes,  particu- 
larly its  long-term  complications  including  heart  attacks,  strokes, 
gangrene  of  the  legs,  blindness,  and  kidney  failure. 

Clearly,  if  the  prevalance  of  diabetes  and  its  complications  can 
be  reduced,  substantial  cost  savings  to  Medicare  can  be  realized. 

Medicare  does  not  adequately  cover  diabetes  self-management 
training  which  according  to  the  Bush  administration's  report, 
"Health  Goals  2000,"  is  so  widely  accepted  as  standard  that  deny- 
ing it  would  be  unethical. 

The  fact  is  that  as  diabetes  progresses  over  time  its  management 
becomes  progressively  more  dependent  upon  the  patient.  I  know  of 
no  other  chronic  disease  in  which  the  person  who  suffers  from  the 
disease  must  become  so  responsible  for  its  management.  Effective 
management  requires  the  patient  to  control  his  or  her  diet,  exercise 
regularly,  if  possible,  and  measure  his  or  her  own  blood  sugar  level 
several  times  a  day,  and  often  inject  insulin  in  doses  based  on 
those  measurements. 

Thorough  self-management  training  empowers  the  patient  to  be- 
come expert  in  the  management  of  his  or  her  diabetes.  It  is  really 
the  informed  person  with  diabetes  who  successfully  manages  the 
disease. 

It  is  unfair  that  Medicare  covers  self-management  training  only 
in  hospitals  and  selected  rural  health  clinics.  The  overwhelming 
majority  of  people  with  diabetes  only  visit  these  providers  when  se- 
riously ill. 

My  written  testimony  documents  how  providing  self-management 
training  in  quality  outpatient  settings  can  help  Medicare  reduce 
costs  substantially.  Legislation  introduced  in  Congress  to  require 
Medicare  coverage  of  this  necessary  training,  H.R.  1073,  currently 
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has  over  100  cosponsors  including  4  Members  of  this  Subcommit- 
tee. We  encourage  all  Members  of  the  Subcommittee  and  the  Full 
Committee  to  cosponsor  this  important  legislation. 

Medicare  also  fails  to  provide  coverage  for  almost  all  of  the 
drugs,  supplies,  and  equipment  a  person  with  diabetes  needs  to 
stay  healthy.  There  is  no  coverage  for  oral  medications,  insulins, 
syringes,  insulin  pumps  or,  except  for  those  using  insulin,  blood 
glucose  meters  and  test  strips. 

These  are  essential  for  people  with  diabetes  to  avoid  the  costly 
and  deadly  complications  of  the  disease.  If  unable  to  afford  them, 
a  person  with  diabetes  is  likely  to  be  a  frequent  visitor  to  the  most 
expensive  health  facility  of  all — their  local  hospital  emergency 
room. 

Indeed,  Medicare  discriminates  against  people  with  diabetes  and 
increases  costs  by  focusing  on  acute,  rather  than  preventive  care. 
The  Speaker  of  the  House  has  emphasized  the  importance  of  pro- 
viding diabetes  self-management  training  and  preventive  care.  Last 
year,  on  Good  Morning  America,  Speaker  Gingrich  noted. 

We  do  not  today  pay  for  training  you  as  a  diabetic  how  to  take  care  of  yourself 
We  will  pay  to  put  you  in  the  hospital  and  to  amputate  your  leg  when  you  fail  to 
take  care  of  yourself,  but  literally  the  government  bias  today  is  to  not  pay  for  the 
preventive  and  educational  experience  that  will  lower  your  costs. 

How  much  could  we  save  from  the  billions  spent  on  diabetes  each 
year  by  Medicare?  Again,  quoting  Speaker  Gingrich  in  a  speech  to 
the  Seniors  Coalition  last  April, 

I  had  a  doctor  approach  me  1  year  ago  who  is  a  specialist  in  diabetes  who  believes 
we  can  save  $10  billion  per  year  in  diabetes  alone,  just  by  having  more  preventive 
care  so  people  take  care  of  themselves  so  they  do  not  go  blind,  they  do  not  have 
their  legs  amputated,  they  do  not  end  up  on  disability. 

We  agree  with  the  Speaker  wholeheartedly,  by  providing  com- 
prehensive coverage  for  the  critically  needed  tfiabetes  training, 
drugs,  supplies,  and  equipment  we  may  be  able  to  save  as  much 
as  $10  billion  each  year  in  Medicare  spending. 

As  you  look  for  ways  to  save  money,  it  is  important  to  note  that 
the  effort  to  move  the  Medicaire  population  toward  managed  care 
has  serious  implications  for  Medicare  recipients  with  diabetes.  The 
managed  care  community  has  been  slow  to  empower  people  with 
diabetes.  New  studies  cited  in  my  written  testimony  documents 
substandard  care  being  received  by  people  with  diabetes  in  one  of 
California's  largest  HMOs.  It  is  critical  that  any  move  to  enroll 
Medicare  recipients  into  a  managed  care  environment  ensures  com- 
prehensive provision  of  self-management  training,  supplies,  and 
care  along  with  the  requirement  for  regular  analysis  of  the  care 
people  with  diabetes  receive. 

Finally,  it  is  critical  that  by  ensuring  all  people  with  diabetes 
have  access  to  comprehensive  coverage  you  can  help  Medicare 
avoid  paying  the  extensive  costs  associated  with  the  full-blown 
complications  later  in  life. 
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Mr.  Chairman,  we  have  presented  substantial  evidence  from  nu- 
merous studies  which  show  that  we  can  improve  diabetes  care  and 
save  Medicare  billions  of  dollars  in  the  process.  The  American  Dia- 
betes Association  is  committed  to  helping  you  attain  this  important 
goal. 

Thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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TESTIMONY  OF  PHILIP  E  CRYER,  M.D. 
AMERICAN  DIABETES  ASSOCIATION 

Chainnan  Thomas,  Ranking  Member  Stark,  and  members  of  the  subcommittee,  I  am  Philip 
Cryer,  MD,  President-elect  of  the  American  Diabetes  Association.  I  appreciate  the  opportimity 
to  testify  before  you  today  on  the  American  Diabetes  Association's  recommendations  for 
Medicare  reform.  You  have  an  extremely  difficult  task  before  you,  but  I  am  confident  that  we 
can  provide  constructive  ideas  for  your  efforts. 

Before  I  begin  my  formal  presentation,  I  would  like  to  relate  a  quote  of  House  Speaker  Newt 
Gingrich.  On  July  27,  1994,  as  Minority  Whip,  Mr.  Gingrich  stated  on  Good  Morning 
America  that 

[W]e  don't  today  pay  for  training  you,  as  a  diabetic,  how  to  take  care  of  yourself.  We 
will  pay  to  put  you  in  the  hospital  [and  to]  amputate  your  leg  when  you  fail  to  take  care 
of  yourself.  But  literally,  the  government  bias  today  is  to  not  pay  for  the  preventive 
and  educational  experience  that  will  lower  your  costs.' 

The  American  Diabetes  Association  whole-heartedly  agrees  with  Speaker  Gingrich  in  this 
matter.  As  the  American  Diabetes  Association's  President-elect,  I  am  here  today  to  describe 
to  you  how  to  remove  that  "government  bias"  and  expand  coverage  of  diabetes-related  supplies 
and  education  while  simultaneously  saving  the  U.S.  Treasury  billions  of  dollars.  But  in  order 
to  understand  how  this  can  be  done,  it  is  important  to  have  a  general  understanding  of  the 
disease. 

Diabetes  is  a  disease  that  affects  the  body's  ability  to  convert  blood  sugar  into  energy.  There 
are  two  forms  of  diabetes,  type  I,  known  as  insulin-dependent  diabetes,  and  type  II,  known  as 
non-insulin  dependent  diabetes.  Type  I  is  what  the  public  usually  equates  with  diabetes.  This 
may  be  due  to  the  peculiarities  of  this  form  of  the  disease.  Type  I  usually  strikes  children  and 
young  adults  and  is  characterized  by  the  body's  inability  to  produce  insulin.  Since  the  body 
does  not  produce  insulin,  multiple  daily  injections  of  insulin  are  required  in  order  to  survive. 
Type  I  diabetes  develops  rapidly,  usually  over  the  span  of  several  weeks  and  has  severe  and 
recognizable  symptoms.  For  these  reasons,  nearly  everyone  with  type  I  diabetes  has  been 
diagnosed  with  the  disease.  Roughly  5%  of  the  nearly  14  million  people  with  diabetes  have 
type  I. 

Type  II  diabetes  is  the  far  more  prevalent  form  of  the  disease.  It  is  different  in  many  ways 
from  type  I.  For  example,  type  II  diabetes  usually  strikes  individuals  who  are  over  age  forty. 
While  most  individuals  with  type  II  are  able  to  produce  insulin,  their  body  is  not  able  to  use 
it  effectively.  While  insulin  injections  may  be  required  in  advanced  stages,  type  U  can  often 
be  regulated  through  modification  of  diet,  exercise  and  oral  drugs.  Type  II  diabetes  develops 
over  an  extended  period  of  time,  sometimes  a  span  of  many  years.  The  clearly  identifiable 
warning  signs  typified  by  type  I  diabetes  are  not  necessarily  associated  with  type  II.  Because 
of  this,  more  than  6  million  Americans  have  undiagnosed  type  II  diabetes,  and  are  usually 
diagnosed  through  one  of  the  resulting  complications  of  diabetes,  if  they  are  diagnosed  at  all. 

Despite  these  major  differences,  both  type  I  and  type  II  diabetes  can  be  effectively  managed 
by  the  afflicted  individual.  The  medical  research  which  led  to  the  development  of  insulin  in 
1921  has  enabled  millions  of  individuals  with  type  I  diabetes  to  live  long  and  productive  lives. 
Medical  research  has  also  resulted  in,  and  continues  to  result  in,  effective  treatment  regimens 
for  the  many  millions  of  Americans  with  type  II,  enabling  them  to  live  longer,  healthier  lives. 
But  one  of  the  central  paradoxes  of  diabetes  hinges  on  the  fact  that  because  one  can  live  for 
many  years  with  the  disease,  its  consequences  are  severely  under-appreciated  by  the  general 
public  and  health  care  professionals. 

One  of  the  commonalities  of  type  I  and  type  II  diabetes  is  that  both  are  characterized  by 
elevated  blood  sugar  levels.  These  elevated  blood  sugar  levels,  when  left  untreated  by  an 
outside  agent  such  as  insulin  or  oral  medication,  are  the  primary  cause  of  the  complications  of 
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diabetes.  Because  both  types  of  diabetes  obstruct  the  body's  ability  to  produce  or  use  insulin, 
which  converts  blood  sugar  into  energy,  nearly  all  individuals  with  diabetes  must  rely  on  an 
outside  mechanism  to  regulate  their  blood  sugar  levels. 

Elevated  blood  sugar  levels  are  found  in  all  people  with  diabetes,  particularly  in  those  who 
remain  undiagnosed  or  who  do  not  manage  their  condition  properly.  And  in  the  13  million 
Americans  with  type  II  diabetes,  elevated  blood  sugar  levels  can  be  sustained  for  extended 
periods  of  time,  with  an  insidiously  silent  effect  on  their  health.  This  is  a  reason  why  so  many 
millions  of  Americans  remain  undiagnosed.  These  elevated  blood  sugar  levels  cause 
substantial  long-term  damage  to  the  body's  blood  vessel  system.  Damage  to  this  network  of 
vessels,  in  turn,  causes  extensive  damage  to  many  of  the  body's  essential  organ  systems.  This 
damage  to  major  organ  systems  is  what  we  refer  to  when  we  talk  about  the  complications  of 
diabetes. 

The  complications  resulting  from  elevated  blood  sugar  levels  are  staggering.  Each  year  the 
complications  of  diabetes  result  in  the  deaths  of  more  than  160,000  Americans.  That  is 
equivalent  to  the  combined  populations  of  Olean,  New  York;  Wauconda,  Illinois;  Papillion, 
Nebraska;  Windsor  Locks,  Connecticut;  Bastrop,  Louisiana;  Lamont,  California;  Allen,  Texas; 
Union  City,  California;  Franklin,  Wisconsin;  and  Grambling,  Louisiana.^  And  because  diabetes 
is  a  disease  that  one  can  have  for  many  years,  the  effect  of  elevated  blood  sugar  levels  are 
devastating  in  the  individual  and  in  the  aggregate.  Many  hundreds  of  thousands  of  Americans 
suffer  from  these  complications  of  diabetes: 

Blindness  Elevated  blood  sugar  levels  cause  extensive  damage  to  the  tiny  blood  vessels  in 
the  human  eye.  Consequently,  diabetes  is  the  leading  cause  of  blindness  in  people  ages  25-74. 
The  Centers  for  Disease  Control  and  Prevention  estimate  that  approximately  27,000  people  go 
blind  each  year  because  of  diabetes.'  This  is  roughly  equivalent  to  the  combined  populations 
of  Corning  and  Olean,  New  York  * 

Amputations  ~  High  blood  sugar  levels  cause  extensive  damage  to  the  circulatory  system  in 
lower  body  extremities.  Consequently,  the  risk  of  a  leg  amputation  is  27.7  times  greater  for 
a  person  with  diabetes  than  the  general  U.S.  population.  Approximately  54,000  people  lose 
their  leg  or  foot  each  year  because  of  their  diabetes.^  This  is  roughly  equivalent  to  the 
population  of  Monroe,  Louisiana.^ 

Heart  disease  -  Above  average  blood  sugar  levels  cause  major  damage  to  the  blood  vessels 
of  the  human  heart.  Therefore,  people  with  diabetes  are  approximately  2  to  4  times  more 
likely  to  have  heart  disease  than  individuals  without  diabetes.  It  is  estimated  that  more  than 
77,000  people  die  each  year  from  heart  disease  caused  by  their  diabetes.'  This  is  roughly 
equivalent  to  the  population  of  Visalia,  California. ' 

Stroke  ~  Strokes  are  caused  by  ruptures  in  the  tiny  blood  vessels  of  the  brain.  These  vessels 
can  be  extensively  damaged  by  elevated  blood  sugar  levels.  Therefore,  people  with  diabetes 
are  5  times  more  likely  to  suffer  a  stroke  than  individuals  who  do  not  have  diabetes.  It  is 
estimated  that  nearly  11,000  people  die  each  year  from  stroke  caused  by  their  diabetes.'  This 
is  roughly  equivalent  to  the  population  of  Papillion,  Nebraska. 

Kidney  disease  -  Elevated  blood  sugar  levels  also  cause  damage  to  the  blood  vessels  of  the 
human  kidney.  Consequently,  each  year  diabetes  accounts  for  nearly  1/3  of  all  cases  of  kidney 
failure  requiring  a  transplant  or  dialysis.  Last  year,  nearly  13,000  people  initiated  treatment 
for  kidney  failure  because  of  their  diabetes."  This  is  roughly  equivalent  to  the  population  of 
Windsor  Locks,  Connecticut.^^ 
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THE  BURDEN  OF  DIABETES  AMONG  SENIOR  CITIZENS 

Diabetes  is  a  truly  devastating  disease  among  those  Americans  over  age  65.  Because  diabetes 
prevalence  increases  with  age,  approximately  50%  of  all  cases  of  the  disease  occur  in  people 
over  age  55.  By  ages  65-74,  nearly  17%  of  the  US  white  population,  25%  of  African 
Americans  and  33%  of  Hispanics  have  diabetes.  This  number  will  continue  to  increase  as 
the  population  growth  rate  of  African  Americans  and  Hispanics  outpaces  that  of  white 
Americans. 

However,  despite  the  fact  that  19%  of  the  Medicare  population  has  diabetes,  approximately 
27%  of  the  Medicare  budget  is  used  in  treating  diabetes  and  its  resultant  complications.  This 
represents  $28.6  billion  spent  each  year  by  Medicare  for  treatment  of  diabetes  among  those 
Americans  over  age  65.  It  is  clear  that  if  the  prevalence  of  diabetes  and  diabetes-related 
complications  can  be  reduced,  substantial  cost  savings  in  Medicare  can  be  realized. 

DIABETES  CONTROL  AND  COMPLICATIONS  TRIAL  (DCCT) 

Fortunately,  recent  medical  research  has  found  that  the  costly  complications  of  diabetes  can  be 
reduced  through  routine  medical  care.  The  Diabetes  Control  and  Complications  Trial  (DCCT), 
a  clinical  trial  funded  by  the  National  Institutes  of  Health,  was  a  landmark  examination  of 
diabetes-related  complications. 

The  ten-year  study,  the  results  of  .which  were  published  in  the  New  England  Journal  of 
Medicine  sought  to  demonstrate  that  keeping  one's  blood  glucose  levels  as  close  to  normal  as 
possible  prevented  the  onset  of  diabetes-related  complications.  The  results  of  this  study  were 
better  than  almost  anyone  had  imagined.  This  intensive  treatment  strategy,  better  known  as 
"tight  control,"  was  found  to  reduce  kidney  disease  by  56%,  blindness  by  60%  and 
microvascular  ner\'e  disease,  a  leading  cause  of  lower-extremity  amputation,  by  61%."  The 
DCCT  proved  conclusively  that  through  close  blood  glucose  monitoring,  tight  control  of  blood 
glucose  levels  can  greatly  reduce  diabetes-related  complications  and  decrease  the  cost  of  care. 
The  results  of  the  DCCT  have  tremendous  implications  not  only  for  Medicare,  but  for  the 
entire  U.S.  health  care  system  and  all  Americans  with  diabetes.  Diabetes  is  responsible  for  1 
in  every  7  health  care  dollars  spent,  consuming  over  $100  billion  annually. If  applied 
universally  among  all  Americans  with  diabetes,  the  results  of  the  DCCT  imply  that  tens  of 
billions  of  dollars  could  be  saved  every  year  through  normalization  of  blood  glucose  levels. 

DIABETES  SELF-MANAGEMENT  TRAINING 

It  is  a  widely  accepted  standard  of  medical  care  that  people  with  diabetes  must  have  diabetes 
self-management  training  on  an  on-going,  as-needed  basis.  According  to  the  American 
Diabetes  Association's  Standards  of  Medical  Care,  the  authoritative  reference  guide  on  the 
treatment  and  care  of  people  with  diabetes 

[C]ontinuing  patient  education  for  self-management  is  an  integral  component  of 
diabetes  treatment.  This  is  particularly  so  for  diabetes;  successful  management 
of  diabetes  is  greatly  dependent  on  the  patient's  own  efforts.  Therefore,  all 
people  with  diabetes  must  have  access  to  affordable  patient  education  services. 

And  according  to  Healthy  People  2000,  the  national  health  promotion  and  disease  prevention 
report  prepared  under  the  direction  of  the  Bush  Administration 

Patient  education  is  generally  considered  an  mtegral  aspect  of  patient 
management  and  a  mainstay  of  patient  self-care.  It  is  so  widely  accepted  as 
standard  diabetes  management  that  a  rigorous  study  design  that  denies  education 
to  a  control  group  would  be  unethical.'* 
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However,  despite  the  overwhelming  recognition  of  the  necessity  of  diabetes  education, 
Medicare  does  not  cmrently  reimburse  for  the  outpatient  training  people  with  diabetes  must 
receive  in  order  to  control  their  disease.  Unless  the  training  is  received  during  an  inpatient 
hospital  stay,  a  hospital  outpatient  visit  or  in  selected  rural  settings,  a  person  with  diabetes  who 
relies  on  Medicare  cannot  receive  diabetes  self-management  training.  The  result  of  this  short- 
sighted policy  is  that  millions  of  people  with  diabetes  are  denied  access  to  the  education  they 
need  to  stay  healthy  and  avoid  diabetes  complications. 

Given  the  Medicare  restrictions  on  training,  it  is  estimated  that  very  few  people  with  diabetes 
who  rely  on  Medicare  as  their  health  insurance  have  received  the  education  necessary  to  care 
for  their  disease.  In  fact,  a  recent  study  found  that  just  35%  of  all  people  with  all  types  of 
diabetes  have  actually  attended  a  diabetes  management  program.  These  statistics  have  grave 
implications  not  only  for  Medicare,  but  for  the  U.S.  health  care  system  in  general. " 

Studies  conclusively  prove  that  providing  coverage  for  diabetes  self-management  training  not 
only  keeps  people  healthy,  it  saves  money  by  helping  people  with  diabetes  avoid  complications 
and  hospitalizations.  For  example: 

State  of  Maine  -  The  State  of  Maine  and  the  CDC  sponsored  a  diabetes  self-management 
training  program  in  30  hospitals  and  health  centers,  following  1,488  patients  over  3  years. 
Result:  A  32%  reduction  in  hospital  admissions  with  a  savings  of  $293  per  participant,  or  $3 
saved  for  every  $1  spent  on  diabetes  self-management  training.^" 

Los  Angeles,  California  ~  As  reported  in  the  New  England  Journal  of  Medicine,  an  integrated 
system  of  diabetes  self-management  training  and  care  resulted  in  a  73%  reduction  in 
hospitalization  and  78%  reduction  in  average  length  of  stay  for  6,000  people  with  diabetes. 
Result:  An  estimated  savings  of  $2,319  per  patient  each  year.^' 

Atlanta,  Georgia  ~  An  intensive  diabetes  self-management  training  and  care  program  was 
implemented  in  a  county  hospital  setting.  The  study  included  12,950  individuals  with  diabetes, 
of  which  10,500  were  treated,  evaluated  and  followed  up.  Result:  Severe  ketoacidosis  was 
reduced  by  65%  and  lower  extremity  amputations  were  reduced  by  49%.  Savings  were 
estimated  to  be  $437,500  per  year." 

According  to  Diabetes  Outpatient  Education:  The  Evidence  of  Cost  Savings,  published  jointly 
by  the  American  Association  of  Diabetes  Educators,  American  Diabetes  Association,  American 
Dietetic  Association,  Centers  for  Disease  Control  and  the  National  Diabetes  Advisory  Board, 

[L]ack  of  reimbursement  is  probably  the  most  significant  impediment  to  the 
development  of  diabetes  outpatient  education  programs.  It  is  simpler  to  receive 
reimbursement  for  inpatient  care  and  bury  the  costs  of  education;  but  it  is  far 
more  expensive  and  far  less  effective." 

The  American  Diabetes  Association  has  worked  for  years  to  alter  the  current  government  bias 
inherent  in  Medicare's  refusal  to  provide  coverage  for  diabetes  self-management  training. 
Earlier  this  year.  Representative  Elizabeth  Furse  introduced  H.R.  1073,  the  Medicare  Diabetes 
Outpatient  Self-Management  Training  Act  of  1995.  This  legislation  would  require  Medicare 
to  reimburse  for  diabetes  self-management  training  provided  in  a  quality  outpatient  care  setting. 
The  American  Diabetes  Association  is  pleased  to  note  that  several  members  of  this 
subcommittee  are  among  the  98  cosponsors  of  this  legislation,  including  Representatives  Nancy 
Johnson,  Jim  McDermott,  Ben  Cardin,  and  John  Lewis.  We  thank  them  for  supporting  this 
important  legislation  and  strongly  encourage  all  members  of  the  subcommittee,  as  well  as  the 
full  committee,  to  cosponsor  this  important  legislation. 

One  of  the  most  important  elements  for  the  Medicare  type  11  population,  provided  for  under 
H.R.  1073,  will  be  access  to  nutrition  therapy.  Nutrition  therapy  will  empower  people  with 
diabetes  on  Medicare  to  monitor  what  they  eat  and  understand  how  their  diet  impacts  their 
diabetes.  According  to  the  American  Diabetes  Association's  Standards  of  Medical  Care, 
nutrition  therapy  is  a  vital  component  for  the  care  of  diabetes." 
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If  enacted  into  law,  H.R.  1073  will  save  Medicare  billions  of  dollars  annually  from  the 
avoidance  of  costly  complications  and  hospitalizations.  However,  despite  the  importance  of 
providing  coverage  for  diabetes  self-management  training,  it  will  not  be  fully  effective  unless 
it  is  coupled  vdth  other  structural  changes  for  people  vnth  diabetes  in  the  Medicare  program. 
As  with  expanding  coverage  for  education,  these  changes  will  also  save  Medicare  billions. 

COVERAGE  FOR  PRESCRIPTION  DRUGS  &  INSULIN,  SYRINGES,  SUPPLIES, 
EQUIPMENT,  AND  RELATED  PREVENTION  SERVICES 

The  regulation  of  blood  glucose  monitoring  is  a  complicated  process.  In  order  for  people  with 
diabetes  to  be  healthy,  it  is  vital  to  teach  them  how  to  care  for  themselves,  as  the  self- 
management  training  bill  would  help  achieve.  However,  it  is  also  of  vital  importance  to 
provide  people  with  diabetes  a  means  to  purchase  the  tools  necessary  to  control  their  disease. 
This  needs  to  occur  through  comprehensive  coverage  of  prescription  drugs  and  insulin, 
syringes,  supplies  and  equipment. 

Currently,  Medicare  reimburses  only  for  blood-glucose  monitoring  strips  and  meters  for  those 
individuals  using  insulin  to  manage  their  disease.  Medicare  does  not  cover  insulin,  syringes, 
insulin  pumps,  oral  agents,  blood  glucose  meters  or  blood  glucose  testing  strips  (for  those  not 
using  insulin)  and  other  necessary  supplies.  These  items,  however,  are  necessary  for  people 
with  diabetes  to  stay  healthy  and  avoid  complications.  By  providing  comprehensive  coverage 
of  these  supplies.  Medicare  will  save  billions  of  dollars. 

The  current  government  bias  in  supply  coverage  results  in  a  situation  where  people  are  not  able 
to  take  appropriate  care  of  themselves.  This  leads  to  individuals  with  diabetes  seeking  care  in 
the  most  expensive  and  overutilized  location  of  all,  the  hospital  emergency  room.  A  recent 
study  conducted  in  a  major  urban  hospital  found  that  43%  of  patients  with  diabetes  were 
hospitalized  with  diabetic  ketoacidosis,  a  life-threatening  condition  caused  by  excessively  high 
blood  glucose  levels,  because  the  patients  could  not  afford  insulin.  The  study  also  found  that 
over  95%  of  the  hospitalized  patients  with  diabetes  were  admitted  through  the  emergency 
room."  Although  this  study  focused  on  people  of  all  ages  with  diabetes,  the  ramifications  for 
the  Medicare  system  are  quite  clear:  inappropriate  coverage  for  diabetes-related  supplies  and 
services  results  in  increased  hospitalizations,  physician  utilization  and  expenditures. 

A  comprehensive  care  package  for  people  with  diabetes  will  also  save  Medicare  money  by 
keeping  people  out  of  the  hospital.  For  example,  under  current  reimbursement  guidelines. 
Medicare  will  reimburse  100%  of  the  costs  associated  with  the  dialysis  required  for  kidney 
failure.  As  noted  earlier,  diabetes  accounts  for  nearly  1/3  of  all  cases  of  kidney  failure 
requiring  a  transplant  or  dialysis.  Last  year  nearly  13,000  people  initiated  treatment  for  kidney 
failure  because  of  their  diabetes.  This  treatment  averages  $38,000  per  participant,  per  year. 
However,  if  Medicare  covered  the  necessary  prescription,  medical  and  dietary  interventions, 
at  an  estimated  annual  cost  of  roughly  $1,200,  most  of  these  dialysis  interventions  could  be 
prevented.^* 

Preventing  blindness  caused  by  diabetes  provides  another  example  of  how  a  comprehensive 
care  package  will  save  taxpayers'  money.  Diabetes  is  the  leading  cause  of  new  cases  of 
blindess  in  working  age  adults.  Yet,  it  is  estimated  that  40%  of  people  with  type  II  diabetes 
are  not  receiving  appropriate  eye  care  for  the  treatment  of  diabetic  retinopathy.  Researchers 
conclude  that  the  application  of  quality  standards  for  screenings  of  diabetic  eye  disease  among 
people  with  diabetes  would  result  in  a  net  savings  of  $472.1  million  a  year,  even  if  all  costs 
are  borne  directly  by  the  federal  government." 
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Clearly,  expanding  Medicare  coverage  for  prescription  drugs  &  insulin,  syringes,  supplies, 
equipment  and  related  prevention  services  can  save  Medicare  many  billions  of  dollars  Even 
Speaker  Gingrich  has  acknowledged  this  fact  during  a  speech  to  the  Seniors  Coalition  on  April 


I  had  a  doctor  approach  me  a  year  ago  who's  a  specialist  in  diabetes  who 
believes  we  can  save  $10  billion  [per  year]  in  diabetes  alone  just  by  having 
more  preventive  care  so  people  take  care  of  themselves,  so  they  don't  go  blind, 
they  don't  have  their  legs  amputated,  they  don't  end  up  on  disability.  That  is 
not  a  cut.  That  is  a  genuine  improvement.^* 

QUALITY  CARE  FROM  A  DIABETES  CARE  TEAM 

The  role  of  a  diabetes  care  team  in  the  treatment  of  4  patient's  diabetes  is  another  vital 
component  of  diabetes  care  and  cannot  be  over-emphasized.  A  patient's  diabetes  care  can  only 
be  monitored  effectively  through  the  use  of  a  well-educated  diabetes  team. 

A  person  with  diabetes  must  be  acutely  aware  of  many  complications,  including  heart  attack, 
stroke,  kidney  failure,  amputations  and  blindness.  By  utilizing  a  diabetes  care  team, 
adjustments  can  be  made  in  the  individual's  regimen  which  can  prevent  the  long-term 
consequences  of  poor  diabetes  control.  Only  through  the  use  of  a  team  approach  (which 
includes  consultations  with  a  nurse  educator,  dietitian,  endocrinologist,  and  other  specialists  as 
needed)  can  a  patient's  medical  history  be  analyzed,  necessary  tests  be  conducted  and 
appropriately  analyzed,  and  a  diabetes  management  plan  be  established  and  adjusted. 

Claresa  Levetan,  MD,  a  diabetes  expert  at  the  Washington  Hospital  Center,  recently  analyzed 
the  effectiveness  of  providing  a  diabetes  care  team  approach  in  the  treatment  of  hospitalized 
patients  with  diabetes.  Published  in  the  July  1995  edition  of  the  American  Journal  of 
Medicine,  Levetan' s  study  compared  the  length  of  hospitalization  between  patients  who 
received  care  from  a  diabetes  care  team  and  those  patients  who  received  care  solely  by  a 
general  internist.  The  results  of  the  study  were  astounding:  those  patients  with  diabetes  that 
utilized  the  health  care  team  approach  reduced  their  hospital  stay  by  56%  or  5  days." 
Considering  that  1.6  million  diabetes-related  hospitalizations  occur  each  year  among  those 
individuals  over  age  65,  a  diabetes  care  team  approach  translates  into  billions  of  dollars  in 
potential  cost  savings.^" 

MANAGED  CARE 

Managed  care  is  here  to  stay  for  the  treatment  of  disease.  A  managed  care  environment  has 
the  as-yet  unfulfilled  potential  to  provide  an  opportunity  for  the  empowerment  of  all  people 
with  diabetes  to  care  for  themselves. 

The  managed  care  industry  should  be  acutely  aware  of  the  need  to  manage  diabetes  more 
aggressively.  In  its  March  1995  issue,  The  Genesis  Report/MCx  Managed  Care  Strategic 
Briefing,  a  managed  care  journal,  reported  the  need  for  HMOs  to  begin  to  control  the  costs  of 
diabetes  by  reducing  the  risks  of  complications.  Upon  completion  of  an  in-depth  analysis  of 
the  DCCT,  the  journal  concluded  that  in  order  to  reduce  the  costs  associated  with  diabetes- 
related  complications  it  is  time  to  "radically  redefine"  the  approach  to  diabetes  treatment  by 
applying  a  "detailed  management  plan"  to  the  disease.  The  report  says  a  new  technique  known 
as  "disease  management  may  be  the  ideal  approach  to  treat  diabetes.  Treating  diabetes  is 
expensive.  The  risk  of  complications  are  extensive  [but]  diabetes  can  be  controlled  which 
reduces  both  cost  and  complications."^' 

Despite  this  realization,  the  managed  care  community  has  been  slow  to  empower  people  with 
diabetes. 

A  recent  study  investigating  diabetes  care  in  a  managed  care  setting  shows  that  intensive 
diabetes  management  has  so  far  failed  to  take  hold.  This  analysis  of  hundreds  of  charts  for 
patients  with  diabetes  among  one  of  the  largest  HMOs  in  California  suggest  that  the  patients 
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in  this  particular  HSiO  are  recei\ing  grossly  substandard  care,  .'\mong  the  most  disturbing 
dements  of  this  study  were  the  discoveries  that  only  8%  of  people  with  diabetes  attended  a 
sdf-fflanagenent  training  class,  only  5%  were  referred  to  an  endocrinologist,  and  only  10% 
wae  directed  to  a  dietitiaiL 

When  analyzing  the  procedures  performed  even  more  startling  trends  emerge.  Of  the  people 
with  diabetes  included  in  the  study,  96%  did  not  receive  a  primary-  care  eye  exam,  56%  of  the 
patients  did  not  have  the  necessar>-  blood  work  performed,  78%  were  not  referred  to  an 
ophthalmologist,  94%  did  not  receive  a  foot  exam,  and  71%  did  not  have  their  cholesterol 
measured.  It  is  noteworthy  that  the  average  age  of  the  patient  in  this  surv  ey  was  52,  just  13 
years  shy  of  Medicare  eligibilitj-.-'* 

It  is  critically  unportant  that  health  maintenance  organizations  that  serv  e  people  with  diabetes 
guarantee  a  level  of  care  at  least  comparable  to  the  American  Diabetes  Association  Standards 
of  Medical  Care.  Because  of  the  long-term  development  of  t>-pe  II  diabetes  and  the  fact  that 
diabetes  pre\"alence  increases  with  age,  the  federal  government  has  a  vested  interest  in  ensuring 
that  people  with  diabetes  enrolled  in  health  maintenance  organizations  rec€i^■e  proper  care, 
without  the  necessary  and  appropriate  care,  people  with  diabetes  will  enter  into  the  Medicare 
s>  stem  just  as  the  long-term  compUcations  of  the  disease  begin  to  emerge.  By  ensuring  that 
iKalth  maintenance  organizations  pro\ide  comprehensive  care,  Congress  can  help  Medicare 
avoid  having  to  pay  the  extensive  costs  associated  with  compUcations, 

GEXERAL  POPULATION 

It  is  important  to  recognize  that  e\  er>-  improvement  we  recommend  for  the  Medicare  program 
can  be  incorporated  into  reform  of  the  private  insurance  and  Medicaid  populations.  For  all  the 
same  reasons  which  apply  to  Medicare,  the  federal  government  has  a  vested  interest  in  ensuring 
that  all  people  with  diabetes  have  access  to  the  supphes  and  services  they  need  to  stay  healthy 
and  avoid  costly  complications  and  hospitalizations.  While  the  American  Diabetes  Association 
understands  that  this  subcommittee  can  only  address  Medicare  Part  A  dining  this  hearing,  it 
is  important  to  recognize  the  potential  cost  sa\ings  to  the  federal  treasmy  if  aU  people  with 
diabetes  received  the  treatments  necessary-  to  effectively  manage  their  disease. 

In  ^^Isconsin,  a  study  of  the  insurance  benefits  provided  to  indi^vidtials  in  accordance  with  state 
law  resulted  in  some  remarkable  conclusions.  The  OfBce  of  the  Commissioner  of  Insurance 
studied  the  costs  of  a  standard  benefits  package  for  diabetes  care  similar  to  what  we  are  are 
recommending  today.  The  insurance  commissioner  found  that  directing  the  private  insurance 
communit>-  to  offer  a  comprehensi\e  diabetes  benefit  did  not  increase  claims  filed,  did  not 
increase  disbursements  by  the  insurer,  did  not  increase  costs  wten  compared  to  other  benefits 
and  did  not  increase  premitims.^-^  These  conclusions  are  critical  for  you  to  consider  when 
contemplating  broad  based  insurance  reforms  for  the  private  sector. 

CONCLUSION 

Mr.  Chairman  and  members  of  the  Subcommittee,  the  task  of  reforming  the  Medicare  program 
is  daunting.  However,  wiien  it  comes  to  diabetes,  there  is  a  w■a^  to  sa\e  the  s>stem  money 
wiiile  simultaneously  expanding  coverage  and  impro-ving  health.  Because  of  the  results  of  the 
DCCT  and  the  many  other  studies  in  the  field,  we  know  this  can  be  accomplished  by  providing 
comprehensive  coverage  of  diabetes  outpatient  seif-management  training,  supplies  and 
prescription  coverage  and  guaranteed  care  by  a  diabetes  team.  As  Speaker  Gingrich  has  noted. 
This  approach  could  save  SIO  biUion  each  year  for  the  Medicare  program  alone. 

Congress  has  a  golden  opportunity-  to  dramatically  improve  the  lives  of  the  millions  of 
Americans  with  diabetes  wiio  rely  on  Medicare  for  their  health  insxirance.  The  .American 
Diabetes  Association  wants  to  assist  in  this  effort  and  looks  forward  to  working  with  you.  I 
wiU  be  pleased  to  answer  any  questions  you  may  have  at  this  time. 
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Mr.  Ensign.  Thank  you,  Dr.  Cryer. 
Ms.  Derelian. 

STATEMENT  OF  DORIS  DERELIAN,  PH.D.,  PRESIDENT, 
AMERICAN  DIETETIC  ASSOCIATION 

Ms.  Derelian.  Thank  you,  Mr.  Chairman. 

Good  afternoon,  it  is  nice  to  be  here.  I  am  Doris  DereUan,  I  am 
president  of  the  American  Dietetic  Association,  the  world's  largest 
organization  of  food  and  nutrition  professionals  in  the  country. 

We  recognize  what  it  takes  to  modify  and  reform  the  Medicare 
as  you  are  confronting  it  on  a  daily  basis  here,  and  in  a  broader 
perspective.  Dietitians  have  a  concern  that  this  reform  gives  us  an 
opportunity  to  truly  rethink  the  way  that  we  pay  for  medical  nutri- 
tion therapy.  No  matter  what  the  disease  you  have  heard  about 
here,  whether  it  is  cancer  or  diabetes  or  heart  disease,  things  that 
you  have  heard  about  in  the  last,  even  few  minutes,  all  of  those 
diseases  have  an  underlying  nutritional  element  or  component  to 
them. 

Unfortunately,  when  Medicare  was  established  30  years  ago,  our 
understanding  of  the  intervention  of  medical  nutrition  therapy  was 
very  limited.  We  had  limited  outcome  data,  we  had  limited  knowl- 
edge about  the  interaction  of  cellular  functioning  in  disease  related 
to  nutritional  status.  So  what  happened  was  we  considered  room 
and  board,  that  is  those  payments  for  inpatient  services  to  include 
the  delivery  of  food  to  the  patient's  room  and  that  is  covered  under 
whatever  is  reasonable  and  usual  in  inpatient  services. 

What  has  happened,  however,  in  30  years,  is  that  we  have  recog- 
nized that  intervention,  medical  treatment  for  patients  with  chron- 
ic and  acute  illness,  requires  and  needs  nutrition  intervention.  To 
do  that  we  need  to  modify  the  system  to  include  specific  recognition 
of  that  part  of  treatment. 

Let  me  give  you  an  example.  We  have  two  women,  Mrs.  Jones 
and  Mrs.  Adams.  They  are  both  75,  they  both  live  alone,  they  both 
break  their  hips.  Both  of  them  are  going  to  go  to  the  hospital,  there 
is  no  question  that  they  are  going  to  go  to  the  hospital  for  treat- 
ment. And  that  hip  fracture  is  going  to  be  taken  care  of  and  they 
are  going  to  be  delivered  back  to  their  homes  after  that  acute  stage 
is  over. 

Any  disease  that  requires  bed  rest  and  significant  time  in  bed, 
both  as  an  inpatient  and  at  home,  is  going  to  create  something  that 
we  call  pressure  ulcers  or  they  are  better  known  as  bed  sores.  A 
bed  sore  is  a  very  expensive  illness  to  treat  and  Medicare  pays, 
once  that  bed  sore  has  been  acquired  by  the  patient,  pays  for  all 
of  it. 

And  a  bed  sore,  I  am  not  sure  if  you  realize,  is  an  illness  that 
results  from  very  deep,  very  profound  injury  to  soft  tissue.  The  dif- 
ference between  Mrs.  Jones,  who  does  not  eat  regularly,  who  does 
not  have  access  to  food  or  if  she  does  she  is  not  preparing  it — after 
all  she  has  a  broken  hip  and  has  probably  been  relatively  infirm 
leading  up  to  it — she  is  at  great  risk  for  the  full  complications  of 
that  bed  sore. 

In  fact,  there  is  a  good  chance  that  she  is  going  to  be  rehospital- 
ized,  she  is  going  to  require  the  intensive  Medicare  payment  for  the 
treatment  of  that  bed  sore. 
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Mrs.  Adams,  on  the  other  hand,  could  have  access  to  reimbursed 
;  meals,  parenteral  or  enteral  feeding,  which  of  course  now  is  not 
covered.  If  the  underlying  tissue,  the  underlying  muscle  that  is 
being  stressed  by  the  illness  and  bed  rest,  is  healthy  then  we  can 
prevent  or  in  fact  cause  a  much  more  limited  bed  sore.  In  fact,  the 
estimate  is  that  we  would  save  between  $10,000  and  $12,000  per 
-  pressure  ulcer  treatment  if  we  simply,  on  the  front  end,  provided 
;  medical  nutrition  therapy  for  these  patients. 

i  We  are  not  the  only  ones  to  have  recognized  this.  In  the  guide- 
lines that  you  heard  about  from  the  Health  Care  Policy  Research 
Group  they,  in  their  guidelines,  have  included  for  pressure  ulcers 

'  intervention  in  nutrition. 

So  even  thought  it  is  in  the  guidelines,  it  is  still  not  recognized 

|i  for  coverage. 

!     There  is  some  suggestion  that  just  from  broken  hips  alone  that 
the  pressure  ulcer  paycheck  at  the  end  of  the  year  is  about  $84  mil- 
^  lion.  Just  that  one  item  would  be  a  substantial  reduction  if  we  paid 
'  attention  to  the  way  that  nutrition  intervenes  in  this  problem.  And 
that  might  be  on  the  short  term.  We  have  medium  term  gains 
j  when  we  are  looking  at  reimbursement  for  medical  nutrition  ther- 
j  apy  in  the  treatment  of  diabetes  to  get  blood  glucose  levels  to  nor- 
:  mal  so  that  patients  do  not  have  these  highly  expensive  episodes. 
'     And,  over  the  long  term,  savings  can  be  realized  in  reimbursing 
and  paying  for  cholesterol  reduction  treatment  as  intervention. 

I  guess  what  I  am  trying  to  say  is  that  nutrition  therapy  is  not 
high-tech.  It  is  specialized,  it  requires  an  expertise  but  it  is  not 
I  high-tech  so  it  has  not  received,  we  think,  the  attention  in  the  total 
[  set  of  modalities  that  could  contribute  to  success  in  treating  the  pa- 
ji  tient  and  in  saving  health  care  dollars. 
^  *     We  recognize  that  reform  is  the  movement,  and  we  think  we 
"  ,  have  a  good  chance  of  having  you  look  at  a  real  reform  in  this  area. 
.  I     Thank  you,  very  much. 
'     [The  prepared  statement  follows:] 

1 

%  I 
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Id 

iJ  ^ 
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Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee,  i  am  Doris  Derelian,  PhD,  MS,  RD, 
President  of  The  American  Dietetic  Association. 

The  American  Dietetic  Association  (ADA)  is  the  world's  largest  organization  of  food  and  nutrition 
professionals  with  66,500  members  who  serve  the  public  through  the  promotion  of  optimal  nutrition, 
health  and  well-being.  Over  80  percent  of  all  registered  dietitians  work  in  health  care  delivery, 
including  hospitals  and  HMOs,  long-term  care  facilities,  and  clinics  and  physicians'  offices.  ADA 
appreciates  the  opportunity  to  share  its  views  with  the  Subcommittee  on  ways  to  reform  the  Medicare 
program  to  achieve  cost  savings  that  enable  Congress  to  meet  budget  resolution  targets. 

Dietetics  professionals  appreciate  the  monumental  task  that  Congress  faces  in  reforming  the  Medicare 
program.  Finding  creative  ways  to  cut  costs  while  providing  good  health  care  is  a  daunting  challenge. 
Dietitians  believe  that  attention  to  services  that  reduce  long-term  medical  costs  is  essential  in  meeting 
this  challenge.  One  such  service  is  medical  nutrition  therapy,  which,  according  to  ADA's  internal 
analysis  of  case  studies,  has  been  shown  to  save  an  avenge  of  over  $8,000  per  case.  When  medical 
nutrition  therapy  is  applied  to  the  disease  or  condition,  it  saves  money  by  reducing  the  length  of 
hospital  stay,  decreasing  complications,  decreasing  the  need  for  costly  medication,  and  lessening  the 
need  for  high  technology  treatment. 

Medical  nutrition  therapy  is  defined  as  the  assessment  of  patient  nutritional  status  followed  by 
appropriate  therapy,  ranging  from  diet  modification  to  administration  of  specialized  therapies  such  as 
intravenous  or  tube  feedings.  It  is  a  medically  necessary  and  cost-effective  way  of  treating  and 
controlling  many  diseases  and  medical  conditions,  including  AIDS,  cancer,  kidney  disease,  diabetes, 
severe  bums,  pediatric  failure  to  thrive  and  surgical  wounds.  Medical  nutrition  therapy  addresses  an 
individual's  nutrient  status,  which  is  key  to  the  body's  healing  process.  For  example,  someone  who 
has  suffered  extreme  tissue  damage  as  a  result  of  severe  bums  requires  extremely  large  quantities  of 
calories  and  nutrients  to  heal. 

Findings  both  from  randomized  controlled  clinical  trials  and  from  case  studies  show  that  medical 
nutrition  therapy  can  save  health  care  dollars  and  improve  outcomes  when  provided  to  patients  with 
diseases  or  injuries  that  place  them  at  high  risk  of  malnutrition  ~  being  inadequately  nourished. 
Almost  17  million  patients  each  year  are  treated  for  illnesses  or  injuries  that  stem  from  or  place  them  at 
risk  of  malnutrition.  Whether  in  hospitals,  long-term  care  institutions,  or  scattered  throughout  the 
community,  medical  professionals  recognize  that  medical  nutrition  therapy  is  a  key  factor  in  improving 
outcomes  and  speeding  recovery  for  a:  least  40  percent  of  hospital  patients  in  the  U.S.  who  are 
malnourished  based  on  clinical  nutrition  evaluations  (RoubenofT,  RoubenofT,  Preto  &  Baike, 
"Malnutrition  among  hospitalized  patients:  A  problem  of  physician  awareness,"  Archives  of  Internal 
Medicine,  1987). 
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Based  on  clinical  research  and  experience,  medical  professionals  (physicians,  dietitians  and  nurses) 
identify  a  range  of  specific  medical  nutrition  therapies  necessary  to  treat  illness  and  injury  that  involve: 

•  Assessment  of  the  nutritional  status  of  patients  with  a  condition,  illness  or  injury  that  appropriately 
requires  medical  nutrition  therapy  as  part  of  the  treatment.  The  assessment  includes  review  and 
analysis  of  medical  and  diet  history,  blood  chemistry  lab  values,  and  anthropometric  measurements 
to  determine  nutritional  status  and  identify  treatment  modalities. 

•  Therapy  ranges  from  diet  modification  to  administration  of  specialized  nutrition  therapies  such  as 
intravenous  medical  nutritional  products  as  determined  necessary  to  manage  a  condition  or  treat 
illness  or  injury. 

An  internal  analysis  of  nearly  2,400  case  studies  submitted  by  ADA  members  shows  that  on  average 
more  than  $8,000  per  patient  can  be  saved  with  the  intervention  of  medical  nutrition  therapy.  Case 
studies  show  that,  for  diseases  and  conditions  in  which  medical  nutrition  therapy  is  appropriate,  the 
average  annual  or  one-time  savings  per  case  include: 

•  For  cancer,  $  1 0,535  savings  per  case  because  specialized  nutrition  therapy  enhances  effectiveness 
of  chemotherapy  and  radiation  therapy; 

•  for  heart  disease,  $9,1 34  savings  per  case  because  medical  nutrition  therapy  reduces  the  need  for 
drugs  and  other  artery-clearing  procedures  and/or  surgery; 

•  for  type  I  diabetes  (insulin-dependent),  $9,049  savings  per  case  because  diabetic  complications 
that  result  in  hospitalization  are  reduced; 

•  for  type  II  diabetes  (non  insulin-dependent),  $1,994  savings  per  case  because  medical  nutrition 
therapy  reduces  or  eliminates  the  need  for  insulin  or  oral  agents; 

•  for  kidney  disease,  $  1 8,467  savings  per  case  by  postponing  the  need  for  dialysis; 

•  for  high  cholesterol,  $2,709  savings  per  case  by  reducing  the  need  for  drugs; 

•  for  hypertension,  $4,075  savings  per  case  by  reducing  drug  use  and  preventing  complications  such 
as  stroke;  and 

•  for  a  variety  of  other  conditions  ~  such  as  burns  and  surgery  ~  requiring  tube  or  intravenous 
feedings,  $7,05 1  saving  per  case  by  transitioning  the  patient  to  less  invasive  and  less  expensive 
nutrient  sources. 

A  survey  of  2,337  patient  records  at  19  hospitals  indicates  that  early  nutritional  interventions  and 
regular  clinical  nutrition  services  reduce  hospital  stays  for  malnourished  and  at-risk  patients.  The 
reduced  hospital  days  translate  into  $8,200  per  bed  per  year  average  cost  savings  according  to  Cutting 
Hospital  Costs  with  Clinical  Nutrition  Services,  a  new  report  by  the  Nutritional  Care  Management 
Institute  (NCMI)  of  Tucker,  Georgia. 

A  report  in  the  July  1 995  issue  of  The  American  Journal  of  Medicine  highlights  a  study  which  found 
that  the  use  of  a  diabetes  team,  led  by  an  endocrinologist  working  with  a  nurse  diabetes  educator  and 
dietitian,  resulted  in  a  56  percent  reduction  in  length  of  hospital  stays  among  patients  hospitalized  with 
a  primary  diagnosis  of  diabetes  compared  with  patients  treated  by  an  internist  alone.  Currently, 
hospital  care  of  diabetic  patients  costs  an  estimated  $65  billion  a  year.  The  potential  5-day  reduction  in 
hospitalization  found  by  this  study  translates  into  billions  of  dollars  per  year  in  potential  health  care 
savings. 

The  evidence  is  clear.  Medical  nutrition  therapy  is  an  appropriate  means  for  cutting  costs.  Yet,  the 
Medicare  program  is  inconsistent  in  utilizing  this  important  service.  Currently,  no  policy  or  approach 
exists  for  covering  the  costs  of  medical  nutrition  therapy. 

In  inpatient  settings,  dietitians'  services  must  be  covered  by  DRG  payments.  Yet,  when  DRGs  were 
implemented  in  1983,  medical  nutrition  therapy  was  only  a  small  piece  of  treatment  and  was  hidden 
within  general  and  administrative  or  overhead  costs.  As  a  consequence,  hospitals,  for  the  most  part, 
today  view  medical  nutrition  therapy  as  uncovered  by  DRGs  because  there  has  never  been  an  explicit 
accounting  for  the  cost  of  medical  nutrition  therapy.  However,  as  data  more  clearly  show  savings  and 
as  dietitians  approach  hospital  administrators  with  this  data,  medical  nutrition  therapy  becomes  more 
essential  to  efficient  Medicare  inpatient  care. 

In  outpatient  settings.  Medicare  coverage  for  nutrition  services  is  practically  non-existent.  Medicare 
technically  covers  outpatient  diabetes  education  ~  which  is  primarily  medical  nutrition  therapy  for 
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those  with  diabetes.  However,  recent  collection  of  claims  data  by  ADA  in  this  area  reveals  problems 
with  obtaining  reimbursement,  primarily  because  no  clear-cut  coverage  policy  and  code  for  billing 
exist.  Yet,  a  study  last  year  by  the  International  Diabetes  Center  in  Minneapolis,  MN,  showed  that 
persons  with  type  II  diabetes  can  better  control  their  blood  sugar  levels,  weight  and  cholesterol  with 
medical  nutrition  therapy. 

Even  if  Congress  takes  an  incremental  approach  such  as  the  one  proposed  in  H.R.  1073  ~  providing  for 
Medicare  coverage  of  self-management  training  (which  includes  medical  nutrition  therapy)  for  diabetes 
patients  -  dietitians  believe  this  is  a  vital  step  in  the  process  of  reforming  the  Medicare  program.  ADA 
is  appreciative  of  the  broad  support  which  this  measure  has  garnered  ~  including  many  members  of 
this  Subcommittee. 

Dietitians  are  one  of  the  most  highly  trained  allied  health  professionals.  Other  allied  health 
professionals  —  such  as  occupational  or  physical  therapists  ~  receive  consistent  medical  reimbursement 
under  the  Medicare  program.  Dietitians  should  be  named  in  the  list  of  those  allied  health  professionals 
who  receive  reimbursement.  Yet,  to  date,  that  has  not  occurred. 

Dietitians  are  extensively  trained  and  educated  in  the  science  of  nutrition  and  its  application  to  disease 
prevention  and  treatment.  In  practice,  the  dietitian  integrates  and  applies  the  principles  derived  from 
the  sciences  of  nutrition,  biochemistry,  physiology,  food  management  and  behavior  to  achieve  and 
maintain  health.  The  dietitian  has  become  a  fundamental  team  member  in  effective  health  care 
delivery  with  the  rapid  advance  of  the  science  of  nutrition  and  its  correlation  with  disease  prevention 
and  treatment. 

As  part  of  an  interdisciplinary  treatment  team  (physicians,  nurses,  dietitians,  and  other  health 
professionals),  dietitians  educate  treatment  team  members  in  the  science  of  nutrition;  assess  the 
patient's  blood  chemistry,  anthropometric  measurements,  medical  history,  and  diet  history  to  determine 
nutrition  status;  and,  with  the  interdisciplinary  treatment  team,  develop,  administer  and  evaluate  the 
patient's  response  to  nutrition  therapies. 

Mr.  Chairman,  the  growing  evidence  of  the  vital  importance  of  medical  nutrition  therapy  in  treating 
many  diseases  and  conditions  is  being  recognized  throughout  the  health  care  community.  While 
coverage  by  private  health  insurance  plans  varies  from  plan  to  plan,  managed  care  programs  such  as 
Cigna,  Harvard  Community  Health  Plan,  Health  Insurance  Plan  of  Greater  New  York,  and  US 
Healthcare  are  contracting  with  dietitians  to  provide  both  medical  nutrition  therapy  and  preventive 
services  for  their  subscribers.  Medical  nutrition  therapy  may  also  be  covered  in  some  states  under 
some  policies  ~  especially  managed  care  products  —  offered  by  insurers  such  as  Aetna,  Blue 
Cross/Blue  Shield,  Humana,  John  Hancock,  MetraHealth,  Mutual  of  Omaha,  Provident,  Principal 
Mutual,  and  Prudential.  And,  even  more  significantly,  the  annual  call  letter  for  the  Federal  Employee 
Health  Benefit  Program  includes  "cost  effective,  medically  necessary  services  (such  as  medical  foods 
and  nutrition  therapy)"  as  a  specifically  encouraged  service  under  Fee  for  Service  Plans,  As  others 
have  said,  shouldn't  our  seniors  have  the  same  services  through  Medicare  that  are  available  to  federal 
workers? 

The  American  Dietetic  Association  with  its  66,500  members  stands  ready  to  work  with  the 
Subcommittee  in  the  development  of  Medicare  reform  proposals.  We  appreciate  the  support  and 
interest  of  this  Subcommittee  on  this  issue. 


Thank  you. 
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Mr.  Ensign.  Thank  you,  both,  excellent  testimony. 

A  couple  of  questions  because  both  of  you  talked  about  savings 
to  Medicare  and  the  whole  system.  Let  us  say  that  we  enacted 
what  you  both  would  want  us  to  enact  and  we  were  able  to  save 
Medicare  money  over,  say,  the  next  7  years.  Would  you  classify 
those  savings  as  cuts? 

Dr.  Cryer.  I  would  not. 

Ms.  Derelian.  I  would  not  either. 

Mr.  Ensign.  OK.  Thank  you,  I  just  wanted  to  get  that  on  the 
record. 

Second,  when  we  are  talking  about  preventive  care,  because  pre- 
vention makes  so  much  sense  and  it  seems  intuitive  it  you  can 
spend  money  up  front.  My  aunt  is  a  diabetic  and  she  also  has  sys- 
temic lupus,  but  watching  what  she  has  gone  through  over  the 
years  and  the  education  that  has  taken  place  with  her  and  some 
of  the  diets,  there  is  no  question  of  the  benefits  that  I  have  seen 
her  go  through,  through  using  the  diet  to  help  manage  her  disease 
and  some  of  the  preventive  measures  that  have  gone  on  there. 
Ij  Prevention  makes  sense,  obviously.  But  when  you  are  in  discus- 
'  sions  with  some  people,  they  say  that  there  are  studies  that  sug- 
gest that  prevention  may  save  money  in  the  short  term  but  in  the 
longer  term,  it  does  not  save  you  any  money.  I  find  that  hard  to 
believe,  and  I  would  like  to  hear  both  of  your  comments  on  that. 

Dr.  Cryer.  I  am  afraid  that  I  do  not  really  follow  that  argument 
because  the  bulk  of  evidence  would  suggest  that  preventive  meas- 
,  ures  reduce  costs. 

!  Mr.  Ensign.  I  think  the  reason  and  the  logic  follows  something 
like  this.  You  do  preventive  care  and  people  will  live  longer  and 
therefore  consume  more  medical  costs  over  their  lifetime. 

Like  somebody  with  diabetes.  The  worse  the  care  the  shorter 
time  they  are  going  to  live.  Now,  granted  they  will  consume  more 
during  that  shorter  period  of  time  but  over  the  longer  period  of 
time  they  were  going  to  consume  that  certain  amount  of  medical 
spending  over  a  longer  period  of  time. 

Now,  it  is  obviously  the  wrong  thing  to  do  from  a  moral  stand- 

I  point,  but  I  am  just  pointing  out  some  of  the  other  arguments  that 

I I  you  do  hear  in  this  whole  discussion. 

1 1     Ms.  Derelian.  The  other  possibility  is  that  we  know  that  a  huge 
j '  percentage  of  Medicare  costs  come  in  the  last  year  of  life  and  since 
i  everybody  dies  and  they  get  sick  before  they  do,  it  may  be  that  you 
i!  are  compounding  data  that  suggests  that  the  most  expensive  ele- 
I  ment,  that  variable  called  the  last  year  of  life  for  everybody  wheth- 
I  er  they  had  a  chronic  illness  or  whatever,  is  bringing  that  value  up. 
But  if  we  could  keep  them  healthy,  keep  their  chronic  disease 
under  control  for  a  longer  period  of  time — if  you  were  looking  at 
that  period — they  would  be  living  healthier  and  productive  lives. 
Certainly  for  diabetics  the  more  productive  we  can  keep  these  peo- 
i  pie  the  more  we  can  keep  them  in  the  work  force,  the  more  we  can 
i  have  them  productive  people  there  is  a  cost  savings.  And  then  you 
add  that  last  year  of  life  for  every  American  and  I  read  a  statistic 
that  said  in  2005,  79  million  i^ericans  will  be  over  55  which 
,  means  that  everybody  is  moving  in  that  direction  in  this  country. 
!    Mr.  Ensign.  But  we  all  are. 
Ms.  Derelian.  Yes. 
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Mr.  Ensign.  I  want  to  bring  up  something  that  you  talked  about 
Dr.  Derelian  on  bed  sores,  I  think  it  illustrates  one  of  the  major 
problems  with  the  whole  Medicare  system  and  the  way  it  was  set 
up  in  the  first  place. 

That  is  that  from  the  Federal  level,  the  Federal  Government  has 
difficulty  responding  to  what  is  happening  technologically  in  the 
marketplace.  Basically,  when  new  guidelines  come  out  they  have 
difficulty,  HCFA,  as  one  agency,  responding  with  new  regulations 
that  are  timely  that  can  save  the  government  money. 

And  obviously  if  we  can  bring  in  more  market  forces  to  where  it 
is  not  just  HCFA  determining  who  is  getting  paid  for  this  particu- 
lar service,  but  it  is  providers  or  HMOs  or  coordinated  care,  what- 
ever term  you  want  to  put  to  it,  or  medical  savings  accounts  or 
whatever  it  is,  if  there  are  more  forces  determining  who  is  going 
to  get  this  nutritional  therapy  than  just  HCFA,  I  think  you  will  see 
a  much  faster  response  time.  Your  comments? 

Ms.  Derelian.  One  comment  is  that  there  is  some  data  that  sug- 
gests that  when  people  present  with  a  chronic  illness  or  even  an 
acute  illness  that  has  medical  nutrition  therapy  associated  with  it 
and  they  go  for  counseling  services,  wherever  that  may  be  from, 
when  they  walk  through  the  door  and  they  find  out  that  there  is 
no  reimbursement  for  this  service  under  any  circumstances,  we 
know  for  a  fact  that  the  person  backs  away  from  the  service.  They 
back  away  from  it  because  of  the  degree  to  which  there  is  a  preven- 
tion element  to  it.  There  are  so  many  other  things  that  they  have 
to  accommodate,  particularly  in  diabetes.  They  have  to  have  sy- 
ringes and  their  insulin.  And  those  things  are  all  handled  in  some 
way  differently  from  the  way  they  get  nutrition  services. 

So  there  is  this  problem  of  having  the  patient  trying  to  make  a 
decision  about  the  value  of  this  service  and  then  not  having  any 
guidance  about  how  to  go  about  getting  it  or  any  level  of  reim- 
bursement recognition. 

I  do  believe  that  HMOs  are  beginning  to  change  their  attitudes 
about  nutrition  services.  Now  that  they  are  obligated  to  take  in 
subscribers  from  very  well  to  very  sick,  they  are  beginning  to  find 
out  that  if  they  do  preventive  nutrition  services,  that  ultimately 
they  will  save  money  in  this  group  down  here  to  be  able  to  pay  for 
these  new  people  that  they  now  have  to  take  in  that  are  more  cost- 
ly. So  we  are  getting  some  transformation  within  the  health  HMOs. 

Mr.  Ensign,  The  other  part  of  that  is  that  HMOs  are  a  fairly 
new  phenomenon  and  so  some  of  that  is  probably  short-term  think- 
ing. I  think  that  as  that  market  evolves.  Dr.  Cryer,  you  mention 
in  your  written  testimony  that  HMOs  have  been  slow  to  respond 
to  diabetes  and  I  think  that  as  this  market  evolves  more  you  will 
see  these  companies  taking  a  long-term  outlook  that  they  are  going 
to  be  there  providing  this  service  and  it  is  better  for  them  to  spend 
this  money  up  front.  And  not  just  hope  that  these  diabetics  are 
going  to  shift  to  someone  else's  HMOs  because  they  know  that 
those  diabetics  are  going  to  be  shifting  to  their  HMOs  as  well. 

Dr.  Cryer.  I  agree  with  the  premise  of  competition.  I  also  agree 
that  there  is  some  verbal  evidence  that  the  HMOs  are  beginning 
to  see  the  benefit  of  preventive  treatment.  But  on  the  other  hand, 
as  detailed  in  the  written  testimony,  I  think  we  have  to  be  con- 
cerned about  the  actual  performance  of  HMOs  and  in  one  large 
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!  HMO  there  were  several  things  that  by  the  ADA  standard  were 
clearly  substandard.  And  notably  that  96  percent  of  the  patients 
did  not  have  their  eyes  examined.  And  that  is  fundamentally  im- 

j  portant. 

Early  stages  of  diabetic  proliferal  retinopathy  are  treatable,  90 
percent  of  blindness  can  be  prevented  but  we  have  to  look  and  find 
it.  So  I  think  we  have  to  link  concept  and  performance  and  assure 
that  there  is  an  emphasis  on  preventive  care  and  that  there  is  a 
I  mechanism  to  ensure  high-quality  care. 

I'  Ms.  Derelian.  Whether  we  like  it  or  not  the  Medicare  model  is 
the  model  that  is  utilized  by  everybody  to  determine  what  services 
have  enough  value  to  be  considered  by  the  governing  structure  to 

j|  be  part  of  therapy. 

|!      Things  that  are  paid  for  by  Medicare  are  generally  viewed  as 
i  being  the  sanctified,  appropriate,  and  usual  treatments.  When 
ji  there  is  an  exclusion  in  Medicare,  most  of  the  community  of  other 
payers  simply  does  not  want  to  acknowledge  it. 
Mr.  Ensign.  Very  good  point. 

Does  Medicare  adequately  fund  parenteral  nutrition? 
Ms.  Derelian.  Not  at  all. 

Mr.  Ensign.  OK.  And  that  is,  more  than  any  other  field  is  widely 
acknowledged  in  the  medical  profession,  even  in  the  veterinary  pro- 
fession that  that  is  something  that  there  is  no  question  you  have 
cost  savings  there.  Because  they  heal  faster,  they  get  out  of  the 
hospital  faster,  and  their  course  of  treatment  is  much  quicker. 
1  Ms.  Derelian.  Thank  you  for  acknowledging  that.  That  is  some- 
I  thing  that  we  have  had  great  difficulty  in  getting  recognition  for. 

I  Mr.  Ensign.  And  I  just  had  not  only  my  own  experience  and 
practice  but  also  a  good  friend  of  mine  was  at  the  National  Hos- 
pital Center  having  cancer  therapy  and  then  the  chemotherapy  

jl  Dr.  Derelian.  Aiid  what  is  so  interesting  about  that,  one  of  the 
'  most  interesting  is  because  we  do  not  have  a  separate  code.  We 
have  no  way  to  track,  and  you  have  seen  it  personally.  We  have 
no  tracking  system.  Because  when  reimbursement  to  that  provider 
is  given,  there  is  no  separate  coding  for  the  way  that  parental  or 
enteral  feeding  was  accomplished,  so  we  have  no  way  to  follow  it, 
no  way  to  demonstrate  without  common  data  what  you  have  just 
,  acknowledged  with  testimonial  data. 

I I  Mr.  Ensign.  Thank  you  both  very  much.  It  was  excellent  testi- 
mony and  I  appreciate  you  both  talnng  your  time  to  be  down  here. 

Dr.  Derelian.  Thank  you. 
ji     Mr.  Ensign.  This  Subcommittee  will  stand  in  recess  until  1 
I  o'clock. 

1  [Whereupon,  at  12:35  p.m.,  the  Subcommittee  was  in  recess,  to 
f|  reconvene  at  1  p.m.,  the  same  day.] 

i  Mr.  Christensen  [presiding].  We  are  going  to  get  started  here. 
I  I  am  going  to  have  Congressman  Payne  introduce  a  couple  of  his 
J  constituents  first.  I  want  to  also  make  a  comment  that  Mrs.  John- 
j  son  and  Mr.  McDermott  are  in  an  Ethics  Committee  meeting  now. 

I  wanted  to  confer  to  the  panel  that  Mr.  McDermott  wanted  to  ex- 
'  tend  a  personal  welcome  to  Mr.  Jaffe  from  Harborview  Medical 

Center.  That  must  be  up  in  the  great  State  of  Washington.  Is  that 

correct? 
Mr.  Jaffe.  Correct. 


1 
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Mr.  Christensen.  Mr.  McDermott  welcomes  you,  and  we  wel- 
come you. 
Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman. 

I  wanted  to  welcome  all  of  the  witnesses  who  are  here  for  this 
panel  and  to  say  that  we  appreciate  very  much  the  fact  that  you 
are  here,  and  a  special  welcome,  too,  to  my  own  two  constituents 
who  are  part  of  this  panel. 

On  the  far  right,  your  left  as  you  are  sitting  on  the  panel,  is  Bud 
Thompson.  Bud  is  administrator  of  the  Franklin  Memorial  Hospital 
in  Rocky  Mount,  Virginia.  This  is  a  very  successful  rural  hospital 
in  our  district.  In  addition  to  that  job  and  many  other  things  that 
Bud  does,  he  is  also  chairman  of  the  Virginia  Hospital  Association's 
Task  Force  on  Small  and  Rural  Hospitals.  Bud,  we  are  pleased  that 
you  are  here  with  us  today. 

We  also  have  Dr.  Bob  Cantrell  with  us  today.  Dr.  Cantrell  is  the 
acting  vice  president  and  provost  of  the  University  of  Virginia 
Health  Sciences  Center.  The  University  of  Virginia  Health  Sciences 
Center,  if  not  the  finest,  we  think  is  certainly  one  of  the  finest  in 
the  United  States,  and  we  are  very  proud  of  it.  It  is  not  only  a  very 
large  health  center,  it  is  also  extremely  important  to  our  area  in 
terms  of  its  employment,  where  almost  6,000  people  are  employed 
with  the  Health  Sciences  Center. 

Dr.  Cantrell,  thank  you  very  much  for  being  here.  Bud  Thomp- 
son, thank  you  very  much  for  being  here. 

Thank  you,  Mr.  Chairman,  for  giving  me  this  opportunity. 

Mr.  Christensen.  Thank  you,  Mr.  Payne. 

The  Health  Care  Subcommittee  would  be  pleased  to  hear  testi- 
mony of  this  panel,  the  last  panel  of  the  day.  We  will  start  from 
my  left  to  the  right  and  start  with  Mr.  Gage. 

STATEMENT  OF  LARRY  S.  GAGE,  FRESmENT,  NATIONAL 
ASSOCIATION  OF  PUBLIC  HOSPITALS 

Mr.  Gage.  Thank  you  very  much,  Mr.  Chairman. 

I  am  Larry  Gage,  president  of  NAPH,  the  National  Association 
of  Public  Hospitals.  NAPH's  members  include  over  100  metropoli- 
tan area  safety  net  hospitals  which  provide  more  than  90  percent 
of  their  services  to  Medicare,  Medicaid,  and  low-income  uninsured 
and  underinsured  patients. 

They  also  provide  many  costly  preventive,  primary,  and  tertiary 
services  to  their  entire  communities,  not  just  the  poor  and  the  el- 
derly. These  services  include  maintaining  a  wide  variety  of  round- 
the-clock  standby  care,  such  as  trauma  units,  burn  centers, 
neonatal  intensive  care,  poison  control,  emergency  psychiatric  serv- 
ices, and  crisis  response  units  for  both  natural  and  manmade  disas- 
ters. 

I  am  very  pleased  to  have  this  opportunity  to  testify  today  on  the 
subject  of  Medicare  reform  generally  and  those  aspects  of  the  Medi- 
care Program  that  directly  affect  America's  essential  providers.  I 
am  also  pleased  to  be  joined  by  David  Jaffe,  who  is  one  of  the  mem- 
bers of  NAPH. 

With  their  overwhelming  reliance  on  governmental  funding 
sources  to  carry  out  their  essential  mission,  America's  urban  public 
hospitals  are  as  concerned  as  you  are  with  rising  health  costs. 
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Last  week,  we  saw  press  reports  that  the  Subcommittee  may  be 
considering  unveiHng  a  far-reaching  proposal  that  would,  among 
other  steps,  greatly  accelerate  enrollment  of  the  elderly  into  man- 
aged care  plans. 

Let  me  say  at  the  outset  that  NAPH  is  pleased  that  Members  of 
l|  the  Subcommittee's  Republican  leadership  are  considering  health 
'  system  reform.  We  would  prefer  to  see  reform  apply  to  all  Ameri- 
cans. We  agree  with  the  need  to  bring  the  Medicare  Program  in 
line  with  trends  that  are  affecting  the  rest  of  the  health  industry, 
j      However,  we  have  a  number  of  general  and  specific  concerns 
about  how  such  a  proposal  would  fit  into  the  forthcoming  budget 
reconciliation  debate  which  we  would  like  to  share  with  you. 
j      Let  me  summarize  my  prepared  testimony  by  commenting  in  just 
j  three  major  areas.  First,  on  this  the  30th  anniversary  of  final  con- 
I  gressional  passage  of  Medicare  and  Medicaid,  we  are  seriously  con- 
cerned with  the  ability  to  implement  any  positive  reforms  in  the 
f  context  of  a  $45  billion-plus  budget  reduction  in  Medicare  and  Med- 
]!  icaid. 

I  We  accept  the  fact  that  Americans  want  less  government,  fewer 
I  regulations,  more  competition,  and  ultimately  a  balanced  Federal 
budget.  However,  we  disagree  that  the  Americans  want  to  meet 
these  goals  by  decimating  our  Nation's  health  and  social  infrastruc- 
ture and  eliminating  any  semblance  of  a  safety  net  for  the  poor  and 
disenfranchised. 

We  recognize  that  the  long-term  stability  of  Medicare  is  impor- 
i  tant  and  that  both  Medicare  and  Medicaid,  after  30  years,  are  ripe 
for  reform.  We  further  agree  that  major  reductions  in  the  rate  of 
growth  are  both  inevitaible  and  necessary,  perhaps  even  on  the 
order  of  $55  billion  for  Medicaid  as  proposed  by  President  Clinton 
and  $160  billion  for  Medicare  as  suggested  by  AHA  president  Dick 
j  Davidson  in  his  testimony  last  week.  We  have  suggested  some 
ways  in  which  these  reductions  could  be  equitably  achieved.  But  we 
agree  with  Mr.  Davidson  that  all  stakeholders  must  share  in  the 
pain. 

Ij     This  brings  me  to  my  second  point.  While  we  support  health  re- 
forms  such  as  those  included  in  the  draft  circulated  by  some  Mem- 
I  bers  of  this  Subcommittee  last  week,  we  are  concerned  that  they 
[i  ignore  the  uninsured  and  the  inadequately  insured.  Even  modest 
|!  reforms  that  do  not  address  all  of  the  populations  in  need  of  health 
I    coverage  are  likely  to  make  matters  worse  for  those  individuals  and 
families  they  leave  out. 
Essential  providers  such  as  NAPH  member  hospitals  have  tradi- 
i  tionally  been  the  sole  source  of  critical  health  care  for  these  indi- 
viduals, and  they  will  continue  to  play  this  role  in  the  future.  A  full 
33  percent  of  our  inpatients  fall  into  self-pay  or  other  categories, 
I  and  47  percent  of  our  outpatients.  As  you  well  know,  this  is  often 
I  a  euphemism  for  no  pay.  And  with  90  percent  of  our  patients  either 
I  uninsured  or  covered  by  Medicare  and  Medicaid,  there  will  be  sim- 
^  ply  nowhere  to  shift  the  costs  to  make  up  this  deficit. 

My  prepared  testimony  does  include  a  number  of  specific  propos- 
I  als  for  preserving  and  protecting  safety  net  providers  in  the  context 
of  the  forthcoming  debate  over  deficit  reduction. 

In  conclusion,  my  third  and  final  point  specifically  addresses  the 
issue  of  managed  care  for  the  elderly  and  the  poor.  While  we  sup- 
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port  the  concept  of  managed  care  generally,  based  on  recent  experi- 
ences in  Tennessee,  Florida,  and  other  States,  we  are  concerned 
about  the  ability  of  the  managed  care  industry  to  meet  even  cur- 
rent needs,  let  alone  accommodate  a  significantly  expanded  Medi- 
care population.  And  without  an  adequate  managed  care  infra- 
structure in  place,  only  the  cost  containment  goals  of  this  proposal 
are  likely  to  be  achieved  through  restricted  choice  and  capped  pre- 
miums, while  the  hoped-for  improvements  in  prevention,  primary 
care,  and  health  status  are  unlikely  to  occur. 

I  have  addressed  a  number  of  specific  concerns  in  my  prepared 
testimony  about  moving  too  rapidly  into  managed  care  or  reljdng 
too  heavily  on  it  to  contain  costs.  I  have  also  expressed  the  view 
that,  done  properly,  managed  care  can  result  in  genuine  improve- 
ments in  health  status  and  expansion  of  access  for  some  of  our 
most  vulnerable  patient  populations,  and  I  provided  a  number  of 
specific  comments  on  the  draft  specifications  that  were  informally 
circulated  last  week. 

I  would  be  happy  to  answer  any  questions  you  may  have  at  the 
appropriate  time. 

[The  prepared  statement  follows:] 
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Washington,  D.C 

July  25, 1995 


I  am  Lany  Gage,  President  of  the  National  Association  of  Public  Hospitals  (NAPH), 
NAPHs  memb^  include  over  100  metropolitan  area  safety  net  hospitals.  These  lOO  institutions 
(taken  togetho-)  comprise  America's  most  important  health  and  hospital  system  With  combined 
revenues  of  over  S17  billion,  these  hospitals  provide  more  than  90  percent  of  their  services  to 
Medicare,  Medicaid  and  low  income  uninsured  and  underinsured  patients.  They  also  provide 
many  preventive,  primary  and  costly  tertiar>'  services  to  their  entire  communities,  not  just  the  poor 
and  elderiy.  These  services  include  maintaining  a  wide  variety  of  round-the-clook  standby  care 
such  as  trauma  units,  bum  centers,  neonatal  intensive  care,  poison  control,  emergency  psychiatric 
services,  and  crisis  response  units  for  both  natural  and  man-made  disasters. 

In  jxist  the  last  two  years,  NAPH  m^ibers  have  been  at  the  forefront  of  the  response  to 
conmainity-wide  crises  that  have  included  fires,  floods,  earthquakes,  deadly  new  virus^,  measles 
epidemics,  environmental  spills,  air  crashes,  and  urban  riots.  At  the  same  time,  their  preventive 
and  primary  care  services  have  been  essential  to  meeting  the  day-to-day  health  needs  of  many 
millioni  of  urban  readents  with  restricted  access  to  "mainstream"  health  services.  In  other  words, 
these  essential  health  systems  -  which  rdy  on  Medicaid,  Medicare  and  direct  state  and  local 
govemroenlal  subsidies  for  ova-  three  quarte^s  of  their  operating  revenues  -  already  s«%e  as  a 
"national  health  system'  by  defeult  in  most  of  our  nation's  urban  areas. 

I  am  pleased  to  have  this  opportunity  to  testify  before  the  Subcommittee  on  Medicare 
refijnn  generally,  and  those  aspe<:as  of  the  Medicare  program  that  directly  affect  America's 
essCTirial  providers  in  particular.  With  their  overwhelming  rdiance  on  govaruTwntal  fijnding 
sources  to  carry  out  their  essential  mission,  America's  urban  public  hospitals  are  as  concerned  as 
you  are  with  rising  health  costs.  Although  in  gen«al,  the  hospital  industry  has  not  been  the  cause 
of  recent  growth  in  the  Medicare  program,  we  recognize  that  in  the  process  of  controlling  costs,  it 
may  be  necessary  for  some  public  hospitals  to  dose,  merge,  downsize  or  consolidate.  Already, 
many  safety  net  hospitals  are  moving  ahead  rapidly  to  become  more  efiBdent  and  effective 
providers  of  care,  through  managed  care  and  other  means.  At  the  same  time,  those  Medicare 
hospital  paym^us  that  are  most  vital  to  essential  providers  -  aich  as  disproportionate  share 
Iwspital  payments  and  medical  education  adjustm«its  -  have  remained  stable,  with  little  growth, 
in  recent  years. 

Last  week  we  saw  press  reports  that  the  Committee  may  be  considering  unveiiing  a  hi- 
reaching  proposal  that  would  greatly  accelerate  wiroUment  of  the  dderiy  into  managed  care  plans, 
as  wdl  as  give  wealthier  retirees  oth«-  options  such  as  medical  savings  accounts.  This  proposal 
would  provide  both  carrots  and  sticlcs  for  the  dderiy.  As  we  read  it,  the  proposal  would  combine 
incentives  and  potential  new  benefits  for  those  benefidaries  who  choose  managed  care  plans  with 
fiscal  penalties  that  would  be  levied  against  those  who  dect  to  remain  in  the  current  system. 

Let  roe  state  at  the  outset  that  NAPH  is  pleased  that  members  of  the  Committee's 
Republican  leadership  are  again  considering  health  system  reforms.  While  we  would  prefer  to  see 
reform  apply  to  all  Americans,  we  agree  with  the  need  to  bring  the  Medicare  program  in  line  with 
the  trends  that  are  affecting  the  rest  of  the  health  industry.  We  would  very  much  like  to  work 
with  the  Committee  to  begin  to  consider  genuine  health  care  reform  once  again.  However,  we 
have  a  number  of  general  and  specific  concerns  about  how  such  a  proposal  would  fit  into  the 
forthcoming  budget  reconciliation  debate,  which  we  would  like  to  share  with  you  at  this  time. 
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Our  comments  on  the  budget  and  legislative  proposals  before  you  today  can  be 
summarized  in  three  major  areas: 

•  First,  we  are  seriously  concerned  about  the  ability  to  implement  any  positive  reforms, 
whether  in  managed  care  or  other  areas,  in  the  context  of  the  $450+  billion  in  Medicare 
and  Medicaid  budget  reductions  mandated  by  the  Congressional  budget  resolution. 
While  we  accept  the  fact  that  Americans  want  less  government,  fewer  regulations,  more 
marketplace  competition,  and  ultimately,  a  balanced  federal  budget,  we  disagree  that 
Americans  want  to  meet  those  goals  by  decimating  our  nation's  heahh  and  social 
infrastructure  and  eliminating  any  semblance  of  a  safety  net  for  the  poor  and 
disenfranchised. 

•  Second,  while  we  support  health  reforms  such  as  are  included  in  your  proposed  new 
legislation,  we  are  concerned  that  they  ignore  the  urunsured  and  the  inadequately 
insured.  Even  modest  reforms  that  do  not  address  all  of  the  populations  in  need  of 
health  coverage  are  likely  to  make  matters  worse  for  those  individuals  and  families  they 
leave  out,  even  if  they  are  of  benefit  to  some. 

•  Third,  while  we  support  the  concept  of  managed  care  generally,  based  on  recent 
experiences  in  Tennessee,  Florida  and  other  states,  we  are  concerned  about  the  ability  of 
the  managed  care  industry  to  meet  even  current  needs,  let  alone  accommodate  a 
significantly  expanded  Medicare  population.  And  without  an  adequate  managed  care 
infrastructure  in  place,  only  the  cost  containment  goals  of  your  proposal  are  likely  to  be 
achieved,  through  restricted  choice  and  capped  premiums,  while  the  hoped-for 
improvements  in  prevention,  primary  care  and  health  status  simply  will  not  occur. 

In  the  remainder  of  my  prepared  testimony,  I  will  address  each  of  these  comments  in 
greater  detail. 

THE  MEDICARE  AND  MEDICAID  BUDGET  TARGETS  CANNOT  BE  ACHIEVED 
WITHOUT  DESTROYING  THE  PROGRAMS 

On  this,  the  30th  anniversary  of  the  establishment  of  Medicare  and  Medicaid,  it  is 
important  to  pause  and  recognize  the  unsurpassed  contribution  that  these  landmark  initiatives 
have  made  to  the  health  of  America's  elderly,  disabled  and  indigent.  From  our  vantage  point  on 
the  front  lines  of  providing  care  to  these  vulnerable  populations,  NAPH  members  are  daily 
witnesses  to  the  positive  impact  that  these  programs  have  had  on  their  beneficiaries. 

Despite  rhetoric  to  the  contrary,  these  programs  have  achieved  their  results  for  the  most 
part  efficiently  and  economically.  Medicare  in  particular  has  seen  provider  payments  capped  at  a 
grov^fth  rate  less  than  inflation  for  most  of  the  last  decade.  And  current  projections  for  growth  in 
the  Medicaid  program  are  largely  due  to  demand  for  long  term  care  and  the  grov^h  in  the  number 
of  recipients,  with  the  poor  elderly  being  a  major  factor  on  both  fronts. 

For  these  reasons,  it  is  simply  impossible  for  most  analysts  to  imagine  reducing  spending  in 
these  two  programs  by  almost  half  a  trillion  dollars  over  the  next  seven  years  without  destroying 
both  programs  and  disenfi-anchising  tens  of  millions  of  elderiy  and  low  income  Americans.  Surely, 
it  is  impossible  to  contemplate  implementing  positive  reforms  such  as  are  envisioned  in  the 
Committee's  new  proposal  in  the  face  of  such  reductions. 

We  recognize  that  the  long  term  stability  of  the  Medicare  program  is  important,  and  that 
both  Medicare  and  Medicaid,  after  thirty  years,  are  ripe  for  reform.  We  further  agree  that  major 
reductions  in  the  rate  of  growth  are  both  inevitable  and  necessary  ~  perhaps  even  on  the  order  of 
$55  billion  for  Medicaid,  as  proposed  by  President  Clinton,  and  $160  billion  for  Medicare,  as 
suggested  by  American  Hospital  Association  President  Dick  Davidson  in  his  testimony  last  week. 
NAPH  has  already  suggested  some  ways  and  some  areas  in  which  reductions  could  be  equitably 
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achieved,  but  we  strongly  agree  with  Mr.  Da\idson  that  all  stakeholders  must  share  in  the  pain. 
And  in  particular,  we  ask  that  in  enacting  reductions,  the  Comminee  be  attentive  to  the  ability  of 
our  nation's  safety-  net  providers  to  continue  to  care  for  America's  41  million  uninsured. 

IF  >LAJOR  BUDGET  REDUCTIONS  ARE  REQUIRED,  IT  IS  ESSE>"rL\L  TH.\T 
.■AMERICA'S  HE-\LTH  SAFETY  NET  BE  PRESER\T:D  AND  STRENGTHENED,  NOT 
FURTHER  WXAKENTD 

Essential  providers  such  as  NAPH  member  hospitals  have  traditionally  been  the  sole  ' 
source  of  critical  health  care  for  these  individijals,  and  thev'  will  continue  to  play  this  role  in  the 
fijture.  In  addition  to  the  55  percent  of  NAPH  members'  gross  revenues  that  come  from  Medicare 
and  Medicaid,  a  fiill  33  percent  fall  in  the  "self  pay/other"  category-.  On  the  outpatient  side,  the 
situation  is  even  more  burdensome,  with  "self  pay/other"  patients  making  up  47  percent  of  our 
gross  revenues.  Unlike  most  other  hospitals,  "self  pay/other"  patients  for  safetv'  net  institutions 
are  essaitially  "no  pay"  patients  -  they  simply  do  not  have  the  means  to  cover  their  bills,  and  our 
hospitals  do  not  recover  the  bulk  of  this  revenue.  The  impact  of  reduced  suppon  for  such 
patients  due  to  budget  reductions  and  health  s>-stem  reform  is  already  graphically  evident  in 
metropolitan  areas  as  diverse  as  Los  Angeles,  Memphis,  Washington  D.C.,  New  York,  New 
Orleans,  Milwaukee,  and  Boston,  v-iiere  safetv-  net  hospitals  are  proposing  to  close,  eliminate 
many  essential  services,  or  merge  with  or  be  purchased  by  private  organizations  or  entities.  And 
while  some  of  these  actions  may  turn  out  to  be  effective  sunival  strategies,  the  issue  of  potential 
reduced  access  to  care  for  the  inner  citv-  poor,  elderiy  and  otherwise  disenfranchised  patients  is 
one  that  must  be  addressed  in  each  case. 

Further  reductions  of  the  magnitude  contemplated  in  the  Congressional  budget  resolution 
-will  simply  accelerate  the  spread  of  this  trend  into  most  American  cities,  and  many  underserved 
rural  areas  as  well.  To  take  just  one  example,  NAPHs  preliminarv-  analysis  of  the  rnipact  of  Lhe 
proposed  Medicare  budget  reductions  shows  that,  under  one  scenario,  our  100  member  hospitals 
would  lose  S3 13  million  in  the  year  2002,  or  12  percent  of  our  members'  Medicare  revalues. 

In  addition  to  affecting  access  to  care,  the  potential  economic  impact  of  a  severely 
crippled  safet>'  net  hospital  sv-stem  is  also  likely  to  be  great.  These  hospitals  are  major  employers 
in  their  often  economically-depressed  communities,  and  they  throw  off  significant  andllary 
economic  activity  for  local  businesses.  Moreover,  they  provide  unparalleled  egalitarian 
educational  opportunities  within  their  urban  communities.  The  inevitable  indirea  economic 
impact  of  cutbacks  in  Medicare  should  therefore  also  be  seriously  considered  as  you  move  to 
structure  specific  reform  plans. 

For  all  of  these  reasons,  major  reductions  in  future  Medicare  and  \£edicaid  spending  will 
actually  require  your  increased  attention  to  the  needs  of  essential  safetv'  net  providers,  in  order  to 
protect  and  strengthen  the  foundation  and  infrastructure  of  our  health  sy  stem. 

Let  me  now  turn  from  the  overall  impact  of  the  reduced  spending  targets  outlined  in  the 
budget  resolution  to  some  observations  about  specific  parts  of  the  Medicare  program  that 
particulariy  affea  essential  hospital  providers. 

Medicare  DSH  fijnding  has  been  and  will  continue  to  be  an  essential  piece  of  the 
patchwork  fiinding  that  enables  our  hospitals  to  provide  critical  health  services  to  the 
elderly,  disabled  and  poor  -  services  that  simply  are  not  readily  available  elsewiiere.  DSH 
payments  also  help  to  underwrite  the  high-cost  specialty  services  (such  as  bum  care,  level- 
I  trauma  care  and  neonatal  intensive  care)  on  which  the  entire  communitv-  relies.  For  this 
reason,  if  DSH  funding  is  to  be  reduced  by  25%,  as  specified  in  your  proposal,  it  is 
essential  that  the  remaining  amounts  be  more  narrowly  targeted  on  the  highest  volume 
providers  of  care  to  low  income  elderiy  patients. 
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Although  this  subcommittee  obviously  does  not  have  jurisdiction  over  Medicaid,  it  is  also 
important  to  keep  in  mind  that  any  changes  made  to  the  Medicaid  program  wall  directly 
impact  Medicare  DSH.  The  Medicare  DSH  formula  is  based  in  part  on  the  number  of 
days  provided  by  a  hospital  to  Medicaid  patients,  meaning  that  if  Medicaid  eligibility  is 
sharply  cut  back  (either  through  a  loss  of  the  Medicaid  entitlement  or  through  other 
means).  Medicare  DSH  payments  will  be  immediately  reduced  without  a  single  change  in 
the  law. 

In  addition,  there  are  certain  issues  related  to  the  calculation  of  Medicare  DSH  payments 
that  need  to  be  addressed.  For  example,  as  more  states  received  waivers  and  Medicaid 
moves  more  and  more  patients  into  managed  care,  the  Medicare  DSH  formula  should  be 
clarified  to  ensure  that  Medicaid  managed  care  days  are  included  in  the  equation  for 
calculating  Medicare  DSH  payments,  even  in  states  which  have  replaced  their  Medicaid 
programs  under  a  waiver. 

With  respect  to  medical  education  payments,  again  this  source  of  support  is  virtually 
irreplaceable  for  major  teaching  hospitals  in  the  current  context.  Eighty-five  percent 
percent  of  NAPH  members  are  teaching  hospitals.  As  with  DSH  payments,  the  problems 
generated  for  public  teaching  hospitals  by  reduced  medical  education  payments  will  affect 
their  ability  to  cover  the  costs  of  caring  for  low  income  and  uninsured  patients. 

WITH  RESPECT  TO  MANAGED  CARE,  WE  MUST  BE  CAREFUL  NOT  TO 
OVERPROMISE  AND  OVEREXPAND,  BEYOND  THE  CAPACITY  OF  OUR  HEALTH 
SYSTEM  TO  RESPOND 

The  term  "managed  care"  is  now  so  ubiquitous  that  it  dominates  the  field  of  vision  in  both 
the  private  and  public  sectors  of  the  our  health  industry.  More  than  just  a  helpfijl  tool,  managed 
care  has  become  a  preoccupation  ~  perhaps  even  an  obsession  —  for  private  insurers,  employers, 
and  individuals,  as  well  as  for  legislators  and  bureaucrats  at  every  level  of  government.  Yet  it  is 
an  obsession  that  obscures  the  need  for  greater  scrutiny  of  the  managed  care  industry,  in  order  to 
avoid  potentially  irreversible  damage  to  the  future  viability,  quality  and  ethical  standards  of  health 
care  providers,  as  well  as  to  the  good  health  of  many  millions  of  Americans. 

In  other  words,  before  we  continue  this  headlong  rush  into  uncharted  territory,  we  need  to 
pause  and  take  stock,  to  make  sure  our  moral  compass  is  working  property.  We  need  to  ask  (and 
answer)  some  tough  questions  in  the  heat  of  the  current  debate,  which  I  believe  represents  nothing 
less  than  a  struggle  for  the  reputation,  ethics,  values,  even  the  soul,  of  the  managed  care  industry. 

The  dilemma  is  essentially  a  simple  one:  what  is  "managed  heahh  care"  and  should  it 
primarily  benefit  payers  or  patients?  Is  it  largely  designed  as  a  blunt  instrument  for  containing 
health  costs  ~  as  many  policymakers  in  Washington  and  dozens  of  state  capitols  believe?  Or  —  as 
many  managed  care  advocates  would  like  to  believe  ~  is  it  something  else:  a  genuine  health  care 
delivery  reform  that  shifts  the  historic  emphasis  fi-om  acute  and  episodic  intervention  to  the 
prevention  and  maintenance  of  wellness? 

This  is  not  an  idle  question.  If  managed  care  is  primarily  the  former  —  a  way  to  contain 
costs  ~  then  we  may  be  wasting  our  time  worrying  about  ethics.  As  indicated  by  the  recent 
publicity  over  the  failure  of  some  HMOs  to  pay  for  emergency  services,  if  the  bottom  line  is  all 
that  counts  the  patient  and  the  provider  will  both  suffer  (this  is  true  whether  the  bottom  line  is 
Medicare  savings  or  higher  dividends  for  shareholders).  Of  course,  we  would  all  like  to  believe 
that  effective  managed  care  plans  can  BOTH  restrain  costs  and  improve  wellness.  But  the  plain 
fact  is,  in  the  public  sector  at  least,  MOST  managed  care  activities  have  been  carried  out  in  the 
name  of  short  term  cost  containment  rather  than  genuine  health  system  reform. 

There  are  perhaps  several  ironies  here.  The  first,  of  course,  is  that  there  is  increasing 
evidence  that  managed  care  is  not  much  more  effective  over  time  in  holding  down  health  costs 
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tiian  the  fee  for  service  s>'Stem  it  is  rapidly  supplanting.  Only  the  most  highly  organized  and  self- 
contained  plans  —  staff  and  group  model  HMOs  —  have  any  measurable  track  record  over  time  in 
holding  dowTi  costs.  For  most  other  plans,  after  a  brief  initial  flurry  of  sa\ings  -  often  driven 
more  by  the  arbitrary  demands  of  payers  than  any  inherent  efficiencies  in  most  organizations  - 
costs  seem  to  rise  at  about  the  same  rate  as  the  industr\'  as  a  whole. 

A  second  irony  is  that  the  major  underUing  reasons  for  cost  increases  in  the  American 
health  industry  have  little  or  nothing  to  do  with  either  managed  care  or  fee  for  service  medicine. 
Rather,  they  depend  on  such  factors  as  the  large  and  ever-growing  numbers  of  uninsured, 
continuing  advances  in  expensive  technology  on  both  the  outpatient  and  inpatient  fronts,  and  the 
&ct  that  no  one  yet  has  effectively  cured  most  Americans  from  demanding  the  most  and  the  best 
no  matter  what  health  plan  they  enroll  in.  (It  cannot  escape  the  Committee's  notice  that  the  so- 
called  "point  of  service"  managed  care  plans  —  the  most  costly  and  least  controllable  —  are  the 
plans  that  usually  score  highest  in  consumer  satisfaction  among  HMOs.) 

The  third,  and  perhaps  greatest,  irony  is  that  the  steps  which  clearly  could  reduce  health 
costs  over  time  -  prevention,  wellness  and  public  health  services  -  are  the  last  services  added  and 
the  first  ones  on  the  chopping  block  when  the  primary  goals  are  short  term  cost  containment  and 
profit-taking. 

Certainly,  there  is  no  disagreement  about  the  importance  of  preventive  measures  aimed  at 
improving  both  individual  and  communit>--wide  health  status.  Preventive  health  can  minimize 
both  the  potential  for  excessive  care  in  the  fee  for  service  environment  and  the  potential  for 
providing  too  few  services  in  the  managed  care  environment.  Moreover,  the  assignment  of 
patients  to  primary  care  gatekeepers  who  are  able  and  willing  to  manage  the  full  continuum  of  a 
patient's  care,  also  improve  a  patient's  health,  and  thus  hold  down  long  term  health  costs,  even  if 
more  services  are  needed  in  the  short  run.  But  these  features  must  be  fully  integrated  into  HMOs, 
not  just  grafted  onto  the  surface.  Of  course,  many  managed  care  organizations  and  employers  do 
try  to  emphasize  wellness  and  prevention,  or  at  least  pay  lip  service.  The  problem  is,  we  cannot 
demonstrate  that  these  services  will  reduce  health  costs  overnight.  In  fact,  in  the  short  run  their 
effective  use  is  likely  to  increase  services  and  costs,  especially  for  low  income  elderly  patients 
historically  deprived  of  such  services. 

Ultimately,  of  course,  if  "managed  care"  is  seen  only  as  a  tool  for  cutting  costs,  the  result 
will  be  a  health  system  that  is  neither  "managed"  nor  "care".  We  all  know  that  there  are  more 
than  a  few  dirty  little  secrets  about  the  explosive  growth  in  Medicaid  managed  care  over  the  last 
several  years.  I  will  agree  that  some  managed  care  organizations  have  developed  elegant, 
sophisticated  MIS  and  case  management  systems  that  emphasize  prevention  and  wellness.  Some 
plans  may  also  have  adequate  and  well-rounded  networks  of  providers  that  are  reasonably 
reimbursed  even  as  they  are  given  rational  incentives  to  change  wasteful  practice  patterns. 
However,  many  other  organizations  have  simply  grown  too  fast  to  take  the  time  to  develop  such 
systems  or  incentives.  Rather,  they  devote  their  efforts  to  enrolling  mostly  people  who  are  young 
or  healthy  (or  both),  invest  as  creatively  as  possible  the  enormous  cash  flow  generated  by 
capitated  payments,  ratchet  down  pavrnents  to  providers  wherever  they  can,  keep  support  staff" to 
a  minimum,  erea  subtle  and  not-so-subtle  barriers  to  access,  and  pray  no  one  needs  a  liver 
transplant  before  they  can  cut  a  deal  to  sell  out. 

Now  it  may  sound  from  these  statements  that  I  am  cynical  ~  perhaps  even  that  I  oppose 
managed  care.  But  nothing  could  be  farther  from  the  truth.  I  belong  to  an  HMO.  NAPH  has 
been  working  rapidly  to  help  both  public  and  private  health  systems  develop  or  expand  managed 
care  capacity  all  over  the  country.  Together  with  my  associate,  Bill  von  Oehsea,  I  have  even 
published  a  new  book  —  a  1000  page  "How  To"  manual  for  Medicaid  Managed  Care  and  State 
Health  Reform.  Managed  care  is  not  problematic  in  itself  ~  especially  for  the  poor  and 
disenfranchised.  Done  properly,  managed  care  can  result  in  genuine  improvements  in  health 
status  and  expansion  of  access  for  some  of  our  most  vulnerable  patient  populations.  It  is  just  that. 
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done  poorly,  implemented  too  rapidly,  or  for  the  wrong  reasons,  it  could  be  a  setback,  not  an 
improvement,  both  for  patients  and  for  entire  communities. 

We  need  only  look  at  the  TennCare  Medicaid  debacle  to  see  some  of  the  problems  we  fece 
when  cost  becomes  the  only  issue.  With  TennCare,  the  state  of  Tennessee  dumped  all  Medicaid 
and  many  uninsured  patients  overnight  into  ill-prepared  managed  care  plans  with  inadequate 
provider  networks,  only  to  pay  them  premiums  that  were  originally  found  to  be  40%  below 
acknowledged  actuarial  soundness.  As  recently  as  last  month,  TennCare  rates  were  determined 
by  Governor  Sundquist's  own  TennCare  Roundtable  to  remain  10-20%  below  costs.  And  in 
feimess  to  the  Governor,  who  was  not  responsible  for  developing  TennCare,  he  and  his  staff  have 
now  publicly  committed  themselves  to  implementing  needed  reforms. 

I  do  not  believe  it  is  inevitable  that  TennCare  represents  the  future  of  managed  care  ~  but 
if  we  hope  to  expand  such  programs  to  include  a  substantial  proportion  of  Medicare  beneficiaries, 
we  must  act  quickly,  together,  to  set  tough  standards  for  equity,  fairness,  access,  quality  and  fiscal 
integrity  in  managed  care  plans. 

Finally,  let  me  conclude  my  prepared  statement  with  some  specific  observations  about  the 
managed  care  proposal  introduced  by  the  Comnuttee: 

In  addition  to  financial  solvency  and  capital  adequacy  standards  for  health  plans,  it  is 
essential  that  your  proposal  include  assurances  of  actuarial  soundness  for  plan  premiums. 
Failure  to  do  so  will  mean  that  managed  care  will  be  little  more  than  a  cruel  hoax  on  most 
elderly  patients,  either  limiting  them  to  plans  with  severely  reduced  choice  or  requiring 
high  out  of  pocket  payments  that  will  be  beyond  the  reach  of  most  lower  income  elderly. 

For  example,  as  Medicare  managed  care  expands,  it  will  become  increasingly  urgent  to 
reevaluate  the  AAPCC  -  adjusted  average  per  capita  cost  ~  system  used  to  pay  HMOs. 
Currently,  the  AAPCC  calculation  is  all-inclusive,  incorporating  direct  and  indirect 
medical  education  payments  as  well  as  DSH  payments.  Yet  there  is  no  requirement  that 
the  risk  contractors  pass  these  payments  along  to  the  providers  for  whom  they  are 
intended,  or  even  that  the  HMOs  have  contracts  with  teaching  or  DSH  hospitals.  The 
problem  has  been  noted  by  both  ProPAC  and  the  PPRC. 

It  is  also  essential  that  any  program  of  enhanced  choices  for  the  elderly  take  into  account 
and  coordinate  carefully  with  the  Medicaid  programs  (including  residual  programs  in 
waivered  states)  so  as  to  permit  the  widest  possible  range  of  choices  for  low  income 
elderly  patients  as  well  as  others.  In  that  respect,  we  strongly  endorse  your  proposal  to 
adjust  MediChoice  rates  for  demographic  and  risk  factors,  provided  there  is  also  a 
requirement  that  such  adjustments  also  are  reflected  in  provider  payments  and  contracting 
requirements  to  ensure  that  access  is  maintained  for  hi^er  cost  patients  who  reside  in 
underserved  areas. 

While  the  proposal  would  appear  to  require  plans  to  agree  to  serve  all  beneficiaries  on  a 
"first  come  first  served"  basis,  we  know  now  fi-om  experiences  in  several  states  that  plans 
have  many  sophisticated  ways  to  avoid  such  obligations  and  protections  and  redline  the 
poorest  and  sickest  patients  from  their  marketing  plans.  Tough  criminal  and  civil  liability 
standards  must  be  included  to  ensure  that  all  elderly,  including  the  low  income  elderly, 
have  a  true  choice. 

In  general,  managed  care  organizations  (MCOs)  have  typically  refused  to  recognize  the 
higher  costs  incurred  by  teaching  hospitals  in  negotiating  rates,  in  both  the  Medicaid  and 
Medicare  context.  For  these  reasons,  NAPH  urges  you  again  to  retain  separate  IME, 
DME  and  DSH  programs,  with  payments  flowing  directly  fi-om  the  government  to 
hospitals  (or  other  non-hospital  ambulatory  teaching  sites). 

NAPH  looks  forward  to  assisting  the  Committee  and  Congress  as  a  whole  to  work 
together  on  a  bipartisan  basis  to  develop  rational  Medicare  reforms  that  will  achieve  real  cost 
savings  without  placing  the  health  care  safety  net  in  serious  jeopardy. 

I  would  be  pleased  to  answer  any  questions  you  may  have  at  this  time. 
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Mr.  Houghton  [presiding].  Thank  you.  Mr.  Gage. 

I  am  5orr>'  that  we  have  sort  of  shifted  the  baton  here.  I  was  not 
here  to  hear  your  earher  comments,  but  I  certainly  appreciate  your 
being  here  and  ever\'one  else. 

Mr.  Jaffe.  would  you  like  to  make  a  comment  or  two? 

STATEMENT  OF  DA\TD  E.  JAFFE,  CHIEF  EXECUTTVE  OFFICER, 
KARBOR\TE\V  MEDICAL  CENTER,  SEATTLE,  WASHINGTON 

Mr.  JaIFZ.  Thank  you. 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is 
Da\id  Jaffe  and  I  am  the  chief  executive  officer  of  Harborview 
Medical  Center,  in  Seattle.  Washington.  I  want  to  thank  you  for  al- 
lowing me  to  appear  here  today. 

I  am  here  to  tell  you  candidly  without  any  sugar-coating  what 
will  be  the  real  impact  of  proposed  Medicaid  and  Medicare  cuts  on 
Harborview  Medical  Center  and  the  people  we  ser\^e  within  a  four- 
State  region. 

Harborview  is  a  King  County  owned  facility  managed  by  the  Uni- 
versity of  Washington's  School  of  Medicine.  The  mianagement  con- 
tract between  the  county  and  the  university  has  existed  since  1967. 

With  a  handful  of  exceptions,  even,"  employee  working  at 
Harborview  is  a  University  of  Washington  employee.  Harbor\'iew  is 
the  only  level  I  trauma  center  in  the  State  of  Washington  and, 
along  with  its  regional  bum  center,  ser^'es  patients  from  Washing- 
ton, Alaska,  Montana,  and  Idaho,  referred  to  as  the  WAMI  region. 
This  region  represents  approximately  one-quarter  of  the  land  mass 
of  the  United  States.  These  critical  emergent  care  programs  ser\'e 
as  models  across  the  countr>'.  as  does  the  Medic  One  Emergency 
Response  Program^  for  which  Harborview  was  the  tlrst  hom.e. 

In  terms  of  its  payer  mix  and  sources  of  revenue.  Harborview  has 
approximately  43  percent  of  its  patients  reimbursed  through  Med- 
icaid, one  of  the  highest  percentages  in  the  country,  19  percent 
through  Medicare.  25  percent  through  private  insurance,  with  ap- 
proximately 9  percent  being  no  pay  at  all. 

Harborview's  longstanding  and  unwavering  mission  has  been  to 
care  for  all  persons,  regardless  of  ability  to  pay.  It  has  been  and 
continues  to  be  at  the  forefront  of  providing  care  to  the  under- 
served.  It  is  im^portant  to  note  that  that  Harborview  receives  no  op- 
erating support  from  King  County. 

Harborview  is  central  to  the  unique  role  of  the  University  of 
Washington's  School  of  Medicine.  The  School  of  Medicine  is  the 
only  medical  school  in  the  WAMI  region.  This  is  a  regional  program 
which  trains,  places,  and  supports  retention  of  providers  in  the  four 
States. 

Harborview  is  one  of  the  pivotal  patient  care  teaching  and  re- 
search institutions  in  this  valuable  regional  partnership.  The  sala- 
ries of  the  full-time  faculty  are  mostly  supported  through  the  serv- 
ices provided  by  them  at  Harborview.  The  faculty  is  complemented 
by  123  residents  in  general  and  specialty  fields.  This  is  an  integral 
part  of  the  University  of  Washington's  educational  training  and  re- 
search programs.  The  School  of  Medicine.  v,ith  Harbor\'iew  being 
one  of  its  primary'  focuses,  maintains  one  of  the  largest  National 
Institutes  of  Health  supported  research  programs. 
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The  impact  of  the  proposed  Medicare  and  Medicaid  cuts  on 
Harborview  will  be  devastating.  It  is  estimated  that  over  the  7-year 
period,  Harborview  will  lose  approximately  $125  million  in  Medic- 
aid reimbursement  and  approximately  $60  million  in  Medicare  re- 
imbursement. Harborview  has  been  able  to  operate  at  a  very  slim 
margin  and  has  been  extremely  effective  in  bringing  down  its  costs 
by  substantially  reducing  its  length  of  stay  and  work  force,  and  by 
implementing  other  efficiencies. 

Recognizing  that  there  is  still  room  to  reduce  costs  further 
through  increased  efficiencies,  these  increases  in  efficiencies  would 
only  make  a  mere  dent  in  the  $185  million.  It  is  not  by  chance  that 
we  must  depend  on  Medicaid  and  Medicare  to  provide  many  of  the 
services  needed  by  our  patients.  Trauma  and  burn,  for  instance, 
are  not  limited  to  people  with  insurance,  and  they  are  not  by  per- 
sonal choice.  They  are  the  result  of  accidents,  a  car  running  a  stop- 
light, a  boiler  in  a  ship  exploding.  The  proposed  cuts  will  severely 
limit  our  ability  to  provide  these  services. 

The  impact  of  these  reductions  are  exacerbated  by  the  dispropor- 
tionate cuts  being  proposed  for  medical  education.  The  primary 
purpose  for  our  residency  programs  are  education  and  training. 
Nonetheless,  Harborview's  ability  to  provide  level  I  trauma  services 
depends  on  having  advanced  house  staff  available  24  hours  a  day 
in  the  hospital.  A  substantial  part  of  the  cost  of  those  staff  is  paid 
by  Medicare.  Also,  the  indirect  part  of  medical  education  payments 
reimburses  us  for  our  disproportionate  percentage  of  services  pro- 
vided to  sicker  and  poorer  patients. 

Congress  is  faced  with  a  difficult  task.  It  must  reduce  the  growth 
in  expenditures  and  ensure  that  the  Medicare  Trust  Fund  has  suf- 
ficient funds  for  the  foreseeable  future.  It  must  ensure  that  the  pol- 
icy goals  of  the  country  are  responsibly  met. 

We  are  not  opposed  to  a  number  of  the  policies  now  being  dis- 
cussed. For  instance.  Medicare  risk  contracts  are  growing  rapidly 
in  our  area,  and  we  are  participants  in  this  process.  There  are 
strategies  that  can  be  expected  to  restrain  the  growth  of  health 
care  costs.  We  need  to  look  at  these  options  and  select  policies  that 
meet  the  Nation's  needs  and  do  not  harm  our  basic  and  important 
services. 

I  would  like  to  suggest  a  number  of  actions  that  Congress  could 
take  to  decrease  the  impact  of  services  like  ours  in  the  short  run. 
Number  one,  cuts  in  Medicare  should  be  less  in  areas  of  the  coun- 
try that  are  lower  cost  and  more  efficient.  The  Northwest  has  long 
treated  patients  more  efficiently  with  shorter  lengths  of  stay  and 
fewer  hospitalizations.  This  is  a  result  of  continually  improving  the 
way  services  are  provided.  Proportionate  cuts  would  inappropri- 
ately punish  providers  who  are  doing  a  good  job. 

Number  two,  disproportionate  share  payments  through  Medicare 
and  Medicaid  should  be  continued.  These  policies  have  recognized 
for  years  that  certain  hospitals  care  for  sicker  and  poorer  patients. 
For  Medicare,  these  payments  should  continue  outside  of  risk  capi- 
tation. For  Medicaid,  if  it  is  block  granted.  States  should  be  re- 
quired to  continue  disproportionate  share  payments  for  a  transi- 
tional period. 

Number  three,  if  reductions  to  growth  rates  must  be  made,  they 
should  be  proportionally  applied  to  all  parts  of  the  program.  Dis- 
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proportionate  cuts  in  medical  education  will  severely  impact  service 
provided  to  people  served  by  Harborview  and  similar  institutions. 

Number  four,  the  education  payments  that  Medicare  pays  to  hos- 
pitals should  be  separated  from  risk  contract  payments.  Managed 
care  entities  do  not  necessarily  use  the  education  funds  for  provider 
education  and  for  caring  for  the  sickest  and  poorest  patients.  To  en- 
sure that  these  funds  are  used  for  their  intended  purposes  and  not 
as  a  windfall,  the  funds  should  be  separated  from  the  managed 
care  payments,  put  in  a  special  fund,  and  distributed  to  the  institu- 
tions that  actually  provide  the  education  and  services. 

Number  five,  if  reductions  in  growth  are  made  in  the  Medicare 
and  Medicaid  iPrograms,  those  reductions  should  be  accompanied 
by  clear  thinking,  deliberation,  and  congressional  direction  about 
other  sources  of  support  for  needed  services.  We  cannot  survive  si- 
multaneous deep  cuts  in  all  of  the  Federal  programs  that  affect  us 
without  other  sources  of  funds. 

I  appreciate  the  opportunity  to  speak  to  you  today.  I  hope  this 
has  been  helpful,  and  I  would  be  pleased  to  respond  to  any  ques- 
tions you  may  have. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  DAVID  E.  JAFFE 
HARBORVIEW  MEDICAL  CENTER 
SEATTLE,  WASHINGTON 

Mr.  Chairman,  Members  of  the  Subcommittee,  thanic  you  for  allowing  me  to 
appear  today. 

I  am  here  to  tell  you  candidly,  without  any  sugar-coating,  what  will  be  the  real 
impact  of  the  proposed  Medicaid  and  Medicare  cuts  on  Harborview  Medical  Center 
and  the  people  within  the  four-state  region  we  serve. 

Harborview  is  a  King  County-owned  facility,  managed  by  the  University  of 
Washington's  School  of  Medicine.  The  management  contract  between  the  County 
and  the  University  has  existed  since  1967.  With  a  handful  of  exceptions,  every 
person  working  at  Harborview  is  a  University  of  Washington  employee. 
Harborview  is  the  only  Level  I  Trauma  Center  in  the  State  of  Washington,  and 
along  with  its  Regional  Burn  Center,  serves  patients  from  Washington,  Alaska, 
Montana  and  Idaho  (WAMI).  This  region  represents  approximately  one  quarter  of 
the  land  mass  of  the  United  States.  These  critical  emergent  care  programs  serve 
as  models  across  the  country,  as  does  the  Medic  One  Emergency  Response 
Program  for  which  Harborview  was  the  first  home. 

In  terms  of  its  payer  mix  and  sources  of  revenue,  Harborview  has  approximately 
48%  of  its  patients  reimbursed  through  Medicaid  (one  of  the  highest  percentages 
In  the  country),  19%  through  Medicare,  25%  through  private  insurance,  with 
approximately  9%  being  no-pay.  Harborview's  long-standing  and  unwavering 
mission  has  been  to  care  for  all  persons  regardless  of  ability  to  pay.  It  has  been 
and  continues  to  be  at  the  forefront  of  providing  care  to  the  underserved.  It  is 
important  to  note  that  Harborview  receives  no  operating  support  from  King 
County. 

Harborview  is  central  to  the  unique  role  of  the  University  of  Washington's  School 
of  Medicine  (UWSOM).  The  UWSOM  is  the  only  medical  school  in  the  WAMI 
Region.  This  is  a  regional  program  which  trains,  places,  and  supports  retention  of 
providers  in  the  four  states.  Harborview  is  one  of  the  pivotal  patient  care, 
teaching,  and  research  institutions  in  this  valuable  regional  partnership.  The 
salaries  of  the  full-time  faculty  are  mostly  supported  through  the  services  provided 
by  them  at  Harborview.  The  faculty  is  complemented  by  1 23  residents  in  general 
and  specialty  fields.  This  is  an  integral  part  of  the  University  of  Washington's 
educational,  training,  and  research  programs.  The  School  of  Medicine,  with 
Harborview  being  one  of  the  primary  focuses,  maintains  one  of  the  largest  National 
Institutes  of  Health  supported  research  programs. 

The  impact  of  the  proposed  Medicare  and  Medicaid  cuts  on  Harborview  will  be 
devastating.  It  is  estimated  that  over  the  seven  year  period,  Harborview  will  lose 
approximately  $125  million  in  Medicaid  reimbursement  and  approximately  $60 
million  in  Medicare  reimbursement.  Harborview  has  been  able  to  operate  at  a  very 
slim  margin  and  has  been  extremely  effective  in  bringing  down  its  costs  by 
substantially  reducing  its  length  of  stay  and  work  force,  and  by  implementing  other 
efficiencies.  Recognizing  that  there  is  still  room  to  reduce  costs  further  through 
increased  efficiencies,  these  increases  in  efficiencies  would  only  make  a  mere  dent 
in  the  $185  million.  It  is  not  by  chance  that  we  must  depend  on  Medicaid  and 
Medicare  to  provide  many  of  the  services  needed  by  our  patients.  Trauma  and 
burns  for  instance,  are  not  limited  to  people  with  insurance,  and  they  usually  are 
not  personal  choice.  They  are  the  result  of  accidents  --  a  car  running  a  stop  light, 
a  boiler  in  a  ship  exploding.  The  proposed  cuts  will  severely  limit  our  ability  to 
provide  these  services. 

The  impact  of  these  reductions  are  exacerbated  by  the  disproportionate  cuts  being 
proposed  for  medical  education.  The  primary  purpose  for  our  residency  programs 
are  education  and  training.  Nonetheless,  Harborview's  ability  to  provide  Level  I 
trauma  services  depends  on  having  advanced  house  staff  available  24  hours  a  day 
in  the  hospital.  A  substantial  part  of  the  cost  of  those  staff  is  paid  by  Medicare. 
Also,  the  indirect  part  of  medical  education  payments  reimburses  us  for  our 
disproportionate  percentage  of  services  provided  to  sicker  and  poorer  patients. 
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Harborview's  problems,  and  those  of  many  providers  of  basic  services,  cannot  be 
solved  by  caring  only  for  those  with  insurance,  or  moving  facilities  to  communities 
that  are  more  wealthy  or  charging  the  insured  more.  Our  hospital  is  full  so  we 
cannot  just  increase  our  volumes.  We  have  been  under  revenue  restrictions  for 
years  and  must  justify  every  dollar  we  spend.  We  have  to  date  been  successful  in 
doing  this  while  operating  in  one  of  the  most  competitive  and  efficient  health  care 
nnarkets  in  the  nation. 

Our  community  has  been  very  supportive  of  Harborview  and  the  important  mission 
we  fulfill.  Washington  State  has  also  been  supportive  in  its  reimbursement  to 
Harborview,  recognizing  the  critical  regional  role  we  play  and  our  commitment  to 
the  underserved.  Washington  State,  however,  will  not  be  able  to  pick  up  the  slack 
resulting  from  the  proposed  cuts  in  federal  funding.  The  state  has  already 
proposed  the  elimination  of  a  $40  million  program  for  the  medically  indigent,  many 
of  whom  are  seen  at  Harborview. 

Congress  is  faced  with  a  difficult  task.  It  must  reduce  the  growth  in  expenditures 
and  ensure  that  the  Medicare  trust  fund  has  sufficient  funds  for  the  foreseeable 
future.  But,  Congress  must  understand  the  impact  of  the  policy  choices  it  makes 
when  it  reduces  these  funds.  It  must  ensure  that  the  policy  goals  of  the  country 
are  responsibly  met. 

We  are  not  opposed  to  a  number  of  the  policies  now  being  discussed.  For 
instance.  Medicare  risk  contracts  are  growing  rapidly  in  our  area,  and  we  are 
participants  in  this  process.  There  are  strategies  that  can  be  expected  to  restrain 
the  growth  of  health  care  costs.  We  need  to  look  at  these  options  and  select 
policies  that  meet  the  nation's  needs  and  do  not  harm  our  basic  and  important 
services. 

I  would  like  to  suggest  a  number  of  actions  that  Congress  could  take  to  decrease 
the  impact  on  services  like  ours  In  the  short  run. 

1.  Cuts  in  Medicare  should  be  less  in  areas  of  the  country  that  are  lower  cost 
and  more  efficient.  The  Northwest  has  long  treated  patients  more  efficiently 
with  shorter  lengths  of  stay  and  fewer  hospitalizations.  This  is  a  result  of 
continually  improving  the  way  services  are  provided.  Proportionate  cuts 
would  inappropriately  punish  providers  who  are  doing  a  good  job. 

2.  Disproportionate  share  payments  through  Medicare  and  Medicaid  should  be 
continued.  These  policies  have  recognized  for  years  that  certain  hospitals 
care  for  sicker  and  poorer  patients.  For  Medicare,  these  payments  should 
continue  outside  of  risk  capitation.  For  Medicaid,  if  it  is  block  granted 
states  should  be  required  to  continue  disproportionate  share  payments  for  a 
transitional  period. 

3.  If  reductions  to  growth  rates  must  be  made,  they  should  be  proportionally 
applied  to  all  parts  of  the  program.  Disproportionate  cuts  in  medical 
education  will  severely  Impact  services  provided  to  people  served  by 
Harborview  and  similar  institutions. 

4.  The  education  payments  that  Medicare  pays  to  hospitals  should  be 
separated  from  risk  contract  payments.  Managed  care  entities  do  not 
necessarily  use  the  education  funds  for  provider  education  and  for  caring  for 
the  sickest  and  poorest  patients.  To  ensure  that  these  funds  are  used  for 
their  intended  purposes  and  not  as  a  windfall,  the  funds  should  be  separated 
from  the  managed  care  payments,  put  in  a  special  fund,  and  distributed  to 
the  institutions  that  actually  provide  the  education  and  services. 

5.  If  reductions  in  growth  are  made  in  the  Medicare  and  Medicaid  programs, 
those  reductions  should  be  accompanied  by  clear  thinking,  deliberation,  and 
Congressional  direction  about  other  sources  of  support  for  needed  services. 
We  cannot  survive  simultaneous  deep  cuts  in  all  of  the  federal  programs 
that  affect  us  without  other  sources  of  funds. 

i  appreciate  the  opportunity  to  speak  to  you  today.  I  hope  this  has  been  helpful 
and  I  would  be  pleased  to  respond  to  any  questions  you  may  have. 

Respectfully, 
David  E.  Jaffe 
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Mr.  Houghton.  Thank  you,  Mr.  JafFe. 

Now,  Mr.  Duckett,  would  you  like  to  make  your  presentation. 

STATEMENT  OF  GREGORY  M.  DUCKETT,  SENIOR  VICE 
PRESIDENT  AND  CORPORATE  COUNSEL,  BAPTIST 
MEMORIAL  HEALTH  CARE  SYSTEM,  MEMPHIS,  TENNESSEE 

Mr.  Duckett.  Thank  you,  Mr.  Chairman. 

I  am  Greg  Duckett,  senior  vice  president  and  corporate  counsel 
for  the  Baptist  Memorial  Health  Care  System  in  Memphis,  Ten- 
nessee. 

The  Baptist  Memorial  Health  Care  System  is  a  diversified  not- 
for-profit  health  care  delivery  system  comprised  of  33  health  care 
corporations,  16  of  which  are  freestanding  acute  care  hospitals  lo- 
cated in  Tennessee,  Arkansas,  and  Mississippi. 

I  am  pleased  to  have  this  opportunity  to  appear  before  you  not 
just  because  of  the  importance  of  the  issue  that  is  before  this  Sub- 
committee, but  also  because  approximately  30  years  ago  the  late 
Dr.  Frank  C.  Groner,  then-president  of  Baptist  Memorial  Hospital, 
appeared  before  Congress  to  express  concerns  about  a  program  that 
was  under  consideration  at  that  time.  He  stated  that  the  program 
would  grow  out  of  control.  That  program  was  Medicare.  A  number 
of  the  concerns  that  he  raised  then  are  confronting  us  now. 

Congress  earlier  this  year  established  its  framework  for  address- 
ing many  of  the  problems  that  confront  our  Nation  in  its  budget 
resolution.  As  part  of  that  resolution,  a  goal  of  $270  billion  in  sav- 
ings would  be  achieved  in  the  Medicare  Program  over  the  next  7 
years.  While  I  understand  the  need,  no,  let  me  say  it  is  imperative 
that  we  get  our  house  in  order  when  it  comes  to  our  financial  sta- 
bility and  viability,  Medicare  reform  must  be  accomplished  in  a 
way  to  ensure  that  the  benefits  that  are  provided  to  the  elderly  are 
done  so  without  punishing  those  who  are  directly  involved  with  the 
responsible  and  humane  task  of  providing  those  services. 

In  looking  at  the  current  guidelines  established  by  Congress,  I 
would  be  remiss  to  the  people  that  we  and  other  health  care  pro- 
viders serve  if  I  did  not  say  that  the  level  of  cuts  outlined  in  the 
budget  resolution  are  too  large  and  would  take  effect  much  too 
soon. 

The  future  approaches  that  we  take  to  control  cost  in  the  health 
care  system  must  take  into  consideration  the  lessons  learned  from 
the  past.  We  must  reorganize  both  the  priorities  that  are  covered 
under  the  Medicare  Program,  as  well  as  the  incentives  to  those 
hospitals,  physicians,  and  patients  who  utilize  the  resources. 

With  incentives,  like  the  society  that  the  health  care  system  is 
a  part  of,  we  have  evolved  around  incentives.  That  is  to  say  that 
a  number  of  the  problems  that  we  are  discussing  today  grew  out 
of  an  incentive  taken  to  an  extreme  or  an  incentive  whose  useful- 
ness no  longer  exists.  Our  system  is  honestly  broken.  It  is  broken 
financially,  as  well  as  in  terms  of  the  mechanics  of  the  operation. 

But  as  we  seek  to  fix  it,  we  cannot  engage  in  a  blame  game.  In 
terms  of  expectations,  from  the  consumers,  many  providers  heard 
the  comment  "I  want  the  best,  it  doesn't  matter  what  it  costs." 
That  is  a  direct  byproduct  of  our  third-party  payment  system.  In 
terms  of  the  incentives  to  the  providers,  we  have  all  experienced 
the  different  reimbursement  schemes  under  Medicare  ranging  from 
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charge-based  reimbursement,  to  cost-based  reimbursement  and, 
last,  to  fixed-based  reimbursement. 

It  basically  has  evolved  from  a  mentality  of  more  is  better,  mean- 
ing the  more  I  as  a  provider  can  do,  the  more  I  will  be  rewarded 
or  the  better  I  will  be  rewarded  financially,  to  underfix  rate  reim- 
bursement to  the  less  I  can  do,  the  quicker,  as  a  hospital  provider, 
I  can  get  the  patient  out  of  the  system,  the  better  off  I  will  be  fi- 
nancially. 

This  historical  perspective  of  reimbursement  points  to  what  is 
needed  to  reach  any  goal  of  reducing  cost  in  the  health  care  system 
and,  in  particular,  the  Medicare  Program.  To  control  cost  of  the 
Medicare  Program,  we  must  restructure  the  health  care  delivery 
system  and  set  expectations  that  will  provide  proper  incentives  for 
us  to  move  from  a  sick  care  system  to  one  that  is  centered  on 
wellness,  one  that  will  utilize  coordination  of  care. 

There  are  four  interrelated  factors  that  make  up  the  cornerstones 
of  American  medicine.  First,  the  quality  of  medical  care,  the  cost 
of  care,  patient  access  to  care,  and  the  choice  of  providers.  You  can- 
not substantially  alter  one  without  having  an  impact  on  the  other 
three.  To  solve  the  Medicare  problem,  we  must  look  at  all  four. 

The  private  health  market  has  already  recognized  the  benefits  of 
more  competition  and  are  already  bringing  their  health  care  costs 
under  control.  In  Memphis,  there  is  the  business  coalition  known 
as  the  Memphis  Business  Group  on  Health.  This  coalition  is  made 
up  of  the  larger  employers  in  the  city  of  Memphis. 

Through  published  requests  for  proposals,  these  companies  have 
been  able  to  hold  their  health  care  costs  down.  Those  proposals 
have  included  a  variety  of  plans,  ranging  from  fee-for-service  plans 
through  health  maintenance  organizations.  The  goal  or  the  purpose 
of  the  business  group  is  working.  It  is  controlling  cost  in  the  Mem- 
phis market.  We  are  expanding  that  through  the  development  of 
our  integrated  delivery  system  to  our  rural  and  other  health  care 
settings  for  which  we  provide  care. 

The  key  is  to  provide  every  legitimate  effort  in  reducing  health 
care  costs  through  coordinated  delivery  of  services.  But  if  we  are 
unable  to  achieve  the  level  of  savings  designed,  I  think  two  things 
should  be  taken  into  consideration.  First,  as  we  move  beyond  those 
levels  of  cuts,  we  must  look  at  an  independent  commission,  as  has 
been  advocated  by  other  members  that  have  appeared  before  this 
panel  before  me,  to  look  at  a  constructive  way  of  further  reforming 
the  Medicare  Program. 

Third,  we  should  always  look  at  creating  a  mechanism  to  provide 
for  shared  sacrifices.  Just  as  there  should  be  shared  responsibilities 
among  all  providers  and  beneficiaries,  there  should  be  shared  fi- 
nancial sacrifices  that  cover  the  entire  spectrum. 

In  conclusion,  let  me  say  that  a  vital  Medicare  Program  is  essen- 
tial to  the  elderly  and  it  must  be  adequately  funded.  And  if  we  look 
at  addressing  these  problems  in  a  thoughtful,  logical  manner,  I 
think  the  end  product  will  not  only  serve  the  good  of  the  Medicare 
Program  and  other  beneficiaries,  but  society  as  a  whole. 

Thank  you. 

[The  prepared  statement  follows:] 
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REMARKS TO 
HOUSE  WAYS  AND  MKANS  COMMITTEE 
Sabcommittee  oa  Health 
July  25, 1995 
Gn^ry  M.  Doclcett 
Baptist  Memorial  Heahb  Care  System 
899  Madison  Avenue 
Memphis,  TN  38146 

Mr.  Ouinnan,  I  am  Gr^  Dudc^  Senior  Vice  President  and  Corporate  Counsel  for 
Bapiist  Memoria]  Health  Care  System  in  Memphis^  Tennessee.  The  Baptist  Memorial 
BeaHh  Care  System  is  a  divcrafied  heakh  care  ddivery  system  comprised  of  thirty  three 
health  care  corporations,  sixteen  of -wtuch  are  freestanding  acute  care  hospitals  located  in 
Temicssae,  Arkansas  and  Mississippi.  I  am  pleased  to  have  this  opportunity  to  appear 
befbre  you,  not  just  because  of  the  importance  of  the  issue  that  is  before  this  committee, 
but  also  because  about  30  years  ago  the  late  Dr.  Frank  C.  Groner,  then  president  for 
Baptist  Memorial  Ho^ntal  appeared  before  Congr^  to  express  concerns  about  a 
proBFam  that  \vas  under  consideration  at  that  time  by  Congress.  He  stat«I  that  the 
program  would  grow  out  of  control.  That  program  is  Medicare.  A  number  of  the 
concerns  that  he  raised  then  are  confronting  us.  Medicare  as  well  as  our  basic  heahh  care 
system  has  gone  astray,  in  terms  of  its  cost  and  the  fundamentals  of  the  system  Given  the 
medical  and  financial  realities  of  the  Medicare  program  it  is  impoative  that  it  be  reformed. 

Congress  eariier  this  year  established  its  frameworic  for  addressing  many  of  the  problems 
that  confrom  our  nation  in  its  budget  resolution.  As  part  of  that  resolution.a  goal  of  $270 
biDion  in  savings  would  be  achieved  in  the  Medicare  program  over  the  next  seven  years 
and  S175  billion  in  MetUcaid.  While  I  understand  the  need,  no,  the  imperative  is  that  we 
get  our  house  in  order  when  it  comes  to  our  financial  stability  and  viability.  Medicare 
reform  must  be  accomplished  in  a  w^  to  insure  that  boiefits  are  provided  to  the  eldedy 
without  punisbmg  those  directly  involved  and  re^nsible  for  the  humane  and  necessary 
task  of  providing  that  care.  In  looking  at  the  current  guidelines  established  by  Congress,  I 
would  be  raniss  to  the  people  that  we  and  other  health  care  providers  s«ve  if  1  didn't  say 
that  the  level  of  cuts  as  outlined  in  the  budget  resolution  are  too  large  and  take  efiect  too 
soon. 

Today's  heahfa  care  ddivoy  system  has  evolved  from  a  single  compassionate  fimction  of 
tending  to  the  health  needs  of  individuab  into  a  complex  system  of  entities  designed  to 
reach  a  variety  ofneeds  in  many  dififerent  environments.  Our  future  approaches  that  we 
take  to  control  the  cost  of  the  health  care  system  must  take  into  consdoation  the  lessons 
leanidd  from  the  past  We  must  take  into  account  the  actuarial  realities  that  the  sheer  size 
of  the  Medicare  population  wQl  demand  in  the  years  ahead.  These  realities  must  bring 
about  a  significant  and  fundamental  change  in  the  way  Molicare  benefits  are  provided  and 
funded.  These  changes  may  initially  seem  at  odds  with  the  traditional  American 
expectation  of  imlimited  medical  care  for  the  elderiy.  But  none  the  less,  if     are  to 
provide  tias  vital  coverage  to  our  senior  citizens,  we  must  reorganize  both  the  priorities 
covered  under  the  Medicare  program  and  the  incentives  to  those  hospitals,  ph^dans  and 
patients  who  utilize  those  dgmGfsmt  resources. 

In  tarns  of  incentives  the  health  care  ddiveiy  syston,  like  the  society  that  it  is  a  part  o^ 
evolved  around  incentives.  That  is  to  say  a  number  of  the  problems  that  we  are  discussing 
today  grew  out  of  an  incentive  taken  to  an  extreme  or  incentives  whose  usefulness  no 
longer  exist  Historically  the  Govemmait  has  bcai  the  largest  pro>dder  of  incentives  to 
the  health  care  system 

To  responsibfy  address  the  needs  of  Medicare  I  bdieve  that  it  is  Important  that  we  realize 
that  the  system  is  broke.  Our  health  care  system  today  is  too  expenave.  As  we  seek  to  fix 
it,  however,  we  can't  afford  to  engage  in  a  blame  game. 

The  health  care  system  that  we  have  today  exists  b«:ause  of  the  incentives  and 
expectations  that  have  been  placed  on  our  industry.  In  tenns  of  expectation,  from  the 
coflsumK,  we  heard,  "I  want  the  best  Whatever  it  takes  to  get  me  wdl,  I  want  it,  because 
money  is  no  object,  I  have  insurance."  Not  many  if  any  patients  woukl  say,  "1  can  only 
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party  payment  system.  TIm  paiiem  wanted  and  demanded  the  Jaicst  and  best  in 
todmology.  It  is    thou^  "high  tech"  equals  high  quality  outcome. 

In  terms  of  incentives,  we  have  all  seea  the  impact  of  difiweot  reimbursanent  schemes. 
We  started  with  Charge  Based  Reimbursem^iL  Then  we  watt  to  Cost  Baaed 
Rfiimbuiwment  aiid  lastly  Fixed  Based  Redmbiirsemait  (Per  diems).  It  basically  w«jt  from 
a  "more  is  bata^  menfalfty  to  a  ^ess  is  better".  This  means  that  as  a  provider,  in  order 
fiw  me  to  succeed,  I  had  to  bill  more.  It  moved  under  the  fixed  reimfaursement  to  one  of 
the  less  provided  and  tiie  (picks:  a  discharge  was  made  the  greater  the  finandat  success  of 
Ihe  provider.  All  of  these  approacbes  were  mtended  to  hold  down  cost  but  ±ey  did  not 
work.  Not  only  did  cost  continue  to  rise  during  this  p«iod  but  it  also  created  the 
infemous  peril  of  cost  shifting.  AdditioDally,  diiring  the  fixed  reimbursement  period, 
hospitals  operated  under  inceotives  to  Hmit  the  patients  stay  in  t»ms  of  day^  inthe 
to^iital,  but  physician  i«»viders  didn't  This  divergence  of  incaitives  made  failure 
inevitable. 


This  historical  p^spective  of  reimbursement  points  to  what  is  needed  to  realistically  and 
fflfianingfiiUy  reach  any  goal  in  redudsg  the  cost  of  the  heaith  cane  systen  and  particularly 
the  Medicare  Pi  ugr auL 

To  control  the  cost  of  the  Medicare  Program  and  refenn  our  heaith  care  ddivay  system 
wc  must  craaie  a  new  paradigm.  fVe  Tttusi  resiruciure  the  hsahh  care  deHvery  system  to 
cm  that  sets  expectations  andptxnides  the  proper  iTxenHves  to  movt  usjrom  sick  care  to 
■^t^U  care  through  the  use  of  coordijuiiied  care.  This  can  only  be  achieved  if  aH 
compoQBits  of  the  reimbursment  proc^  and  the  detivsy  proc^  w<ffic  In  coi^unction 
with  one  another. 

If  as  a  nation  we  have  limited  resources  to  qjeod  on  health  care,  wc  must  questioa 
everythmg  that  %-e  do.  We  inust  begin  to  ask  the  tou^  question  of  "Does  this  add  vahie 
to  tiie  outccane  for  the  patient?"  This  is  not  a  question  to  be  answered  in  a  vacuum.  It 
deseives  the  input  from  all  stak^lders,  because  if  we  are  to  be  succe^ful,  it  will  take  all 
of  us  tvx)ridng  together. 

Over  the  last  two  years,  a  lot  has  been  said  about  changing  the  heallii  care  delivery  syston. 
That  are  Som-  intardated  factors  which  make  up  the  cornerstones  of  .American  medione: 
The  quality  of  medical  care,  the  co^  of  care,  pauent  access  to  care  and  the  choice  of 
pruviders.  You  cannot  substantiaiiy  alter  one  without  having  an  impact  on  the  otho*  three. 
To  solve  the  Medicare  problan  we  must  look  at  all  four  component  parts.  We  need 
competition  to  bring  down  costs,  data  to  track  and  eiiSure  quality,  planned  untformity  to 
guanmtee  access  and  consumer  choice  to  allow  suc«s^!  providers  to  be  rewarded  and 
fiirther  allow  individual  means  and  desires  to  be  eqiressed. 

You  can  change  the  incentives  from  a  systan  driven  and  rewarded  largdy  by  volume  to  a 
COTipedtive  and  capitated  system  driv«i  by  ^deocy.  That  we  must  do.  We  must  change 
in  order  to  efimirmte  unnecessary  and  defaisi>'e  medical  costs  and  yec  do  so  without 
dama^ng  the  quaBty  of  care. 

The  private  health  caie  maiket  has  already  recognized  the  beiefits  of  mere  conqietition 
and  are  already  bringing  thdr  health  care  costs  undtf  control  Iq  Manphis,  thav  is  the 
busness  coaliti<^  known  as  The  Memphis  Business  Group  on  Healdi.  This  coaEtion  is 
made  up  of  the  largest  anployers  in  the  city  of  Manpfais.  Through  p\iblished  r^jue^  for 
proposals  these  companies  have  beaa  able  to  hold  tfaar  health  an  cost  down.  Those 
proposals  have  induded  various  types  of  plans  for  the  employee  to  choose  from:  ranging 
fixxn  the  trac&ional  foe-for-service  plan  to  a  health  maintenance  organization  plan  The 
eflftrts  of  groups  like  the  Menphis  Business  Group  on  Health  and  the  Washington 
Business  Group  on  Health  are  already  bringing  their  heaith  care  costs  under  control  They 
have  recognized  the  power  of  group  purchasing,  data  driv«i  quality  assurance  and 
rj^m^vrj  ii|  vft  bidding. 
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We  must  bring  the  Medicare  program  in  line  with  the  progress  that  is  beiiig  made  in  the 
private  sector.  Progress  that  is  based  on  financial  and  actuirial  choices  which  reward 
those  institutions  who  can  ddiver  appropriate  and  efSdent  medical  care.  Also  in  the 
{HTvate  sector,  dioices  are  being  made  by  employers  who  now,  more  than  ever,  understand 
the  medanics  involved  in  the  defivay  of  quality  care,  and  by  consumers  oraking  chokes 
about  their  own  heaWi  care  coverage,  and  usmg  their  own  ability  to  help  pay  for  some  of 
those  choices. 

We  must  recognize  also,  that  because  of  this  relative  new  and  dynamic  progress' in  the 
private  sector,  tha%  are  no  longer  s^ments  of  the  marke^Iace  that  wiD  toJerate  and 
accommodate  the  historical  cost  shifitag  of  tmderfimded  federal  and  state  programs  by 
struggUog  providers. 

Progress  in  controlling  costs  in  the  competitive  private  sector  has  taught  us:  First,  tlat 
each  success  program  is  a  team  effort.  An  efibit  comprised  of  purdiasers.  insurer^ 
provider  and  consumen  working  togeth»  toward  a  common  end.  It  is  the  recogiution  of 
the  needs  of  the  other  team  monbers  that  begins  the  real  process  of  managing  care.  One 
group  does  not  kmg  benefit  at  iix  expense  of  anothtf,  they  have  learned  through 
education  and  experience  to  share  the  responsibilities,  and  the  discipline  needed  to  make  it 
wofk.  Sec«i4  the  ben^ts  of  a  successful  program  are  based  on  the  sharing  of  actuarial 
data,  as  well  as  goals  and  objectives.  There  must  be  accurate  and  tioady  data  on  the 
medical  needs  of  the  population  and  the  efiBdency  of  ths  providers  serAng  those  needs.  In 
the  private  sector  the  most  successful  managed  care  partnerships  are  "data  driven"  in  just 
sach  a  way.  We  have  learned  that  feedback  is  critical  ail  along  the  continuum  of  care. 
Expectations  fflUA  be  compared  to  results,  over  and  over  again  m  a  nevo- ending  search 
for  a  better  way  to  provide  quality  care. 

Restructuring  the  deEveiy  system  around  the  principles  of  managed  care  will  curtail  and 
contain  the  growth  in  our  health  «ue  system.  To  the  extent  that  sufSci^  savings  are  not 
derived  to  meet  established  guidelines,  two  tiungs  are  ^s&itial  before  any  further 
reductions  are  attonpted.  FuTt,  an  Independent  Commission  should  be  established  to 
comptdiensivdy  review  the  Me<ficare  program  to  determine  further  reform  for  the 
program.  For  too  long  the  approach  to  cutting  the  Medicare  Program  has  been  to  cut 
rnmburs«nenL  If  the  goal  of  this  congress  is  to  ensure  the  long  term  viability  of  the 
Ho^ital  Insurance  Tmst  Fund,  a  number  of  tough  issues  must  be  addressed.  Issues  that 
desre  more  than  being  a  political  football.  Actuarially,  the  numbers  are  staggering  when 
we  look  at  what  is  projected  to  ha;^)en  to  per  capita  earnings  and  the  number  of  people 
digible  fa-  the  program.  These  dynamics  must  be  dealt  with  first  before  they  become 
crises  and  in  an  apolitical  manner.  Given  our  current  structure  the  independent 
commission  appears  to  be  the  best  approach.  Secondly,  to  the  extent  that  there  must  be 
financial  sacrifices,  they  must  be  shared.  Every  participant  in  the  health  care  ddivoy 
process  should  diare  in  whatever  cuts  are  made  in  the  program. 

The  Medicare  population  is  dynamic  It  is  a  population  that  change  year  to  year,  that  is 
agmg  year  to  year  and  one  that  is  increaang  in  size  each  year  as  wdl.  It  is  essential  that 
Medicare  have  the  fimdmg  necessary  to  make  these  cl^ges  and  at  the  same  time  he^ 
educate  this  population  on  their  own  responsibilities  to  hold  down  the  cost  of  care.  It 
does  not  stop  there,  however.  CongreM  must  review  measures  previously  enacted  to 
insure  tiiat  the  purpose  still  exists  that  led  to  the  enactment  of  the  provision.  Specifically 
as  we  work  nwre  closely  with  oth^  providers  concepts  such  as  self-referral  and  anti-<nist 
and  anti-kickback  must  also  be  reviewed  to  inaire  that  no  unnecessary  cost  is  passed 
throughout  the  systan.  Anything  short  ofsuch  unduly  ties  the  hand  of  the  providers. 
Additionally,  eadi  a^ect  of  the  Medicare  program  must  be  evahiated  to  insure  that 
nothing  inhibits  the  devdopmect  of  a  complete  contmuum  of  care.  We  at  BMHCS  like 
other  providers  are  working  to  develop  what  is  called  an  Int^rated  Ddivery  System.  This 
is  basically  a  network  of  provides  to  insure  the  entire  continuum  of  care.  It  is  difficult  to 
achieve  this  if  at  the  same  time  Congress  is  looking  at  issuing  a  moratorium  on  different 
aspects  of  care,  Le.,  long  term  hospitals.  We  recently  developed  a  long  term  hospital  and 
are  fmtVm^  it  to  be  a  logjcal  and  necessary  st^  in  the  continuum  of  care.  Just  as  home 
health,  outpatient  s^ces  and  entities  are  key  conq>onent5  in  delivering  health  care,  long 
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tena  hoqiftals  can  under  the  proper  cimunstances  be  a  key  component.  Also  FegulatioDs 
related  to  rdmburseai^  should  not  be  changed  haphazardly.  As  we  hear  of  difler^ 
proposals  we  are  optimistic  that  change  will  continue  to  envelope  progres^ve  measures 
that  are  centerad  on  the  proper  incentives.  It  is  a  bit  disconcerting  when  we  hear  things 
like  redudflg  or  eliminating  Medicare  bad  d^t  payments.  As  emphases  are  placed  on 
fiscal  responabliity  and  shared  sacrifice,  it  is  important  to  reaUze  that  this  responsibility 
could  have  an  adverse  effect  on  a  sclent  of  our  population  that  can't  financially  afibrd  it, 
and  tbo-e^  ino-ease  bad  debt  ratios  to  hospitals.  This  could  have  a  detrimental  efi&ct  on  a 
number  of  hospital  providers. 

A  viable  Medicare  program  is  essential  to  the  elderiy  and  an  adequately  fiinded  program  is 
essential  to  the  provid&s  of  care  We  in  the  BMHCS  urge  you  to  structure  the  means  by 
which  this  care  can  be  professionally  and  appropriately  managed.  Thank  you. 
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Mr.  Christensen  [presiding].  Thank  you,  Mr.  Duckett. 
Mr.  Cantrell,  the  Subcommittee  would  be  pleased  to  hear  your 
testimony. 

STATEMENT  OF  ROBERT  W.  CANTRELL,  M.D.,  ACTING  VICE 
PRESIDENT  AND  PROVOST,  HEALTH  SERVICES  CENTER, 
UNIVERSITY  OF  VIRGINIA,f  CHARLOTTESVILLE,  VIRGINIA 

Dr.  Cantrell.  Mr.  Chairman  and  Members  of  the  Subcommittee, 
thank  you  for  the  opportunity  today  to  share  with  you  the  impact 
of  reductions  in  Medicare  funding  on  rural  academic  health  cen- 
ters. 

I  am  Robert  W.  Cantrell,  M.D.,  acting  vice  president  and  provost 
of  UVA,  the  University  of  Virginia  Health  Sciences  Center  in  Char- 
lottesville, Virginia. 

I  would  like  to  address  three  areas  of  impact,  clinical  income, 
graduate  medical  education  funding,  and  the  economic  impact  be- 
yond the  institution.  The  University  of  Virginia  Health  Sciences 
Center  is  an  academic  health  center  located  in  rural  central  Vir- 
ginia. The  university  has  556  medical  students,  475  nursing  stu- 
dents, and  678  residents  in  training. 

The  Health  Sciences  Center  also  includes  a  medical  center  pro- 
viding all  levels  of  care  from  primary  through  quaternary  to  the 
citizens  of  Virginia,  the  mid-Atlantic  region,  and  beyond.  We  are  a 
level  I  trauma  center,  the  only  burn  center  in  our  region,  and  we 
offer  all  levels  of  critical  care,  preventive  services,  and  hospice  care. 
We  take  our  primary  care  into  the  community  and  rural  counties. 

Our  Health  Sciences  Center's  total  budget  approaches  $600  mil- 
lion annually.  The  University  of  Virginia  turns  no  patients  away. 
Slightly  less  than  one-half  of  our  patients  are  medically  indigent. 
These  include  approximately  20  percent  of  our  patient  population 
who  are  covered  by  Medicaid,  and  one-third  of  our  patients  who  are 
on  Medicare.  We  provided  in  excess  of  $35  million  in  uncompen- 
sated care  last  year.  We  do  not  begrudge  providing  so  much  free 
care,  but  if  this  amount  were  to  grow  or  the  reimbursements  from 
paying  patients,  the  majority  whom  are  on  Medicare,  were  to  drop, 
the  financial  viability  of  our  institution  would  be  jeopardized. 

More  than  three-quarters  of  our  budget,  roughly  $460  million, 
comes  from  clinical  income.  One-third  of  our  clinical  income  derives 
from  Medicare,  yielding  an  income  of  about  $150  million  annually. 
To  reduce  this  figure  by  10  percent  would  impact  the  University  of 
Virginia  by  $15  million. 

To  put  this  in  perspective,  a  4-percent  profit  margin  for  medical 
centers  is  necessary  to  maintain  financial  viability.  Our  hospital 
revenues  last  year  were  about  $375  million.  Four  percent  equals 
$15  million.  A  10-percent  cut  in  Medicare  revenues  could  create  an 
operating  loss  leaving  us  with  no  money  for  capital  equipment,  im- 
provements, clinical  program  development,  depreciation,  and  no  re- 
serve to  sustain  us  through  more  draconian  reductions. 

Added  to  these  considerations  is  the  impact  of  managed  care. 
Medicare  reduction  would  cause  a  precipitous  cut  in  clinical  in- 
come, but  equally  serious  is  the  specter  of  Medicare  cuts  in  the 
funding  of  graduate  medical  education.  The  UVA  has  678  residents 
in  training.  We  agree  that  too  many  specialists  are  being  trained, 
and  we  are  taking  steps  to  train  more  primary  care  physicians. 
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In  the  last  year  alone,  we  have  increased  our  number  of  general- 
ists  in  training  from  29  to  39  percent.  Reductions  in  Medicare  edu- 
cational funding  would  have  a  serious  severely  deleterious  effect  on 
this  initiative. 

Virginia  enacted  legislation  in  1992  to  promote  the  training  of 
generalist  physicians.  Under  this  initiative,  we  have  placed  stu- 
dents in  primary  care  doctors'  offices  for  the  purpose  of  exposing 
them  to  careers  in  generalist  medicine.  Our  hope  is  that  many  will 
choose  family  medicine  for  their  future  practice  in  one  of  Virginia's 
medically  underserved  communities.  Fourteen  of  the  seventeen 
counties  which  make  up  Virginia's  Fifth  Congressional  District 
where  UVA  is  located  are  medically  underserved,  according  to 
Health  and  Human  Services  guidelines. 

Medicare  funding  of  graduate  medical  education  compensates  for 
teaching.  Teaching  hospitals  are  more  costly  than  hospitals  which 
do  not  train  students  or  residents,  for  several  reasons.  Just  two  are 
that  young  doctors  in  training  are  less  cost-effective  practitioners 
and  teaching  them  is  time  consuming  for  the  faculty.  Academic 
medical  centers  care  for  the  sickest  patients  with  the  most  complex 
and  serious  problems,  especially  the  elderly  and  the  indigent.  As  a 
result,  our  costs  are  higher,  frequently  over  DRG  allowances,  and 
we  are  not  adequately  reimbursed  for  this  care. 

The  Congress  has  provided  payments  for  both  direct  and  indirect 
graduate  medical  education  costs.  For  the  7.7-percent  figure  now 
used  for  the  indirect  costs,  which  amounts  to  $25  million  for  the 
University  of  Virginia,  reduced  to  3  percent,  as  some  have  pro- 
posed, the  UVA's  amount  would  fall  to  $10  million,  a  reduction  of 
$15  million  per  year.  This  could  result  in  an  operating  loss.  Should 
both  graduate  medical  education  pajmients  and  Medicare  payments 
for  care  be  reduced  as  proposed,  we  would  experience  a  negative 
balance  of  $15  million.  This  would  fore  us  to  curtail  some  needed 
programs  and  services  and  probably  lay  off  upward  of  600  employ- 
ees. 

This  brings  me  to  my  final  point,  the  impact  of  reduced  Medicare 
funding  on  the  local  and  regional  economy.  The  Health  Sciences 
Center  employs  nearly  6,800  faculty  and  staff.  We  are  the  largest 
single  employer  in  central  Virginia.  Medicare  funding  directly  bene- 
fits those  who  are  ill,  but  the  money  paid  for  their  health  care  does 
not  remain  in  a  vault  in  the  medical  center.  The  largest  segment 
of  health  care  costs  is  salaries.  Health  care  professionals  buy  food, 
clothes,  cars,  homes,  and  they  pay  taxes  on  their  income.  Based  on 
the  traditional  multiplier  effect  of  lost  jobs  in  the  economy,  the  eco- 
nomic loss  of  600  jobs  would  probably  be  in  the  neighborhood  of 
$30  to  $40  milhon. 

I  appreciate  the  dilemma  that  you  as  elected  officials  have  in  try- 
ing to  reduce  the  budget  deficit.  We  have  cut  costs  and  we  intend 
to  continue  these  efforts.  We  cannot,  however,  absorb  substantial 
reductions  in  Federal  funding  and  still  sustain  our  mission. 

I  pray  that  God  will  be  with  you  as  you  deliberate  on  this  and 
other  pressing  questions  that  face  this  Nation. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  ROBERT  W.  CANTRELL,  M.D. 
UNIVERSITY  OF  VIRGINIA  HEALTH  SCIENCES  CENTER 

Mr.  Chairman  and  members  of  the  Committee: 

Thank  you  for  the  opportunity  to  share  with  you  comments  on  the  impact  of  reductions  in 
Medicare  funding  on  rural  academic  health  centers.  I  am  Robert  W.  Cantrell,  M.D., 
Acting  Vice  President  and  Provost  of  the  University  of  Virginia  Health  Sciences  Center, 
in  Charlottesville,  Virginia.  The  views  I  relate  today  are  my  own,  but  I  suspect  that  they 
hold  true  as  well  for  similar  rurally  based  academic  medical  institutions  such  as  the 
University  of  Iowa  or  Pennsylvania  State  University.  Indeed,  many  of  the  proposed 
Medicare  funding  reductions  would  impact  significantly  on  all  of  this  nation's  academic 
health  centers.  These  centers  are  already  under  siege  by  managed  care  and  private  sector 
market  pressures,  by  constraints  on  research  funding,  and  by  state  funding  cuts. 

I  would  like  to  address  three  areas  of  impact:  clinical  income,  graduate  medical 
education  funding,  both  direct  and  indirect,  and  the  economic  impact  beyond  the 
institution. 

The  University  of  Virginia  Health  Sciences  Center  (UVA)  is  an  academic  health  center 
located  in  Charlottesville,  in  rural  central  Virginia.  The  University  has  a  School  of 
Medicine  which  enrolls  556  medical  students,  a  School  of  Nursing  with  an  enrollment  of 
475,  and  graduate  medical  education  programs  at  University  Hospital  and  at  associated 
regional  hospitals  which  train  678  residents  across  the  spectrum  of  medical  fields.  The 
University's  Health  Sciences  Center  also  includes  a  comprehensive  Medical  Center 
providing  all  levels  of  care,  from  primary  through  quaternary,  to  the  citizens  of  the 
Commonwealth  of  Virginia  and  the  mid-Atlantic  region  and  beyond.  We  are  a  Level  I 
trauma  center  with  helicopter  and  fixed-wing  aircraft  to  transport  patients  from 
throughout  the  region.  We  are  the  only  bum  center  in  the  region.  Our  services  include 
adult  critical  care,  intensive  care  for  high-risk  newborns  and  children,  and  heart  and  liver 
transplants.  We  have  a  comprehensive  cancer  center  which  offers  particular  expertise  in 
cancers  of  the  bone,  breast,  head  and  neck,  lung,  gynecologic  system,  gastrointestinal 
tract,  and  prostate.  Our  Women's  Center  has  one  of  the  first  menopause  clinics  in  the 
country,  where  women  can  receive  gynecological  and  endocrinological  care  and 
mammography,  all  in  one  visit  to  a  single  place.  In  addition,  we  take  our  primary  and 
secondary  care  services  out  into  the  community  and  to  nearby  rural  counties  —  we 
operate  a  number  of  satellite  clinics,  are  allied  with  several  community-based  practices, 
and  offer  mental  health  services  through  a  rural  outreach  program.  We  also  provide 
wellness  and  preventive  medicine  services  through  our  Institute  of  Quality  Health  and 
home  health  care  through  our  Continuum  program.  Our  newest  initiative,  opening  just 
this  week,  is  a  hospice  and  palliative  care  unit  which  has  a  cooperative  relationship  with 
the  community-based  regional  hospice. 

The  University  of  Virginia  turns  no  patient  away.  Slightly  less  than  half  of  the  patients 
we  see  are  classified  as  medically  indigent.  These  include  approximately  20  percent  of 
our  total  patient  population  who  are  covered  by  Medicaid.  Fully  one  third  of  our  patients 
are  covered  by  Medicare. 

The  University's  physicians  and  hospital  together  provided  in  excess  of  $35  million  in 
uncompensated  care  last  year.  We  are  not  complaining  about  providing  so  much  free  care 
—  serving  the  medically  needy  who  lack  the  means  to  pay  is  one  of  the  reasons  we  exist. 
However,  if  this  dollar  figure  were  to  grow,  or  if  the  compensation  we  receive  from  our 
paying  patients  —  the  majority  of  whom  are  on  Medicare  —  were  to  drop,  the  financial 
viability  of  our  institution  would  be  seriously  affected. 

Were  the  University  not  here  or  were  our  ability  compromised  to  provide  care  to  all  who 
need  it,  patients  would  be  forced  to  travel  hundreds  of  miles  to  receive  the  services  they 
require.  Since  the  most  needy  —  medically  and  financially  speEiking  —  would  be  least 
able  to  travel,  they  would,  in  effect,  be  denied  care. 

The  University  of  Virginia  Health  Sciences  Center  employs  nearly  6800  faculty  and  staff 
and  has  an  annual  budget  which  approaches  $600  million.  We  are  the  largest  single 
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employer  in  central  Virginia.  Less  than  seven  percent  of  our  budget  comes  directly  from 
the  Commonwealth  of  Virginia  to  support  health  professional  education.  We  receive 
more  than  $73  million  annually  from  research  grants,  most  of  these  awarded  by  the 
National  Institutes  of  Health;  it  is  worth  mentioning  that,  since  there  is  talk  in  these  halls 
of  reducing  the  NIH  budget  by  ten  percent,  such  an  action  would  immediately  cut  our 
academic  health  center's  research  income  by  more  than  $7  million  aimually. 

More  than  three  quarters  of  the  University  of  Virginia  Health  Sciences  Center's  budget 
—  roughly  $460  million  — comes  from  clinical  income.  These  are  the  dollars  we  earn 
from  patient  care.  Approximately  one  third  of  our  clinical  income  derives  from  Medicare 
patients.  This  yields  us  a  Medicare  income  of  about  SI  50  million  annually.  To  reduce 
this  figure  by  ten  percent  would  impact  the  University  of  Virginia  by  $15  million. 

To  put  this  in  a  simple  financial  perspective  for  our  hospital  operations:  a  four  percent 
profit  margin  for  medical  centers  is  necessary  to  maintain  long  term  financial  viabiUty. 
Our  hospital  revenues  last  year  were  about  $375  million.  Four  percent  would  equal  $15 
million.  A  ten  percent  reduction  in  Medicare  revenues  could  create  an  operating  loss, 
leaving  us  with  no  money  for  capital  eqmpment  or  improvements,  no  money  for  clinical 
program  development,  no  money  for  depreciation,  and  no  reserves  to  support  us  through 
difficult  times  or  more  draconian  reductions.  We  must  add  into  all  of  these 
considerations  the  impact  of  managed  care,  with  many  for-profit  HMOs  entering  the  area 
and  skimming  off  as  much  as  30  cents  from  each  health  care  dollar  for  profit  and 
administrative  expenses,  then  negotiating  deep  discounts  in  physician  reimbursements 
and  hospital  payments. 

These  threats  to  our  financial  viability  have  not  gone  unheeded.  We  have  already  taken 
steps  to  operate  responsibly  on  a  leaner  budget,  in  leaner  times.  As  a  result  of  a  hiring 
fi^ze  instituted  in  August  1 993,  the  number  of  full-time  equivalent  employees  in  our 
hospital  and  clinics  has  fellent  by  600,  from  about  4,800  to  4,200,  resulting  in  savings  of 
$20  million.  A  program  of  value  improvement  has  yielded  efficiencies  of  cost  without  ^ 
compromising  quality.  For  example,  physicians,  nurses,  and  administrators  worked 
together  to  trim  $8000  off  the  charge  for  coronary  artery  bypass  grafting,  reducing  our 
total  charge  for  this  frequently  performed  procedure  to  approximately  $28,000,  which 
compares  to  a  national  average  of  $40,000.  Similarly,  charges  for  total  hip  replacements ' 
were  nearly  $14,000  at  our  institution  in  1993  but  now  average  $9,600,  with 
uncomplicated  cases  in  March  1995  being  charged  only  $7,800  (the  national  average  is  . 
$15,000). 

While  Medicare  pa>Tnent  reductions  would  cause  us  to  experience  a  disastrous  cut  in  our 
clinical  income,  we  also  face  the  equally  ominous  specter  of  Medicare  cuts  in  the  direct 
and  indirect  funding  of  graduate  medical  education.  As  I  pointed  out  earlier,  the 
University  of  Virginia  has  678  residents  in  training.at  University  Hospital  and  affiliated 
institutions.  We  agree  that  too  many  specialists  and  subspecialists  are  being  trained  — 
some  of  our  specialty  training  programs  are  in  a  steady  state  or  downsizing  —  and  we  are 
taking  steps  to  train  more  primary  care  physicians,  particularly  family  practitioners, 
general  internists,  and  general  pediatricians.  In  the  last  year  alone,  we  have  increased  our 
number  of  generalists-in-fraining  from  29  percent  to  39  percent,  and  that  number  will 
grow.  Reduction  in  Medicare  educational  funding  would  have  a  severely  deleterious 
effect  on  this  initiative. 

The  Commonwealth  of  Virginia  wisely  enacted  legislation  in  1992  to  promote  the 
training  of  generalist  physicians,  especially  those  equipped  to  practice  in  rural  sites.  In 
1994,  the  Commonwealth  apppropriated  funds  for  this  "Generalist  Initiative"  involving 
the  state's  medical  schools.  With  the  help  of  these  funds,  we  are  able  to  place  medical 
students  in  primary  care  doctors'  offices  and  reimburse  the  physicians  for  their  time  spent 
in  teaching,  all  for  the  purpose  of  exposing  these  young  men  and  women  to  and 
interesting  them  in  careers  in  generalist  medicine.  In  most  instances,  they  not  only 
practice  Avith  but  live  with  their  physician  preceptors,  so  that  they  experience  the  day-to- 
day lives  of  these  physicians,  many  of  whom  practice  in  rural  settings 
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Our  hope  is  that  some  of  our  students  will  find  in  their  rural  preceptorship  experience  a 
model  for  their  future  practice,  in  one  of  Virginia's  many  medically  underserved  rural 
communities.  This  is  important,  since  fourteen  of  the  seventeen  counties  which  make  up 
Virginia's  Fifth  Congressional  District,  in  which  the  University  of  Virginia  is  located,  are 
medically  underserved  according  to  Health  and  Human  Services  guidelines. 

Note  that  I  mentioned  the  Generalist  Initiative  funds  are  given  to  compensate  private 
practitioners  for  the  time  they  spend  teaching  medical  students  in  their  practice.  This 
goes  to  the  heart  of  the  reason  for  Medicare  funding  of  graduate  medical  education: 
compensation  for  teaching.  Teaching  hospitals  —  hospitals  which  serve  as  training  sites 
for  medical  students  and  residents  —  are  more  costly  than  hospitals  which  do  not  have 
students  or  residents.  There  are  several  reasons  why  this  is  so: 

•  These  young  students  and  doctors-in-training  are  still  learning  how  to  become 
efficient,  cost-effective  practitioners.  The  faculty  must  take  time  to  educate 
the  trainees  under  their  supervision  and  cannot  practice  as  efficiently  as 
private  practitioners. 

•  Academic  medical  centers  care  for  the  sickest  patients  with  the  most  complex 
and  serious  problems  (especially  the  elderly),  compounded  by  the  indigent 

•  -  .  ..     patients  who  do  not  exercise  good  preventive  habits  or  seek  care  until  their 

conditions  are  far  advanced.  Since  Diagnosis  Related  Group  (DRG)  payments 
.  ^:     .-.     are  uniformly  applied  and  it  is  frequently  difficult  to  indicate  the  more  serious 
problems  under  a  given  diagnosis,  the  acuity  of  these  patients  is  not 
adequately  accounted  for.  As  a  result,  our  costs  are  higher,  frequently  over 
DRG  allowances,  and  not  adequately  reimbursed. 

•  Much  new  technology  is  developed  and  applied  in  teaching  institutions.  The 
guidelines  for  using  this  new  technology,  along  with  the  added  precautions 
which  must  be  applied,  force  our  costs  higher. 

The  Congress  in  its  wisdom  has  recognized  these  facts  in  the  past.  In  addition  to 
providing  payment  for  direct  graduate  medical  education  (DGME),  Congress  has  passed 
legislation  supplying  indirect  medical  education  (IME)  costs  to  permit  financial  viability 
of  teaching  hospitals.  It  may  be  appropriate  now  for  Congress  to  enact  legislation 
requiring  all  for-profit  medical  insurance  companies  and  managed  care  organizations  to 
pay  a  share  of  these  DGME  and  IME  costs,  since  these  entities  are  the  beneficiaries  of  the 
education  and  training  physicians  receive  at  the  nation's  academic  health  centers. 
Medicare  educational  costs  could  then  be  reduced  by  the  amount  of  this  contribution. 

It  would  be  unwise,  however,  in  my  view,  to  reduce  the  DGME  and  reduce  residents' 
salaries.  Many,  if  not  most,of  these  young  men  and  women  have  substantial  personal 
debt  —  in  the  $50,000  to  $100,000  range  —  because  of  the  high  cost  of  medical 
education.  Likewise,  it  would  be  unwise  to  reduce  the  IME  payments.  Were  the  7.7 
percent  figure  now  used  (which  amounts  to  $25  million  for  the  University  of  Virginia) 
reduced  to  3.0  percent,  as  some  have  proposed,  UVA's  amount  would  fall  to  $10  million, 
a  reduction  of  fully  $15  million  per  year.  Again,  this  could  result  in  an  operating  loss. 
Should  both  IME  payments  and  Medicare  payments  for  care  be  reduced  as  proposed,  we 
would  experience  a  negative  balance  of  $  1 5  million.  This  would  force  us  to  curtail  some 
programs  and  services  and  probably  lay  off  upwards  of  600  employees. 

This  brings  me  to  my  final  point:  the  impact  on  the  local  and  regional  economy  beyond 
the  institution  of  reduced  Medicare  funding.  It  is  important  to  realize  that,  although 
Medicare  funding  directly  benefits  those  Medicare  recipients  who  are  ill,  the  money  paid 
for  their  health  care  does  not  remain  in  a  vault  in  the  medical  center.  By  far  the  largest 
segment  of  health  care  costs  are  personnel  costs.  These  health  care  professionals  use  their 
wages  to  buy  food,  clothes,  cars,  and  homes,  and  they  pay  taxes  on  their  incomes.  Based 
on  the  traditional  multiplier  effects  of  lost  jobs  in  the  economy,  the  economic  loss  would 
probably  be  in  the  neighborhood  of  $30  to  $40  million. 

I  appreciate  the  dilemma  that  you  as  elected  officials  have  in  trying  to  reduce  the  budget 
deficit  while  not  visiting  severe  privations  on  the  citizens.  As  I  indicated,  we  at  the 
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Mr.  Christensen.  Thank  you,  Dr.  Cantrell. 

Mr.  Thompson,  the  Subcommittee  would  be  pleased  to  hear  your 
testimony. 

STATEMENT  OF  RAYBURN  A.  THOMPSON,  JR.,  CHIEF  EXECU- 
TIVE OFFICER,  FRANKLIN  MEMORIAL  HOSPITAL,  ROCKY 
MOUNT,  VIRGINIA 

Mr.  Thompson.  Good  afternoon.  I  am  Bud  Thompson,  chief  exec- 
utive officer  of  Franklin  Memorial  Hospital  in  Rocky  Mount,  Vir- 
ginia. 

Franklin  Memorial  Hospital  is  a  37-bed  facility  providing  a  broad 
array  of  health  care  services,  including  acute  inpatient  are,  home^ 
based  care  and  a  variety  of  other  outpatient  services.  Franklin  Me- 
morial is  an  affiliate  of  the  Carilion  Health  System  based  in  Roa- 
noke, Virginia. 

I  am  here  to  discuss  the  impact  of  Medicare  cutbacks  on  Frank- 
lin Memorial.  Medicare  beneficiaries  account  for  63  percent  of  our 
inpatient  days,  amounting  to  52  percent  of  our  inpatient  revenue. 

Franklin  Memorial  has  historically  done  an  excellent  job  of  bal- 
ancing access  to  health  care  and  providing  a  high-quality  service 
with  fiscal  prudence.  Based  on  the  fiscal  year  1994  Medicare  cost 
report,  Franklin  Memorial  had  a  PPS  inpatient  margin  of  4.6  per- 
cent. This  was  achieved  through  the  appropriate  use  of  resources 
and  proper  utilization  review  management.  However,  the  future 
does  not  seem  as  bright.  Based  on  a  Lewin-VHI  model  assuming 
a  $250  billion  reduction  in  Medicare  spending  over  the  next  7  years 
that  they  could  project  could  result  in  a  $94  billion  PPS  hospital 
payment  reduction,  Franklin  Memorial  would  experience  a  nega- 
tive margin  of  11.77  percent  in  fiscal  year  2000,  rebounding  to  a 
negative  3.85  percent  in  fiscal  year  2002.  This  loss  may  be 
compounded  due  to  an  increase  in  rate  of  growth  of  the  Medicare 
population  as  a  result  of  Franklin  County  becoming  an  established 
retirement  community. 

This  negative  trend  will  be  complicated  by  rapidly  increasing  in- 
tolerance for  cost  shifting  in  the  commercial  market.  Managed  care 
is  moving  into  southwest  Virginia  at  a  dramatic  rate.  A  little  over 
1  year  ago,  there  were  no  HMOs  in  our  part  of  the  State.  There 
are  now  at  least  nine  HMOs  wanting  to  do  business  in  our  market. 
Based  on  interviews  with  these  HMOs  and  major  employers  in  the 
area,  it  is  anticipated  that  as  much  as  60  percent  of  the  commercial 
insurance  market  will  be  covered  by  an  HMO  within  the  next  4  to 
6  years. 

The  projected  Medicare  reimbursement  declines,  coupled  with  an 
unwillingness  of  the  commercial  market  to  accept  a  cost  shift,  will 
pose  significant  fiscal  pressures  for  Franklin  Memorial.  Though  we 
expect  to  ratchet  more  costs  out  of  Franklin  Memorial  through  a 
reengineering  effort,  these  reductions  will  not  cover  the  Medicare 
revenue  shortfall. 

The  Medicare  revenue  shortfall  will  force  Franklin  Memorial  to 
consider  eliminating  or  certainly  scaling  back  servicers  that  now 
benefit  Medicare  beneficiaries,  as  well  as  other  patients.  A  prime 
example  of  this  is  the  support  that  we  provide  to  the  Free  Clinic 
of  Franklin  County.  Approximately  50  percent  of  the  funding  for 
this  clinic  is  provided  by  the  hospital. 
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According  to  census  data,  approximately  23  percent  of  the  65  and 
older  population  of  Franklin  County  live  below  the  poverty  level. 
Despite  coverage  through  Medicare  and  sometimes  Medicaid,  this 
population  has  difficulty  financially  accessing  certain  health  care 
services.  The  Free  Clinic  of  Franklin  County  helps  meet  the  finan- 
cial access  for  these  residents. 

Other  examples  could  include  eliminating  or  scaling  back  a  vari- 
ety of  outpatient  oriented  services  designed  to  give  easy  access  to 
residents  of  Franklin  County  to,  in  the  most  dramatic  cases,  elimi= 
nating  inpatient  care  services  at  Franklin  Memorial.  These  deci- 
sions affect  the  65  and  older  population  most  significantly  due  to 
mobility  issues. 

Though  I  understand  this  Subcommittee  does  not  have  oversight 
of  the  Medicaid  Program,  I  would  like  to  point  out  that  the  funding 
issues  of  Medicaid  also  exacerbate  the  fiscal  stress  of  Franklin  Me- 
I  morial.  11.4  percent  of  Franklin  Memorial  inpatients  are  covered 
!  by  Medicaid.  Medicaid  reimbursement  is  not  adequate  to  cover  the 
cost  of  care  for  these  patients  and,  therefore,  cost  shifting  is  nec- 
essary. 

I  will  close  by  summarizing  the  four  principles  presented  by  Dick 
Davidson,  president  of  the  American  Hospital  Association,  to  this 
Subcommittee  last  week. 

First,  change  the  delivery  system  to  encourage  more  use  of  co- 
ordinated care,  cooperating  groups  of  hospitals,  doctors  and  others 
who  knit  the  fragmented  delivery  system  together  for  patients  and 
have  powerful  incentives  to  control  costs. 

Second,  change  the  process  by  which  Medicare  benefits  and  fund- 
ing decisions  are  made. 

Third,  make  sure  all  stakeholders  absorb  spending  reductions. 

Fourth,  ensure  access  to.  high-quality  health  are  for  our  most  vul- 
nerable populations,  the  elderly,  poor,  and  disabled. 

Thank  you  for  the  opportunity  to  discuss  the  Medicare  funding 
issue  with  you. 

Thank  you. 

Mr.  Houghton.  Thank  you,  Mr.  Thompson. 
I  do  not  have  any  questions  at  the  moment. 
Mr.  Payne,  would  you  like  to  inquire? 

Mr.  Payne.  Just  very  briefly.  I  again  want  to  thank  all  of  the 
I     panelists  for  being  here.  I  apologize  for  the  vote.  In  fact,  we  were 
coming  in  and  out  as  you  were  testifying. 

I  just  wanted  to  touch  on  something  that  Bud  Thompson  has  just 
said  and  to  make  sure  I  understand  this.  You  were  saying  that 
should  the  Medicare  cuts  occur  as  anticipated  at  a  $250  billion 
level  over  the  7-year  period,  that  it  would  make  the  margins  of 
Franklin  Memorial  Hospital  a  negative  of  11.7  percent  in  the  year 
2000. 

Mr.  Thompson.  That  is  what  I  said,  assuming  $94  billion  of  that 
$250  billion  reduction  was  directed  toward  hospitals. 
Mr.  Stark.  Would  the  gentleman  yield? 
Mr.  Payne.  I  yield. 

Mr.  Stark.  Could  he  also  inquire,  would  he  consider  inquiring, 
if  you  crank  in  the  additional  $180  billion  in  Medicaid  cuts — I  do 
not  know  how  that  would  affect  the  gentleman's  hospital  in  Rocky 
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Mount — ^but  I  wonder  if  you  have  taken  that  additional  cut  into 
consideration. 

Mr.  Payne.  Is  that  part  of  that  calculation? 

Mr.  Thompson.  That  is  not  part  of  this. 

Mr.  Payne.  In  addition  to  that,  you  mentioned  that  11.5  percent 
of  your  business  is  Medicaid  business,  and  the  cuts  in  Medicaid 
then  would  affect  that  part,  as  well,  which  would  further  reduce 
your  profit  margin  from  a  negative  of  11.7  percent  to  an  even 
greater  deficit? 

Mr.  Thompson.  I  would  suspect  so. 

Mr.  Payne.  You  mentioned  that  one  of  the  things  that  you  could 
do  immediately  in  order  to  respond  to  that  would  be  to  stop  sup- 
porting the  free  clinic.  As  I  and  people  in  that  area  know,  that  is 
a  very  valuable  service  that  is  being  provided  in  the  area  that  is 
generally  deemed  to  be  medically  underserved — ^more  than  40  per- 
cent of  the  older  population  live  below  the  poverty  level  there.  So 
if  you  would  stop  doing  that,  then  the  impact  to  the  Treasury  likely 
would  be  that  there  would  be  more  people  who  would  be  looking 
at  Medicaid  in  order  to  pay  their  bills,  is  that  correct? 

Mr.  Thompson.  I  would  think  that  would  be  a  possibility. 

Mr.  Payne.  So  their  impacts  are  not  even  measured  as  you  look 
at  what  is  going  on  within  your  institution.  There  would  be  addi- 
tional impacts,  peripheral  impacts  that  would  occur. 

Dr.  Cantrell,  you  were  speaking  of  the  impact  that  would  occur 
to  the  University  of  Virginia  Medical  Center  from  two  sources,  one 
from  the  reduction  in  terms  of  the  payment  of  fees  generally,  which 
would  amount  to  perhaps  as  much  as  $10  million,  as  you  have  stat- 
ed, a  10-percent  reduction,  coupled  with  the  reduction  in  the  GME 
and  IME  funds  I  believe  you  said  of  an  additional  $15  million. 

Dr.  Cantrell.  That  is  correct. 

Mr.  Payne.  So  the  two  combined  would  suggest  that  there  would 
be  $25  million  less  that  would  be  flowing  to  the  University  of  Vir- 
ginia's revenue  stream  than  is  flowing  in  today,  if  there  was  a  10- 
percent  reduction  in  terms  of  the  payment,  and,  two,  if  the  7.7  per- 
cent were  reduced  to  3  percent,  if  those  two  things  happen. 

Dr.  Cantrell.  The  Medicare  amount  of  money  is  $150  million, 
so  a  10-percent  reduction  would  be  $15  million  for  that,  and  15  per- 
cent for  graduate  medical  education  funding,  so  the  total  would  be 
$30  million.  In  addition  to  that,  we  have  $73  million  in  research 
grants,  most  of  them  through  the  National  Institutes  of  Health, 
and  there  is  talk  of  a  10-percent  reduction  in  that  budget.  If  that 
happened,  that  would  be  another  $7  billion  hit  on  top,  so  the  total 
could  be  as  high  as  $37  million,  and  that  is  before  any  negative  im- 
pact of  managed  care. 

Mr.  Payne.  In  addition  to  that,  the  State  of  Virginia  at  this  time 
is  funding  less  and  less  in  terms  of  the  needs  of  the  University  of 
Virginia  Health  Sciences  Center. 

Dr.  Cantrell.  They  fund  only  7  percent  of  our  educational  costs 
through  direct  appropriations. 

Mr.  Payne.  So  there  is  then  a  combination  of  effects  that  are  all 
occurring  at  the  same  time  which  will  have  an  extremely  negative 
impact  on  the  University  of  Virginia,  and  many  other  institutions 
like  the  University  of  Virginia  Health  Sciences  Center. 
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Dr.   Cantrell.   Yes,   sir,   and   I   think  these   things  apply 
uniformally  to  academic  health  centers  across  the  country. 
Mr.  Payne.  Thank  you  very  much,  Dr.  Cantrell. 
Thank  you,  Mr.  Chairman. 
Mr.  Houghton.  Thank  you,  Mr.  Payne. 
Mr.  Stark,  would  you  like  to  inquire? 
Mr.  Stark.  Thank  you,  Mr.  Chairman. 

I  am  sorry  that  I  missed  most  of  the  presentations  by  the  wit- 
nesses. I  had  a  chance  earlier  today  to  summarize  some  of  your  tes- 
timony. 

I  wondered,  Mr.  Jaffe,  if  you  could  elaborate.  As  I  understand  it, 
your  hospital  is  the  only  level  I  trauma  center  for  four  States  in 
the  Pacific  Northwest. 

Mr.  Jaffe.  Correct. 

Mr.  Stark.  What  happens  to  you  with  these  cuts,  whether  it  is 
Medicare  or  Medicaid,  and  also  what  happens  to  service  in  that 
area? 

Mr.  Jaffe.  Suffice  it  to  say  that  if  the  cuts  go  forward  as  pro- 
posed, and  I  had  mentioned  that  the  impact  on  Harborview  over 
the  7-year  period  will  be  approximately  $185  million.  That  is  such 
a  humongous  cut,  that  to  say  that  services  will  be  seriously  affected 
I  believe  is  a  gross  understatement. 

The  losers  in  this,  if  this  plan  were  to  go  forward,  would  be  the 
entire  region,  which  is  one-quarter  of  the  land  mass  of  the  United 
States.  It  is  staggering,  when  you  look  at  that,  but  that  in  fact  is 
the  case.  We  would  not  be  able  to  continue  to  provide  the  level  of 
service  that  we  are  providing  now. 

Mr.  Stark.  What  does  that  mean,  a  level  I  trauma  center?  What 
does  that  mean  when  I  hurt  my  leg  at  Sun  Valley,  which  I  would 
surely  do  if  I  went. 

Mr.  Jaffe.  A  level  I  trauma  center  means  that  you  have  to  be 
fully  equipped  on  a  24-hour  basis  to  handle  the  most  severely  in- 
jured trauma  and  burn  cases  imaginable.  Those  would  be  terrible 
automobile  accidents,  gunshot  wounds,  victims  of  a  ship  boiler  ex- 
plosion, devastating  fires,  those  types  of  things.  Residents  staff  our 
emergency  room  and  trauma  departments  and  burn  services  24 
hours  a  day  in  all  the  specialty  services  to  provide  for  that  care. 
It  is  a  very  expensive  operation.  It  is  a  very  needed  operation. 

Mr.  Stark.  Is  it  something  that  the  private  system  would  want 
to  pick  up  and  make  money  on  in  this  new  proscribed  or  proposed 
competitive  arena  that  we  are  trying  to  create? 

Mr.  Jaffe.  I  seriously  doubt  that.  Harborview  and  the  Pacific 
Northwest  really  has  served  as  a  model  for  trauma  care  throughout 
the  country,  and  the  way  we  provide  the  care,  having  only  one  level 
I  and  a  series  of  level  Ills  and  level  IVs  throughout  the  region,  is 
a  very  economical  way  to  provide  this  type  of  care  and  has  been 
used  as  a  model  by  other  trauma  centers  across  the  country.  So  I 
think  what  we  have  is  extremely  valuable.  It  has  taken  us  a  long 
time  to  get  there,  and  I  do  not  see  anybody  else  wanting  to  get  into 
that  business. 

Mr.  Stark.  Larry  Gage,  can  you  fill  us  in?  If  we  move  away  from 
guaranteeing  benefits  and  just  guarantee  a  specific  amount  of  dol- 
lars, my  guess  is  that  most  of  your  member  hospitals  serve  a  very 
high  percentage  of  people  with  no  insurance  at  all.  It  does  not  mat- 
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ter  whether  the  general  public  gets  a  voucher  or  not,  there  is  now 
40  million  uninsured,  and  I  imagine  that  is  due  to  go  up  by  about 
7  million  with  the  Medicaid  cuts  that  are  proposed.  What  happens 
to  the  members  of  the  Public  Hospital  Association?  What  do  you 
see  as  the  fallout,  say  taking  a  25-percent  cut  in  your  revenue 
stream  by  the  seventh  year?  What  do  you  project? 

Mr.  Gage.  Mr.  Chairman,  unfortunately,  for  better  or  for  worse — 
former  Chairman,  old  habits  die  hard,  I  am  sorry — we  are  already 
seeing  an  impact  from  reductions  that  have  occurred  through  an- 
other State,  States  that  have  reduced  their  Medicaid  spending. 
States  that  through  Medicaid  waivers  have  ended  programs  to  pay 
a  disproportionate  share  of  teaching  payments  under  Medicaid,  like 
the  State  of  Tennessee. 

We  have  seen  States  like  California,  where  there  have  been  very 
serious  and  persistent  recession,  loss  of  jobs,  significant  impact  on 
Los  Angeles  County,  for  example,  where  I  think  only  yesterday  the 
Board  of  Supervisors  was  debating  a  proposal  to  close  Los  Angeles 
use  Medical  Center,  which  is  the  very  largest  public  hospital  in 
the  country  with  hundreds  of  thousands  of  uncompensated  inpa- 
tient and  outpatient  services  every  year. 

So  we  are  already  seeing  this  impact.  The  impact  of  a  further  20 
to  25  percent,  I  think  my  testimony  noted  that  one  of  the  configura- 
tions under  a  $270  billion  Medicare  reduction  would  be  a  reduction 
for  just  these  100  hospitals  of  about  $313  million  in  the  seventh 
year. 

You  are  not  going  to  see  a  system  that  is  the  same  system  that 
we  have  today.  You  are  going  to  see  a  system  that  has  dramatically 
restricted  access  for  many  different  kinds  of  services  that,  as  David 
Jaffe  just  pointed  out,  benefit  the  entire  community,  and  not  just 
the  poor.  You  are  going  to  see  doors  shut  for  the  uninsured.  You 
are  going  to  see  hospitals  closing  down  or  going  out  of  business. 
The  Oakland  Highland  Hospital  has  been  teetering  on  the  brink  for 
the  last  couple  of  years,  and  reductions  of  this  magnitude  could 
push  that  county  over. 

Mr.  Stark.  Mr.  Chairman,  if  you  would  indulge  me,  I  would  like 
to  inquire  a  little  further  of  Mr.  Duckett  and  what  is  happening  in 
Tennessee  with  managed  care. 

Mr.  Houghton.  Go  right  ahead. 

Mr.  Stark.  I  did  not  hear  your  testimony,  Mr.  Duckett,  but  I  pre- 
sume your  Medicaid  Program  has  been  sort  of  turned  on  end  in  a 
State  that  I  do  not  imagine  had  a  huge  percentage  of  people  in 
managed  care  plans  2  or  3  years  ago,  unlike  my  district,  where  60, 
70  or  80  percent  of  the  people  in  my  community  are  in  either 
HMOs  or  managed  care  plans. 

What  can  you  tell  us  will  happen  to  public  hospitals  there  with 
the  advent  of  a  new  plant,  but  now  arguably  with  less  money  com- 
ing in?  A  lot  of  your  seniors  get  Medicaid  as  their  copayment  and 
a  way  to  pay  their  premium.  I  am  not  sure  what  happens  to  them. 
I  am  not  sure  what  your  Governor,  our  former  colleague,  will  do. 
Can  you  make  any  predictions  or  any  warnings  about  what  would 
be  different  in  a  State  that  is  already  converted,  as  it  were,  to  a 
competitive  system? 
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Mr.  DUCKETT.  Mr.  Stark.  I  would  love  to  make  some  projections, 
as  well  as  recommendations  to  Congress  as  you  consider  this  most 
important  issue. 

First  and  foremost,  having  been  a  part  of  a  community  that  is 
not  really  advanced  in  managed  care  when  we  look  to  implement- 
ing programs,  the  first  word  of  advice  I  would  provide  to  Congress 
is  to  go  slow,  because  one  of  the  most  detrimental  impacts  that  we 
have  seen  not  just  on  public  hospitals  in  the  urban  community,  but 
all  of  the  hospitals,  Baptist  being  one  of  them,  is  that  the  rate  by 
which  we  move  into  the  program  known  as  TennCare  has  caused 
som^e  tremendous  problems  in  terms  of  adequacy  of  networks  to  en- 
sure that  adequate  health  care  is  available  to  the  entire  population 
being  served  by  the  program. 

So  as  we  move  toward  managed  care,  as  it  is  shared  and  as  it 
is  a  part  of  my  official  comments,  it  is  extremely  imi  port  ant  that  we 
put  the  right  incentives  in  place,  coupled  with  an  opportunity  for 
sufficient  time  to  be  allowed  to  develop  sufficient  networks  of  pro- 
viders so  that  \ailnerable  populations  and  nonvulnerable  popu- 
lations do  in  fact  have  legitimate  access  to  care. 

One  of  the  biggest  fallouts  that  we  are  having  in  the  State  of 
Tennessee,  above  and  beyond  or  in  addition  to  whether  or  not  the 
program  is  adequately  funded,  is  the  tension  that  is  developed  be- 
tween some  of  the  managed  care  organizations  and  the  providers, 
and  that  does  not  ser\'e  the  end  goal  of  providing  quality  health 
care  to  the  public. 

Mr.  Stark  Are  the  beneficiaries  confused"!^  Do  they  need  time 
also  to  learn?  In  other  words,  Kaiser-Permanente  is  50  years  old, 
and  one-half  of  the  people  of  my  county  belong  to  it.  so  it  is  some- 
thing you  grow  up  knowing  about.  You  can  get  an  argument  of 
whether  some  people  like  it  or  some  people  do  not.  But  in  an  area 
where  suddenly  being  assigned  to  a  doctor  or  if  community  clinics 
close,  for  example,  as  has  happened  in  our  area  when  managed 
care  has  taken  over  some  of  the  Medicaid  ser\'ices,  do  the  patients 
need  time  to  adjust,  to  learn  where  to  go,  how  to  use  the  system 
effectively? 

Mr.  DuCKETT.  Most  definitely  they  do.  We  are  creatures  of  habit, 
by  and  large,  and  unfortunately  our  program  in  the  State  of  Ten- 
nessee did  not  provide  for  an  adequate  educational  transitional  pe- 
riod, as  a  result  of  which  there  was  some  duplication  and  unneces- 
sary- cost  absorbed  by  a  number  of  providers. 

If,  for  nothing  else,  when  you  look  at  a  number  of  the  hospital 
providers,  if  individuals  were  accustomed  to  coming  to  emergency 
rooms  as  their  primary  care  point  of  access  into  the  health  care 
system,  that  continued  for  a  period  of  time,  and  as  a  result  of 
which  there  were  some  unnecessary-  costs  in  terms  of  triage  and  in 
masking  sure  that  there  were  no  medical  emergencies,  and  had  the 
beneficiaries  in  this  case  then  afforded  additional  educational  op- 
portunities, some  of  that  could  very-  well  have  been  avoided. 

Mr.  St.\rk.  I  w-ould  love  to  go  on,  but  I  think  suffice  to  say  that 
your  recommendation  to  us  is  that  we  could  make  changes,  but  do 
it  carefully. 

Mr.  DuCKETT.  Most  definitely. 
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Mr.  Stark.  Do  not  rush  into  it,  give  the  system  a  chance  to  ad- 
just to  its  inertia  and  make  the  changes  without  harming  a  lot  of  I 
people.  That  is  what  I  am  hearing,  and  I  appreciate  that. 

Mr.  DUCKETT.  Yes,  sir. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Mr.  Houghton.  Thanks  very  much,  Mr.  Stark. 

I  would  like  to  ask  a  question  or  two.  I  was  not  intimately  in- 
volved in  this  process,  but  there  have  been  clarion  calls  for  help 
ever  since  OBRA  was  enacted  in  1993  in  the  market  basket  con- 
cept. 

Mr.  Thompson,  I  think  you  mentioned  that  you  think  you  might 
have  to  close  the  free  clinic.  That  is  too  bad,  because  I  am  sure  that 
is  important.  But  that  really  is  not  sort  of  the  thrust  of  Medicare 
here. 

Mr.  JafFe,  maybe  you  could  sort  of  work  me  through  the  arith- 
metic. How  do  you  arrive  at  losing  $125  million  in  Medicaid  reim- 
bursement? Since  we  really  have  not  discussed  Medicaid  or  had 
any  sort  of  general  guidelines,  we  really  do  not  even  know  where 
we  are  going  now,  and  some  of  the  projections  as  far  as  Medicare, 
the  same  thing.  I  think  we  are  generally  talking  about  reducing  it 
by  about  one-half  the  growth  rate.  But  where  these  figures  come 
from,  I  do  not  know  what  is  going  to  happen  outside  this  building 
1  minute  from  now,  and  so  maybe  you  could  work  through  the 
arithmetic  and  give  me  some  sort  of  a  sense  of  this. 

Mr.  Jaffe.  First  of  all,  recognizing  that  Harborview  has  approxi- 
mately 48  percent  of  its  patients  on  Medicaid,  that  is  one  of  the 
highest  percentage  payer  mix  in  the  country.  In  addition  to  that, 
we  have  9  percent  of  our  patients  in  the  totally  nopay  category. 

Mr.  Houghton.  Right.  I  see  that  arithmetic.  You  have  got  it 
down  here  on  the  page. 

Mr.  Jaffe.  We  estimate  that  on  the  disproportionate  share  cuts 
for  Medicaid  alone  over  the  7  years,  we  would  stand  to  lose  ap- 
proximately $25  million. 

Mr.  Houghton.  Give  me  sort  of  the  general  philosophy  upon 
which  you  base  that  arithmetic,  and  also  maybe  you  could  move 
into  Medicare  after  that. 

Mr.  Jaffe.  I  do  not  have  all  the  specific  numbers  in  detail  with 
me.  We  would  be  happy  to  provide  that  to  staff.  Harborview,  be- 
cause of  the  types  of  patients  it  treats  and  the  high  number  of  un- 
insured that  we  treat  and  the  indigent,  we  are  provided  with  dis- 
proportionate share  moneys  that  flow  through  the  Medicaid  Pro- 
gram, and  we  have  estimated,  based  on  the  proposal,  that  this  is 
the  number  that  we  would  be  impacted  by.  Again,  I  do  not  have 
the  detail  and  the  specifics  on  that  with  me  here  today,  but  could 
provide  that  to  you. 

We  also  have  as  part  of  the  number,  moneys  we  receive  through 
the  Medicaid  Program  for  direct  medical  education.  Those  amount 
on  the  Medicaid  side  to  about  $8  million,  and  those  moneys  stand 
at  risk  under  the  new  proposal. 

[The  following  was  subsequently  received:] 
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Assumptions  and  Methodology  Used  in  the  Calculations  of  the  Impact 
of  Proposed  Medicare  and  Medicaid  Cuts  for  Harborview  Medical 

Center 


The  estimated  impact  of  the  proposed  Medicare  and  Medicaid  cuts  on  Harborview 
Medical  Center  (HMC)  over  the  seven  year  period  totals  $185  million.  The  following 
assumptions  were  utilized  by  the  National  Association  of  Public  Hospitals  (NAPH),  and 
were  utilized  in  the  calculation  of  the  impact  on  HMC.  The  figures  calculated  by  HMC 
were  further  reduced  by  50  percent  to  reflect  a  very  conservative  estimate  of  the  impact. 

Medicare  ($60  million^ 

•  Assumed  7-year  total  Medicare  reductions  of  $250  billion  of  which  $94  billion  will 
come  directly  out  of  PPS  hospital  payments. 


•  Based  upon  Medicare  inpatient  operating  payment  levels  fi-om  the  1994  cost  report. 

•  Payment  levels  were  rolled  forward  to  estimate  Medicare  payments  through  the  year 
2002  under  the  current  law  assuming  no  changes  in  patient  volume. 


•  The  current  proportions  of  Indirect  Medical  Education,  Direct  Medical  Education,  and 
Disproportionate  Share  funding  to  the  current  total  Medicare  funding  were  applied  to  the 
7-year  total  estimate. 


Mgdigai4  ($12^  million): 

•  Assumed  current  structure  of  the  health  care  system  remains  constant  to  the  year  2002 
(i.e.,  HMC's  1993  percent  share  of  Medicaid  acute  care  spending  is  similar  to  what  will 
exist  in  2002.  This  will  most  likely  not  be  the  case  given  current  trends  in  the 
environment  and/or  given  the  proposed  radical  restructuring  of  the  Medicaid  program  and 
the  effect  of  the  magnitude  of  the  proposed  overall  reductions.  Specifically,  some 
hospitals  may  close,  resulting  in  a  shift  of  an  even  greater  number  of  Medicaid  patients  to 
HMC). 


•  Assumed  Medicaid  cuts  v^dll  be  borne  proportionally  in  all  areas  of  the  Medicaid 
program. 
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•  Long  term  care  portion  (36%  of  Medicaid  expenditures)  may  not  be  cut  as  severely  as 
the  acute  care  portion. 

•  Assumed  states  would  make  dollar-for-dollar  reductions  in  their  Medicaid  spending  to 
correspond  to  the  federal  savings. 

•  The  current  proportions  of  Direct  Medical  Education  and  Disproportionate  Share 
funding  to  the  current  total  Medicaid  funding  were  applied  to  the  7-year  total  estimate. 
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Mr.  Houghton.  I  would  be  interested,  but  I  do  not  know  wheth- 
er you  gentlemen  would,  in  seeing  some  of  the  breakdown  here,  be- 
cause I  think  maybe  if  we  could  take  and  prototype  what  you  are 
doing,  it  would  help  us. 

I  had  a  fling  or  two  in  business  myself  and  it  all  depended  on 
what  your  assumptions  were  of  where  you  wanted  to  end  up.  I  am 
sure  you  have  been  very  honest  here,  and  I  would  be  very  inter- 
ested in  seeing  this.  I  think  we  all  believe  in  Medicare  and  Medic- 
aid. We  all  think  that  this  is  an  extraordinarily  important  program 
which  was  started  30  years  ago,  today  or  sometime  this  week. 

We  are  all  wrestling  with  the  concept  of  how  we  can  try  to  save 
the  trust  fund  or  save  certain  amounts  of  money.  There  are  a  vari- 
ety of  different  ways  of  skinning  this  cat,  and  the  thing  we  do  not 
want  to  do  is  to  ruin  the  system  or  hurt  the  people  who  are  the 
basic  recipients. 

Mr.  Jaffe.  Sure. 

Mr.  Houghton.  Let  me  just  ask  you  a  question,  if  you  could  just 
bear  with  me.  There  was  a  health  care  system  called  Laurel  Health 
Care  in  Wellsboro,  Pennsylvania,  right  across  the  border  from 
where  I  live,  and  this  hospital  was  extremely  concerned  about  just 
the  issues  we  are  talking  about  and  strung  out  the  figure,  extrapo- 
lated some  things,  and  all  of  a  sudden  found  that  they  were  going 
to  go  belly  up. 

They  got  a  consultant  who  said  the  first  thing  you  have  got  to 
do  is  to  stop  thinking  of  yourself  as  a  hospital,  do  not  think  of  those 
four  brick  walls  and  surgical  services  and  things  like  that,  think 
of  yourselves  in  different  ways.  So  in  refiguring  their  mission — and 
it  went  out  in  terms  of  Meals  on  Wheels  and  in  terms  of  a  whole 
variety  of  different  services  in  the  community — ^they  were  able  to 
think  through  where  their  position  was  going  to  be  if  some  of  the 
general  assumptions  of  Medicare  were  adopted  here. 

I  do  not  know  whether  that  makes  any  sense  at  all,  but  we  are 
constantly  trying  to  do  that  and  adapt  and  not  hurt  the  program 
and  not  hurt  the  recipients.  Maybe  you  would  like  to  make  a  com- 
ment. 

Mr.  Jaffe.  I  agree  wholeheartedly  with  you.  In  Harborview's 
case,  given  that  we  are  the  only  level  I  trauma  center  in  a  four- 
State  region,  it  is  kind  of  difficult  to  back  away  from  that  mission. 
We  do  fulfill  that  mission  extraordinarily  well.  As  I  said  before,  we 
re  regarded  as  a  model  trauma  center  throughout  the  country  and 
emulated  by  other  systems.  The  care  that  we  provide  in  that  sys- 
tem is  done  economically,  as  economically  as  possible  in  delivering 
that  type  of  very,  very  sophisticated  care. 

We  are  going  out  and  relooking  at  the  way  we  do  things.  We 
have  been  exceptionally  proactive  in  reducing  our  costs.  Our  length 
of  stay  has  dramatically  dropped  over  the  IV2  years.  Our  work 
force  has  also  decreased.  We  have  implemented  a  whole  array  of 
efficiencies  of  the  hospital,  and  we  still  can  do  more.  We  are  very 
confident  that  there  is  more  room  to  become  more  efficient  and 
save  more  money. 

The  problem  is  that  when  you  are  dealing  with  the  magnitude 
of  the  numbers  of  $185  million,  that  the  money  that  you  could  save 
from  greater  efficiencies  is  just  a  mere  dent  in  that  overall  picture. 
But  I  agree  with  you  in  terms  that  we  need  to  be  part  of  the  solu- 
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tion  here.  In  the  body  of  my  testimony,  I  identify  a  number  of  ways 
that  we  see  are  ways,  very  responsible  ways  of  saving  money,  of 
helping  to  save  the  program. 

But  they  are,  for  instance,  going  ahead  and  taking  a  block  grant 
and  universally  applying  it  across  the  country  to  States  like  Wash- 
ington— ^this  is  an  example — and  Oregon,  which  have  a  wonderful 
record  of  bringing  down  their  costs.  You  do  not  do  that  to  States 
like  ours  and  give  us  a  double  hit,  when  there  are  other  States 
across  the  country  who  have  not  been  as  successful,  and  provide 
the  same  rate  of  reduction  to  them.  That  is  just  one  example. 

Mr.  Houghton.  Those  suggestions  that  you  have  were  rather  in- 
teresting. The  worry  that  I  have  had — and  maybe  you  gentlemen 
share  this — is  that  as  the  system  moves  more  toward  the  managed 
care  and  to  the  HMOs,  those  people — and  I  believe  in  the  profit 
system,  I  came  out  of  the  profit  system — ^those  people  who  are 
going  to  be  running  the  HMOs  may  not  tip  their  hat  to  the  edu- 
cation and  the  training.  Therefore,  I  think  what  you  did  is  you  had 
suggested  that  certain  funds  be  separated  from  those  HMO  pay- 
ments. Would  you  like  to  elaborate  just  1  second  on  that?  That  was 
point  number  four.  Maybe  I  am  misstating  it. 

Mr.  Jaffe.  Let  me  first  say  that  the  University  of  Washington 
School  of  Medicine  turns  out  approximately  50  percent  of  its  resi- 
dents in  primary  care.  That  is  a  very  important  statement,  because 
academic  medical  centers  are  oftentimes  regarded  as  just  spinning 
out  specialists  or  turning  out  specialists,  and  we  need  fewer  spe- 
cialists is  the  argument,  and  we  really  need  to  focus  more  on  pri- 
mary care.  There  has  been  an  overwhelming  commitment  on  the 
part  of  the  University  of  Washington  toward  that,  and  our  resi- 
dents go  out  into  that  four-State  region  and  beyond  and  practice 
primary  care,  which  is  all  part  of  the  managed  care  system. 

The  academic  mission  is  one  that,  if  not  supported,  will  be  seri- 
ously jeopardized.  In  our  State,  being  the  only  medical  school  in  the 
four-State  region,  this  would  be  incredibly  damaging.  The  moneys 
that  the  medical  school  would  lose  just  related  to  Harborview  in 
terms  of  indirect  medical  education  through  Medicare  are  $23  mil- 
lion over  the  7-year  period.  On  the  direct  side,  it  would  be  $3  mil- 
lion, and  that  is  just  at  the  Harborview  site. 

You  cannot  provide  the  residents  to  staff  a  level  I  trauma  center 
24  hours  a  day  without  supporting  the  academic  mission  through 
those  people.  What  my  recommendation  suggested  is  why  include 
a  cost  for  medical  education  embodied  in  a  capitated  rate  for  those 
that  are  not  really  providing  the  educational  service,  but  better 
spend  that  money  on  the  academic  medical  center  which  is  fulfill- 
ing that  goal  and  doing  it  extraordinarily  well. 

Mr.  Houghton.  Thank  you  very  much. 

Mr.  Payne,  would  you  like  to  inquire  again? 

Mr.  Payne.  Let  me  just  follow  up  on  that.  I  know  that  Dr. 
Cantrell  and  I  had  a  conversation  about  that  same  subject  in  terms 
of  how  the  indirect  medical  expenses  ought  to  be  properly  allocated, 
knowing  that  there  are  some  needs  to  look  at  and  visit  the  Medi- 
care Program  in  terms  of  the  rate  of  growth,  and  so  forth. 

Dr.  Cantrell,  perhaps  if  you  could  speak  to  that  briefly,  it  might 
be  useful  for  the  Subcommittee. 


557 

Dr.  Caxtrzll.  As  I  pointed  out  in  my  testimony,  academic 
health  centers  are  by  their  very'  nature  less  efficient  than  private 
centers,  simply  because  the  faculty  who  could  be  spending  a  lot  of 
time  seeing  patients  have  to  decrease  the  numbers  in  order  to  do 
teaching. 

Now.  it  does  seem  somewhat  inequitable  to  me  that  the  burden 
of  this  teaching  and  this  graduate  medical  education  funding 
should  fall  necessarily  on  the  Medicare  Program.  There  are  a  num- 
ber of  for-profit  mianaged  care  concerns  and  for-profit  insurance 
companies  who  contribute  nothing  to  the  educational  program,  and 
these  managed  care  programs,  these  HMOs  do  benefit  from  the 
training  and  education  of  these  young  men  and  women  who  are 
going  into  the  health  care  profession. 

It  seems  to  me  that  it  would  be  only  appropriate  that  they  should 
make  somie  contribution  to  this  educational  fund,  and  for  the 
amount  of  that  contribution  you  could  reduce  the  Medicare  pay- 
ments and  that  would  then  help  in  what  it  is  that  you  gentlemen 
are  trying  to  do  with  the  Medicare  budget.  I  just  think  that  is  equi- 
table and  fair. 

So  that  would  be  one  suggestion  that  we  would  offer  to  look  at 
who  benefits  from  this — and  I  am  not  talking  about  the  patients  in 
terms  of  benefits.  I  am  talking  about  the  companies  that  are  in  this 
for  profit — it  seemis  to  me  that  they  could  affords  to  take  som.e  of 
their  profits  and  pour  that  into  the  education  of  these  academic 
health  centers  where  the  medical  residents  and  students  are  being 
trained.  That  was  one  of  the  things  that  Congressman  Pa\Tie  and 
I  discussed. 

In  alluding  to  what  one  of  the  other  people  said.  I  will  acknowl- 
edge that  there  has  been  some  fat  in  the  system  in  the  academic 
health  centers.  At  the  University  of  Virginia,  since  1993.  tbj^ough 
attrition  and  a  hiring  freeze,  we  have  reduced  the  number  of  people 
in  the  medical  center  alone  by  600  FTEs,  saving  in  the  process  S15 
million.  I  am  not  certain  that  we  can  reduce  those  numbers  ver\' 
much  more  without  seriously  affecting  the  programs. 

On  the  other  hand,  we  do  have  critical  pathways  that  we  are  uti- 
lizing for  our  high-volume  procedures,,  such  as  coronar}'  artery  by- 
pass surger}-.  which  just  a  few  years  ago,  in  1993.  as  a  matter  of 
fact,  the  cost  of  the  total  package  was  in  the  high  830,000  range 
and  it  is  now  S28,000.  We  have  reduced  that  by  SS.OOO  in  that 
timeframe,  compared  to  a  national  average  of  S40.bOO.  On  total  hip 
replacements,  which  were  in  excess  of  S  13.000  in  1993  at  the  Uni- 
versity of  Virginia,  and  without  compromising  quality.  I  might  add. 
but  just  looking  at  economies  and  the  physicians,  the  nurses,  the 
administrators  worked  together  on  this,  we  have  reduced  the  aver- 
age cost  of  our  total  hip  replacements  this  year  to  S9.600.  And  for 
the  uncompUcated  hip  replacements  in  March  of  this  year,  they 
were  S 7,8 00. 

So  there  can  be  some  savings  in  the  system.  But  the  market 
forces  are  already  forcing  that,  you  see.  But  in  order  for  us  to  re- 
main viable  and  compete  in  a  managed  care  market,  we  have  had 
to  reduce  our  costs,  which  most  academic  centers  have  been  in  ex- 
cess of  what  a  private  medical  center  would  have.  In  Virginia,  we 
have  reduced  at  the  University  of  Virginia,  which  was  the  fourth 
highest  in  the  State  2  years  ago.  is  now  55th  in  terms  of  cost.  So 
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there  are  savings  in  the  system,  but  as  one  of  the  other  people  tes- 
tifying today  said,  we  should  divide  the  cost  of  the  care  and  the 
educational  cost. 
Mr.  Payne.  Thank  you. 

Mr.  Chairman,  may  I  make  one  other  comment?  You  began  ques- 
tioning the  remarks  of  Mr.  Thompson  as  related  to  the  free  clinic. 
I  think  the  point  is  that  in  a  rural  hospital,  a  large  percentage  of 
the  revenues  is  Medicare  business — in  Mr.  Thompson's  case  is  52 
percent  of  his  gross  revenues,  and  we  have  hospitals  that  have  as 
much  as  70  percent  of  their  gross  revenues  as  Medicare  business — 
and  as  this  portion  of  the  business  is  compensated  in  a  different 
way  and  that  is  reduced,  when  you  have  such  a  high  percentage 
of  your  revenue  in  that  category,  you  really  have  two  options.  You 
can  either,  as  you  suggest,  do  some  creative  things  and  try  to  find 
new  ways  to  generate  revenue,  you  can  reduce  cost,  or  you  can  do 
both  or  some  combination  thereof. 

I  think  with  these  hospitals  that  have  such  a  high  percentage  of 
Medicare  business  as  they  are  currently  operating  in  rural  areas, 
that  there  will  be  a  number  of  responses.  The  worst  responses  in 
some  of  our  areas  is  that  the  hospitals  simply  will  not  be  able  to 
make  it  because  they  will  not  be  able  to  cut  costs  enough.  I  think 
what  Mr.  Thompson  was  saying  is  he  did  not  know  what  they 
might  be  able  to  do  to  respond,  but  one  of  the  things  is  that  they 
are  now  engaging  in  subsidizing  the  availability  of  service  for  those 
who  are  indigent  in  the  Franklin  County  and  Rocky  Mountain 
area. 

So  while  you  might  say.  Well,  the  Medicare  cuts  were  made  and 
they  really  did  not  affect  the  hospital  greatly  or  they  did  not  affect 
the  care  of  those  Medicare  patients,  I  think  if  you  look  at  the  coun- 
ty, you  see  that  a  facility  like  that  is  no  longer  there,  and  they  pro- 
vided a  tremendous  service.  In  think  in  Groveton,  we  have  a  lesser 
health  care  service  than  we  would  have  had  had  these  decisions 
not  been  made.  I  think  that  was  a  point  that  Mr.  Thompson  was 
making  in  his  testimony. 

Thank  you. 

Mr.  Houghton.  Anything  more? 
Mr.  Stark,  please. 

Mr.  Stark.  Mr.  Chairman,  I  just  wanted  to  add  with  particular 
reference  to  the  hospitals  that  these  gentlemen  represent.  We  are 
talking  in  aggregate  figures  of  possibly  having  23  percent  less 
spending  in  2002  than  is  anticipated.  They  anticipate  in  round 
numbers  of  the  hospitals  of  the  country  getting  $200  billion.  So  we 
are  talking  about  $46  billion. 

Now,  you  could  average  that  over  all  the  hospitals.  But  what  we 
have  before  us  are  those  people  who  are  already  receiving  a  lot  of 
supplements  because  they  have  a  huge  number  of  uncompensated 
patients,  and  a  huge  number  of  high-cost  payments  in  terms  of 
teaching.  If  they  were  the  average  hospital,  maybe  they  are  only 
going  to  have  a  cut  of  between  1  and  2  percent  in  revenue,  which 
perhaps  you  and  I  would  agree  that  just  efficiencies  and  planning 
ahead  could  resolve. 

But  where  they  already  get  I  think  a  16-percent  bonus  for  dis- 
proportionate share  because  of  high  uncompensated  care  and  high 
Medicaid  patients  where  they  have  trauma  centers  that  may  not  be 
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compensated,  they  have  got  all  of  the  expensive  end  of  that  average 
and  there  are  a  small  number.  That  is  why  it  may  be  difficult  in 
inner-city  New  York  as  compared,  say,  to  outside  of  Manhattan, 
where  they  would  have  the  same  problem.  Hospitals  in  suburban 
1 1  New  York  probably  would  not  have  quite  the  burden  that  these 
1 1    hospitals  represent. 

So  I  presume  what  they  are  doing,  Mr.  Jaffe,  is  taking  an  aver- 
age cut  and  saying  if  my  revenues  were  reduced  from  what  I  antici- 
pate the  baseline  would  be,  that  is  where  he  comes  up  with  that. 
Now,  it  could  be  that  the  final  bill  will  take  more  out  of  the  doctors 
than  out  of  the  hospitals,  or  more  out  of  home  health  care.  But  all 
they  have  estimated  on  now  is  the  averages  of  what  the  present 
baseline  would  take  them  to,  and  you  can  get  some  pretty  frighten- 
ingly  large  size  cuts  if  you  follow  that  line. 

Hopefully,  the  Subcommittee  will  be  able  in  whatever  the  final 
product  to  take  that  into  account  and  say  we  cannot  just  do  it 
across  the  board,  we  never  have  for  good  reason,  because  we  are 
hearing  from  people  like  this  today  who  have  special  needs  that 
probably  make  good  policy  to  find  a  way  to  compensate. 

I  agree  with  Dr.  Cantrell,  I  have  always  agreed.  I  have  never 
been  able  to  figure  out  why  Medicare  got  hung  with  paying  for 
medical  education.  I  know  why  historically,  but  there  was  no  rea- 
son. They  kind  of  got  to  the  end  of  the  bill  and  they  said.  Oh,  my 
gosh,  how  are  we  going  to  pay  medical  schools?,  and  they  tacked 
it  on  Medicare.  You  and  I  would  probably  agree  that  it  ought  to  be 
spread.  It  is  a  socially  desirable  thing  and  more  people  ought  to 
pay  their  way.  But  we  are  stuck  with  30  years  of  a  tradition  that 
that  is  how  medical  schools  get  funded. 

If  we  are  going  to  change  that  drastically,  we  ought  not  to  leave 
them  without  a  way  to  continue,  and  that  is  something  I  think  we 
are  going  to  have  to  resolve  here,  and  I  hope  these  gentlemen  will 
give  us  some  help  as  we  do  it.  My  experience  with  them  is  they 
have  been  very  straightforward  and  not  alarmists,  and  we  are 
going  to  need  their  advice  as  we  go  through  this,  free  advice. 

I  thank  the  Chairman  for  indulging  me. 

Mr.  Houghton.  Thank  you,  Mr.  Stark. 

Would  you  like  to  make  any  comments  about  that?  I  have  one 
more  question  to  ask  Mr.  Duckett,  but  please  go  ahead. 
Mr.  Duckett.  I  would  like  to  make  a  comment  on  graduate  med- 
,     ical  education,  and  particularly  as  we  look  at  managed  care  and 
I     competition.  I  think  the  comments  of  some  of  my  other  colleagues 
on  the  panel  are  most  important,  because  if  we  are  going  to  a  proc- 
ess where  I  must  competitively  bid  for  the  services  of  another  indi- 
vidual, if  I  have  graduate  medical  education  expenses  as  part  of  my 
overhead,  then  I  have  got  to  pass  that  cost  on  to  the  people  that 
I  seek  to  do  business  with. 

So  I  wholeheartedly  support  and  encourage  Congress  to  look  at 
ways  to  come  up  with  a  uniform  mechanism  whereby  the  cost  of 
I  graduate  medical  education  between  those  institutions  that  are 
i  providing  it  are  addressed  so  as  not  to  disadvantage  some  of  the 
historical  quality  providers,  as  we  move  into  this  wave  of  managed 
care,  because  there  is  some  fixed  overhead  associated,  as  the  record 
will  show. 
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Mr.  Houghton.  Does  anybody  have  any  other  comments  here?  It 
is  not  speak  now,  but  forever  hold  your  peace,  because  there  will 
be  other  chances.  But  we  really  do  want  your  input  here.  Any  other 
comments  on  what  Mr.  Duckett  has  said,  Mr.  Stark  or  Mr.  Payne? 

All  right.  Well,  I  would  like  to  ask  one  final  question.  I  am  fas- 
cinated by  your  reference  to  Dr.  Groner,  Mr.  Duckett,  and  his  ap- 
prehension about  how  this  thing  was  going  to  get  out  of  control,  the 
Medicare  Program.  Of  course,  indeed  it  did. 

But  then  you  mentioned  sort  of  creating  a  new  paradigm.  That 
always  bothers  me,  that  word.  Maybe  you  could  elaborate  a  little 
bit  on  what  you  think  is  important  here.  Again,  we  are  all  strug- 
gling with  the  resolution. 

Mr.  Duckett.  The  paradigms  that  are  referenced  in  my  prepared 
remarks  is  that  when  we  look  at  the  reimbursement  or  really  what 
has  gotten  us  to  this  point  in  terms  of  the  cost  component  of  health 
care,  there  were  certain  factors  that  came  into  play;  namely  those 
factors  where  the  incentives  were  in  place  at  the  time. 

I  think  some  earlier  individuals  that  testified  before  this  Sub- 
committee indicated  that  the  Medicare  Program  has  basically  be- 
come the  standard  by  which  a  number  of  people  structure  their 
health  care  plans  around,  and  as  a  result  of  which  we  went 
through  the  three  distinct  paradigms  of  charge-base  reimburse- 
ment, then  we  moved  to  cost-base  reimbursement,  and  then  we 
ended  up  with  fixed-based  reimbursement. 

Those  are  for  me  the  paradigms  of  the  past,  because  basically  we 
had  a  situation  where,  in  order  to  make  money  in  the  health  care 
system,  I  had  to  provide  more  services  in  order  to  increase  my  mar- 
gins. Then  we  got  to  a  point  where  we  had  to  provide  less  service 
under  the  fixed  per  diem  reimbursement,  less  services  while  the 
person  is  in  the  hospital,  get  the  person  out  as  quickly  as  possible 
to  maximize  my  revenue  opportunities. 

What  I  think  is  important  as  we  move  to  the  future,  we  have  got 
to  bring  the  stakeholders  together  to  come  up  with  an  equation 
that  will  basically  allow  us  to  say  what  is  the  appropriate  level  of 
care  necessary  to  address  the  health  care  needs  of  the  people. 

Mr.  Houghton.  But  it  is  not  only  the  goals  of  what  are  the  ap- 
propriate levels  of  care,  it  is  the  incentives  that  I  think  that  you 
emphasized.  I  happen  to  agree  with  you,  although  I  cannot  break 
it  down  any  further  than  this.  But  I  think  if  we  avoid  the  incen- 
tives as  we  restructure  the  program  so  that  it  is  not  a  program  by 
government  fiat,  but  a  program  through  basic  incentives  and  com- 
petitive pressures,  then  I  think  we  will  be  missing  a  big  bet. 

Mr.  Duckett.  In  essence,  I  agree  with  that  statement. 

Mr.  Houghton.  Good.  Any  other  comments,  words  of  wisdom, 
thoughts? 

Thank  you  very  much,  gentlemen.  We  certainly  appreciate  this. 
[Whereupon,  at  2:30  p.m.,  the  hearing  was  adjourned.] 
[Submissions  for  the  record  follow:] 
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STATEMENT  OF  CHIEF  MASTER  SERGEANT  JAMES  D.  STATON,  USAF  (RET.) 
EXECUTIVE  DIRECTOR 
AIR  FORCE  SERGEANTS  ASSOCIATION 

Mr.  Chairman  and  distinguished  committee  members,  now  that  the  budget  resolution  has 
passed  in  Congress  and  it  is  clear  that  there  will  have  to  be  changes  in  the  Medicare 
system,  we  are  hopeful  that  a  proposal  that  the  Department  of  Defense  is  pushing,  and  we 
wholeheartedly  endorse,  will  become  law.  I  am  speaking,  again,  of  Medicare 
subvention.  I  am  testifying  on  behalf  of  the  Air  Force  Sergeants  Association's  160,000- 
plus  members.  AFSA  represents  the  millions  of  enlisted  (noncommissioned)  active  duty 
and  retired  Air  Force,  Air  National  Guard  and  Air  Force  Reserve  members,  and  their 
families.  Many  of  our  members  have  served  their  nation,  entered  their  retirement  years, 
and  are  now  among  those  receiving  care  through  the  Medicare  system.  We  are  grateful 
for  this  additional  opportunity  to  have  AFSA's  views  heard  on  this  subject. 

As  we  have  stated  before,  AFSA  members  understand  the  challenge  that  faces  this 
committee  in  finding  ways  to  control  costs  within  the  Medicare  program.  The  overall 
costs  and  fees  for  service  become  especially  significant  for  our  members  because  of  the 
lower  enlisted  military  retirement  pay.  Large  medical  bills  can  wipe  out  the  typically 
lower  savings  of  this  group  of  retirees. 

That  is  why  we  once  again  urge  the  committee  to  support  subvention:  The  transfer  of 
funds  from  the  Department  of  Health  and  Human  Services  (HHS)  to  reimburse  the 
Department  of  Defense  (DOD)  for  care  received  by  Medicare-eligibles  either  in  TRICARE 
or  at  Military  Treatment  Facilities  (MTF)  (on-base  medical  care  facilities).  The  question 
is  not  spending  HHS  dollars  versus  DOD  dollars;  the  real  possibility  is  to  save  taxpayer 
and  beneficiary  dollars  through  this  simple  transfer  of  funds.  Two  bills  have  been 
introduced  in  the  House  that  provide  for  some  form  of  subvention:  H.R.  580,  sponsored 
by  Representative  Joel  Hefley,  and  Representative  Randy  Cimningham's  H.R.  861. 

The  necessity  for  subvention  is  clear  Even  today,  military  members  are  told  at  every  re- 
enlistment  that  in  retirement,  they  and  their  families  will  have  free  health  care  for  life. 
Enlisted  retirees,  because  of  their  lower  rates  of  pay,  rely  on  this  as  part  of  a  deferred 
compensation  package.  However,  that  promise  has  been  broken  over  time.  In  fact,  at  age 
65,  they  are,  in  most  cases,  prohibited  from  formally  participating  in  military  health  care 
programs  altogether.  They  are  still  officially  able  to  use  MTFs  on  a  "space-available" 
basis.  However,  because  of  a  lack  of  funds,  space  has  become  less  and  less  available. 
Therefore,  Medicare  becomes  their  only  option,  and  it  is  one  that  they  are  unable  to 
comfortably  afford  because  of  their  lower  rates  of  retirement  pay. 

This  policy  is  discriminatory  and  changes  the  rules  for  retirement  after-the-fact  It  is 
wrong  for  the  government  to  treat  those  who  secured  this  era  of  relative  peace  in  such  a 
fashion. 

There  has  been  a  great  deal  of  discussion  in  Congress  of  ways  to  incorporate  managed 
care  ideas  into  the  Medicare  system.  AFSA  believes  DOD  has  a  program  that  will  best 
serve  the  needs  of  both  the  Medicare  system  and  a  number  of  beneficiaries. 

The  specific  method  for  incorporating  Medicare-eligible  military  retirees  into  a  managed 
care  system  is  by  allowing  them  to  enroll  or  remain  in  the  TRICARE  program  after  age 
65.  This  three-part  system,  DOD's  health  care  plan  of  the  future,  is  cxurently  available 
only  to  under-65  military  retirees  and  their  dependents,  and  active  duty  family  members. 
TRICARE  includes  an  HMO  option,  TRICARE  Prime.  Prime's  enrollment  fee  and  cost- 
shares  also  provide  lower-cost  care  than  traditional  "fee-for-service"  care  associated  with 
Medicare  Part  B  insurance. 

As  I  said  earlier,  the  lower  retirement  income  of  enlisted  military  retirees  and  their 
survivors  magnifies  the  issue  of  health  care  costs.  The  TRICARE  program  promises  to 
offer  enrollees  much  lower  costs  than  current  fee-for-service  insurance  programs. 
Additionally,  military  retirees  would  be  allowed  to  stay  in  the  Military  Health  Services 
System  (MHSS)  for  life,  as  they  were  promised  when  they  chose  to  serve  their  nation. 
At  the  same  time,  costs  for  their  care  would  be  reduced. 
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Another  advantage  in  cost-savings  would  be  that  HHS  would  spend  fewer  dollars  for  the 
care  it  buys  at  MTFs  than  it  does  from  civilian  providers.  Savings  on-base  are  derived 
through  the  military's  "utilization  management"  system,  which  is  preventive  in  nature. 

Medical  resources  are  used  in  the  most  efficient  way  possible,  and  care  is  coordinated  so 
that  more  serious  treatment  problems  are  headed  off,  thereby  holding  down  costs.  Put 
another  way,  the  right  treatment  is  given  in  the  right  place  at  the  right  time.  Also,  the 
cost  of  physicians  is  significantly  tempered  by  the  military  rank  structure. 

Finally,  MTFs  already  have  an  infrastructure  in  place,  so  the  basic  care  components  are 
there.  The  results,  when  comparing  MTFs  to  civilian  providers,  are  savings  in  costs, 
overhead  and  mark-up  fees. 

AFSA  feels  that  Medicare  subvention  would  make  on-base  care  more  likely  for  our  older 
retirees  and,  at  the  same  time,  save  program  costs  by  reducing  the  level  of  Medicare 
expenditures  for  military  retirees. 

According  to  the  Office  of  the  Assistant  Secretary  of  Defense  for  Health  Affairs,  one  of 
the  principle  blocks  to  getting  Medicare  subvention  enacted  is  a  difference  of  opinion 
between  DOD  and  HCFA  regarding  its  cost  and  effectiveness  in  providing  treatment  to 
this  group  of  beneficiaries.  Ostensibly,  however,  it  comes  down  to  a  budget  "ownership" 
discussion.  HCFA  argues  that  care  for  Medicare-eligibles  should  not  come  out  of  its 
budget,  because  it  believes  care  is  already  being  provided  for  free  at  Military  Treatment 
Facilities.  But  again,  the  reality  is  that  fewer  and  fewer  Medicare-eligible  military  retirees 
obtain  "space-available"  care,  because  the  downsizing  of  the  military  has  meant  a  dramatic 
reduction  in  the  nimiber  of  MTFs  and  fewer  and  fewer  doctors  to  handle  patient  traffic. 

The  dollars  needed  to  cover  the  cost  of  health  care,  whether  paid  out  of  DOD's  or 
HCFA's  account,  come  from  citizens,  either  in  taxes  or  program  co-payments  and/or 
enrollment  fees.  The  greatest  concern  for  both  taxpayers  and  beneficiaries  is  getting  the 
most  value  for  their  dollar.  Retirees  do  not  care  which  agency  receives  their  premiums 
and  enrollment  fees,  and  taxpayers  want  to  support  their  government  fairly  and  wisely. 
TRICARE  promises  to  offer  lower-cost  care  to  its  beneficiaries  than  they  are  currently 
paying. 

In  recent  weeks,  DOD  has  stated  that  it  believes  it  can  provide  care  to  Medicare-eligible 
military  retirees  for  93  percent  of  the  Average  Adjusted  Per  Capita  Cost.  Mr.  Chairman, 
we  are  asking  you  to  use  your  position  of  influence  to  bring  all  parties  together  and  make 
subvention  a  reality  for  the  substantial  number  of  affected  retirees. 

We  believe  that  through  subvention  the  government  would  work  for  the  best  interests  of 
its  citizens  and  prevent,  in  this  case,  the  opposing  interests  of  government  agencies  from 
interfering  with  the  needs  of  retirees. 

Mr.  Chairman,  again,  thank  you  for  this  latest  opportunity  to  express  our  ideas  on  ways 
to  lower  the  costs  associated  with  the  Medicare  system.  As  you  are  determining  how  best 
to  serve  the  interests  of  Medicare  beneficiaries,  we  hope  you  will  give  our  thoughts 
serious  consideration.  Approving  ways  to  keep  all  retirees  in  the  MHSS  is  not  only  cost- 
effective,  it  also  keeps  the  promises  made  to  retirees  that  they  would  have  lifetime, 
affordable  care  as  a  result  of  their  service. 

The  men  and  women  of  the  Air  Force  Sergeants  Association  wish  you  well  as  you  work 
to  accomplish  your  important  mission.  As  always,  we  are  available  to  assist  you  in 
matters  of  mutual  concern. 
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STATEMENT  OF  AMERICAN  ASSOCIATION  FOR  RESPIRATORY  CARE 


The  American  Association  for  Respiratory  Care  (AARC),  a  37,000  member 
professional  association  of  respiratory  care  practitioners  (RCPs),  welcomes  the 
opportunity  to  submit  written  testimony  on  tiie  House  Ways  and  Means  Committee's 
July  20,  1995  hearing  on  'Saving  Maiicare  and  Budget  Reconciliation  Issues'. 

Respiratory  care  is  an  allied  health  specialty  performed  under  medical  direaion  for  the 
assessment,  treatment,  management,  diagnostic  evaluation,  and  care  of  patients  with 
diseases  of  die  cardiopulmonary  system.  Respiratory  care  practitioners  care  for  patients 
ranging  from  the  premature  infant  whose  lungs  are  underdeveloped  to  the  elderly 
patient  whose  lungs  are  diseased.  Individuals  who  suffer  from  such  diseases  as 
en^)hysema,  brondiitis  and  lung  cancer;  children  who  suffer  from  astiima  or  are 
afflicted  with  cystic  fibrosis;  and  patients  of  all  ages  who  require  the  use  of  a  ventilator 
to  breathe — all  often  cared  for  by  the  respiratory  care  practitioner. 

The  AARC  shares  the  Congress'  concern  at  the  increasing  costs  of  die  Medicare 
program  and  die  afliect  that  this  program  has  on  the  entire  budget  of  the  United  States. 
We  believe  diat,  unless  fundamental  changes  are  made  to  die  Medicare  program,  die 
cost  escalation  will  continue  until  the  entire  health  care  system  reaches  crisis 
proportions. 

The  reevaluation  of  die  Medicare  prc^ram  which  Congress  has  undertaken  poses  many 
conq)lexities.  While  the  Medicare  program  has  provided  critical  health  services  to 
American  seniOTS  for  die  last  30  years,  die  time  has  come  to  take  a  fundamental  look  at 
the  basic  tenets  of  the  program.  The  respiratory  care  profession  is  specifically 
concerned  diat  die  Medicare  program  has  not  kept  pace  widi  die  advancements  in 
respiratory  care  medicine  and  technology.  The  program's  coverage  policy  for 
re^iratory  dierapy  services  was  developed  nearly  25  years  ago,  and  has  dianged  littie 
since  that  time. 

Respiratory  care  medicine  has  advanced  well  beyond  the  type  of  services  that  were  only 
delivered  in  the  hospital  setting.  Yet,  Medicare  has  not  updated  and  tracked  these 
medical  and  technological  developments  and  incorporated  them  into  coverage  policy. 
We  believe  Congress  has  an  opportunity,  as  it  begins  to  scrutinize  the  Medicare 
program,  to  rectify  the  imbalance  in  die  current  coverage  policy  with  die  reality  of 
respiratory  medicine. 

We  believe  it  is  of  significant  importance  that  Congress  must  consider  the  direction  that 
the  private  health  care  market  is  taking  in  terms  of  a  strong  movement  towarck 
managed  care.  Medicare  must  keep  pace,  and  has  until  this  point  in  time  not  kept 
pace,  with  die  direction  of  the  private  sector.  The  premise  of  managed  care  is  to 
provide  die  most  appropriate  care  in  the  most  appropriate  care  site.  A  survey  by  the 
AARC  showed  that  a  majority  of  managed  care  plans  provide  respiratory  care  services 
outside  of  the  hospital  setting  (such  as  home,  nursing  home,  outpatient,  rehabilitation 
facilities,  etc.)  when  deemed  necessary.  These  plans  have  the  flexibility  of  providing 
needed  respiratmy  dierapy  services  where  appropriats.  Yet  under  the  Medicare 
program,  a  patient  needing  respiratory  therapy  services  will  be  denied  alternate  care 
coverage  for  the  services  simply  because  of  the  coverage  rigidity  of  the  current  system. 
Present  Medicare  policy  must  adhere  to  a  stnct  list  of  benefits  which  prescribe 
precisely  where  respiratory  dierapy  services  must  be  provided.  Patients  in  need  of 
respiratory  therapy  services  remain  in  die  hospital  because  Medicare  coverage  policy 
deems  diat  diis  is  the  only  appropriate  place  to  provide  those  services. 

As  advocates  of  the  respiratory  care  community,  the  AARC  and  its  members  are 
acutely  aware  of  the  medical  and  clinical  advances  in  die  provision  of  respiratory  care 
medicine,  which  now  permits  the  pulmonary-restricted  patient  other  pathways  to 
receive  die  necessary  evaluation,  care,  and  treatment  of  their  illnesses  and  diseases. 
For  example,  outpatient  pulmonary  rehabilitation  has  given  many  chronic  lung  diseased 
patients  die  ability  to  continue  to  lead  productive  lives  at  home.  Pulmonary 
rehabilitation  programs  have  gready  reduced  hospital  admissions,  readmissions,  and 
emergency  room  visits  for  asthmatics. 
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As  another  example,  a  ventilator-dependent  patient  who,  twenty  years  ago,  may  never 
have  survived  or,  at  very  best,  be  left  totally  hospitalized,  can  now  be  cared  for  in  a 
less  acute  care  site  such  as  a  nursing  home  or  even  in  the  home.  Many  of  these  patients 
can  be  fully  or  partially  weaned  from  the  ventilator  and  lead  productive  lives  provided 
they  have  access  to  respiratory  therapy. 

For  the  last  two  decades.  Medicare  program  has  strictly  interpreted  a  regulation  that 
permits  only  respiratory  ther£^ists  employed  in  a  hospital  with  which  there  is  a  transfer 
agreement  in  place  to  provide  Medicare-covered  extended  care  respiratory  therapy 
services  in  the  nursing  home.  The  restrictive  nature  of  the  rule  ties  the  hands  of  a 
nursing  home  facility  in  its  ability  to  seek  out  other  qualified  respiratory  therapy 
practitioners.  Even  respiratory  care  practitioners  who  could  be  employed  directly 
within  the  nursing  home  would  be  considered  unreimbursable  by  the  Medicare 
program.  This  is  yet  another  example  of  an  antiquated  Medicare  policy. 

The  AARC  is  well  aware  of  the  increasing  concern  Congress  and  the  Health  Care 
Financing  Administration  has  in  ensuring  that  only  appropriate  therapy  services  be 
provided  and  reimbursed  in  the  home,  the  nursing  home,  and  via  the  DME  benefit. 
We  share  the  concern  that  overutilization  and  outright  fraud  and  abuse  in  Medicare  is 
undermining  not  only  the  integrity  of  the  program,  but  wasting  tens  of  millions  of 
dollars  of  taxpayers'  money.  We  recognize  that  as  we  ask  Congress  to  increase  the 
access  of  Medicare  beneficiaries  to  respiratory  therapy  outside  of  the  hospital  setting 
that  the  program  does  not  incur  the  same  overutilization  errors  that  have  plagued  other 
therapy  providers.  In  order  to  advert  potential  overutilization  of  respiratory  therapy 
services  outside  of  the  hospital,  we  would  urge  Congress  to  require  the  use  of  Clinical 
Practice  Guidelines  as  a  requirement  for  any  covered  respiratory  ttiCTzpy  service.  For 
several  years,  the  AARC  has  been  developing  Clinical  Practice  Guidelines  (CPGs)  for 
numerous  respiratory  care  procedures.  These  Guidelines  have  been  rigorously  peer- 
reviewed,  endorsed  by  key  pulmonary  physician  organizations,  and  are  becoming 
widely  implemented  across  the  health  care  delivery  sites.  Guideline  development  is  an 
ongoing  process  and  new  guidelines  are  in  various  stages  of  review. 

Again,  we  would  urge  Congress  to  remove  the  restrictions  placed  on  the  provision  of 
respiratory  care  services  to  Medicare  patients  in  alternate  care  sites  with  the  caveat  that 
services  be  rendered  under  the  parameters  of  Clinical  Practice  Guidelines. 

We  hope  this  testimony  will  illustrate  the  need  for  change  in  the  Medicare  program  to 
provide  the  flexibility  to  Medicare  beneficiaries  by  providing  them  the  ability  to  receive 
apprq>riate  respiratory  tinerapy  services  in  the  most  appropriate  setting. 
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STATEMENT  OF  AMERICAN  ASSOCIATION  OF  DIABETES  EDUCATORS 

Testimony  to  the  House  Ways  and  Means  Subcommittee  on  Health 
July  25, 1995 

Chairman  Thomas,  Ranking  Member  Stark,  and  members  of  the  subcommittee, 
the  American  Association  of  Diabetes  Educators  would  like  to  respectfully  submit  this 
written  testimony  in  regard  to  Medicare  reform.  We  hope,  with  the  reinforcement  of  the 
testimony  given  today  by  our  colleagues  from  The  American  Diabetes  Association  and 
the  American  Dietetic  Association,  that  we  convey  that  there  is  a  way  to  reform  Medicare 
which  will  ultimately  save  lives,  and  in  the  process  save  billions  of  dollars  annually  in 
health  care  expenses. 

We  would  like  to  take  a  moment  to  address  specifically  the  purpose  and  effects  of 
diabetes  education.  The  role  of  the  diabetes  educator  is  to  integrate  diabetes  education 
and  treatment  into  the  overall  care  a  person  with  diabetes  receives.  The  diabetes  educator 
must  collaborate  with  all  of  the  patient's  management  team.i  The  objective  of  diabetes 
education  is  to  provide  individuals  with  diabetes  the  management  skills  necessary  to  care 
for  themselves.  This  is  accomplished  through  planned  learning  experiences  that  include 
counseling,  behavior  modification,  and  individual  classroom  teaching  designed  to 
influence  knowledge,  health  behaviors  and  to  manage  health  outcomes.^ 

What  does  this  mean  in  terms  of  Medicare  reform?  Diabetes  is  an  enormously 
common  and  costly  disease  in  the  United  States,  afflicting  16  million  Americans.  In 
1992,  twenty-seven  percent  of  the  entire  Medicare  budget  was  attributed  to  costs  for 


American  Association  of  Diabetes  Educators.  The  scope  of  practice  and  the  standards  of  practice  for 
diabetes  educators.  Diabetes  Educ  1992;l8(l):52-56. 

National  standards  for  diabetes  patient  education  and  American  Diabetes  Association  review  criteria. 
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diabetes  related  illness.  In  total,  $105  billion  was  spent  in  1992  caring  for  people  with 
diabetes.3  But  through  studies  funded  by  NIH  and  CDC,  we  have  scientific  proof  that  the 
most  serious,  and  expensive,  complications  of  the  disease  are  preventable.  Most  of  the 
50,000  diabetic  related  amputations,  90  percent  of  the  cases  of  diabetes  related  blindness, 
and  more  than  half  of  the  kidney  failure  resulting  in  dialysis  can  be  delayed  or  prevented. 

The  scope  and  magnitude  of  diabetes  in  America  can  be  appreciated  if  one  looks 
at  a  list  of  the  major  debilitating  conditions  for  which  diabetes  is  the  leading  cause.  Each 
year,  almost  40,000  cases  of  adult  blindness  are  due  to  uncontrolled  diabetes;  54,000 
amputations  are  due  to  uncontrolled  diabetes;  13,000  people  with  diabetes  begin  kidney 
dialysis  at  cost  of  more  than  $35,000  per  year;  people  with  diabetes  are  two  times  more 
likely  to  die  of  heart  disease,  and;  infants  of  women  with  uncontrolled  diabetes  have  three 
times  greater  risk  of  being  bom  with  a  birth  defect  and  have  over  twice  the  risk  of  dying 
during  pregnancy.'* 

Studies  have  proven  that  among  the  diabetic  population,  proper  education  and 
care  dramatically  reduce  the  risk  of  severe  health  problems  like  heart  disease,  stroke, 
gangrene,  foot  ulcers  and  amputations.  And  yet  Medicare  currently  does  not  provide  for 
these  preventative  measures.  The  AADE  emphasizes  that  to  reduce  costs  and  to  assure 
good  health  for  people  with  diabetes,  the  Medicare  system  must  direct  its  resources  to 
early  intervention  and  patient  education.  Diabetes  care  must  focus  on  health  maintenance 
and  disease  prevention  rather  than  acute  care  treatment.  Two  recently  introduced  pieces 
of  legislation,  HR  1073  and  HR  1074,  take  important  steps  in  that  direction. 


Levetan,  R.,  American  Diabetes  Association.  Talk  to  Speaker  Gingrich's  Congressional  Health  Resource 
Group,  June  22, 1995. 

American  Association  of  Diabetes  Educators,  White  Paper  on  Health  Care  Reform,  1994. 
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The  American  Association  of  Diabetes  Educators  commends  and  gives  its  thanks 
to  subcommittee  members  Johnson,  McDermott,  Cardin  and  Lewis,  for  their 
cosponsorship  of  Representative  Elizabeth  Purse's  bill,  HR  1073,  the  Medicare  Diabetes 
Outpatient  Self-Management  Training  Act  of  1995.  We  strongly  encourage  the 
remainder  of  the  subcommittee,  and  the  full  committee,  to  lend  their  cosponsorship  to  this 
important  legislation. 

The  cost  savings  offered  by  HR  1073  is  significant.  This  legislation  would 
expand  reimbursement  for  diabetes  education  and  substantially  expand  the  provision  of 
self-management  training  services  outside  the  hospital  setting.  Given  the  ability  to  pay 
for  these  services,  people  with  diabetes  would  have  access  to  the  educational  and  medical 
tools  they  would  need  to  prevent  or  postpone  more  costly  medical  procedures  necessary 
v/hm  the  disease  has  progressed  untreated.  The  cost  of  the  treatment  and  supplies  is  low. 
Medicare  v/ould  pay  $35  for  a  patient's  consultation  with  a  diabetes  educator  and  the  cost 
of  the  patient's  supphes  and  medications.  For  a  visit  that  could  cost  as  little  as  $50,  a 
$1,500  dollar  a  day  hospitalization  could  possibly  be  avoided  later.^ 

The  burden  these  expenses  place  on  the  current  Medicare  system  extend 
throughout  the  nation's  health  care  system.  The  United  States  of  America  has  the  most 
technologically  sophisticated  health  care  in  the  world.  However,  the  very  people  who 
need  it  the  most  are  oflen  excluded  because  they  are  denied  access  to  coverage  due  to  a 
pre-existing  condition.  When  these  people's  disease  progresses  untreated,  the  costs  are 
often  absorbed  by  the  already  over-burdened  system.  Additionally,  our  health  system 


5  Levetan,  R.,  American  Diabetes  Association.  Talk  to  Speaker  Gingrich's  Congressional  Health  Resource 
Group,  June  22,  1995. 
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must  have  a  strong  public  health  component  to  assess  the  impact  of  diabetes,  to  promote 
policies  that  translate  into  preventive  health  care  and  to  assure  access  to  health  care  for 
the  diverse  population. 

Providing  diabetes  education  reimbursement  and  establishing  a  proactive  health 
care  system  will  help  to  address  the  immediate  and  profound  expenses  associated  with 
this  disease.  Research  has  proven  that  the  complications  associated  with  diabetes  can  be 
delayed  or  avoided  through  the  control  of  blood  glucose.  But  additional  research  funding 
is  needed  until  a  prevention  or  cure  for  diabetes  is  found. 

Medicare  reform  must  be  proactive  rather  than  reactive.  A  proactive  system 
focuses  its  resources  on  health  promotion  and  disease  prevention  rather  than  acute  care. 
It  empowers  the  people  with  diabetes  to  take  responsibility  for  their  own  disease 
management  with  the  help  of  a  multidisciplinary  health  care  team.  Essential  to  this 
personal  responsibility  is  an  integrated  public  and  private  health  care  system  that  ensures 
affordable  access  to  preventive  care  and  education  for  all,  regardless  of  pre-existing 
conditions. 
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STATEMENT  OF  AMERICAN  ASSOCIATION  OF  EYE  AND  EAR  HOSPITALS 

Background 

Congress  enacted  a  Medicare  payment  adjustment  for  ambulatory  surgery 
performed  in  qualified  eye  and  ear  hospitals  in  1987  and  extended  the  adjustment 
in  1990.  The  adjustment  expired  on  December  31,  1994. 

This  effort  was  designed  to  offset  the  impact  of  Medicare  payment 
reduaions  on  these  specialty  institutions  and  to  recognize  the  need  to  maintain 
access  to  these  unique  services  by  Medicare  beneficiaries.  The  disproportionate 
impact  of  reductions  in  Medicare  payments  for  outpatient  surgery  in  eye  and  ear 
specialty  hospitals  is  based,  in  part,  on  the  fact  that  outpatient  revenues  generally 
account  for  50  percent  or  more  of  their  total  operating  revenues. 

Eye  and  ear  specialty  hospitals  are  major  referral  centers.  They  offer  some 
of  the  most  innovative  teaching  programs  in  the  country  and  routinely  treat  the 
most  severely  ill  eye  and  ear  patients.  Eye  and  ear  specialty  hospitals  have  led 
the  way  as  providers  of  first-class,  high-quaUty,  cost-effeaive  outpatient  health 
care  services.  The  mission  of  these  specialty  institutions  requires  them  to 
maintain  leading  edge  technologies  that  enable  them  to  provide  highly 
specialized  services  that  are  not  available  in  general  hospitals. 

Under  current  law,  qualified  eye  and  ear  hospitals  are  paid  the  lesser  of 
their  costs  or  charges  or  a  blended  rate  of  75  percent  hospital-specific  costs  and 
25  percent  of  the  ambulatory  surgical  center  rate.  Other  acute  care  hospitals 
receive  a  blended  rate  of  42  percent  hospital-specific  costs  and  58  percent  of  the 
ambulatory  surgical  center  rate.  Currently  11  hospitals  across  the  coimtry 
receive  the  adjustment. 

Explanation 

When  the  adjustment— and  the  1990  extension— was  enaaed,  Congress 
expeaed  that  a  Medicare  prospeaive  payment  system  for  outpatient  surgery 
would  be  ready  for  implementation.  Despite  efforts  underway  by  HCFA,  no 
viable  methodolog}^  is  adaptable  at  this  point  in  time.  Extension  of  the 
adjustment  for  another  five  years  or  at  least  imtil  a  prospective  payment  system 
for  outpatient  surgery  and  services  is  implemented  is  critical. 
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Mr.  Chairman  and  Members  of  the  Subcommittee,  I  appreciate  this  opportunity 
to  submit  testimony  on  behalf  of  the  American  Association  of  Eye  and  Ear 
Hospitals  on  the  matter  of  Medicare  outpatient  payment  reform  in  general,  and 
specifically  on  our  proposal  to  eictend  the  Medicare  outpatient  payment 
adjustment  for  approved  ambulatory  surgical  procedures  performed  at  qualified 
eye  and  ear  hospitals. 

The  American  Association  of  Eye  and  Ear  Hospitals  is  comprised  of  the  premier 
centers  for  specialized  eye  and  ear  procedures  in  the  world.  Association 
members  are  major  referral  centers,  offer  some  of  the  most  innovative  teaching 
programs  in  the  country,  and  routinely  treat  the  most  severely  ill  eye  and  ear 
patients.  The  mission  of  these  specialty  institutions  requires  them  to  maintain 
leading  edge  technologies  that  enable  them  to  provide  highly  specialized  services 
that  are  not  available  in  general  acute  care  hospitals. 

Eye  and  ear  specialty  hospitals  have  led  the  way  as  providers  of  first-class, 
high-quality,  cost-effective  outpatient  health  care  services.  As  evidence  of  the 
level  of  excellent  care  provided  by  Association  members,  for  the  past  five  years 
the  U.S.  News  and  World  Report  has  selected  many  of  our  members  as  being 
among  "America's  Best  Hospitals"  in  the  specialties  of  ophthalmology  and 
otolaryngology. 

This  year,  AAEEH  members  comprised  eight  of  the  top  17  ophthalmology 
facilities  in  the  nation.  Wilmer  Eye  Institute  at  Johns  Hopkins  University 
received  the  top  ranking  —  a  distinction  which  has  continued  for  five  of  the  last 
six  years.  Bascom  Palmer  Eye  Institute  was  ranked  second,  followed  by  Wills 
Eye  Hospital.  Massachusetts  Eye  and  Ear  Infirmary  was  ranked  fourth;  former 
AAEEH  member  Doheny  Eye  Institute  was  ranked  twelfth;  Manhattan  Eye, 
Ear  and  Throat  Hostal  was  ranked  eleventh;  New  York  Eye  and  Ear  Infirmary 
was  ranked  thirteenth;  and  University  of  Illinois  Hospital  and  Clinics  weighed 
in  at  seventeenth. 

In  the  specialty  of  otolaryngology,  AAEEH  members  comprised  four  of  the  top 
40  facilities  in  the  nation.  Johns  Hopkins  was  ranked  first;  Massachusetts  Eye 
and  Ear  Infirmary  was  ranked  second;  Manhattan  Eye,  Ear  and  Throat  Hospital 
was  ranked  21st;  and,  the  University  of  Illinois  Hospital  and  Clinics  was  ranked 
23rd. 
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The  selection  was  based  on  reputational  scores  from  physician  surveys 
I  conducted  over  the  past  three  years.  These  hospitals  were  recommended  by  at 
i  least  3  percent  of  the  specialists  in  the  field  who  were  surveyed.  From  a  universe 
I    of  1,631  major  medical  centers,  only  128  were  selected  as  the  nation's  best. 

!  BACKGROUND 

^  In  1987,  Congress  recognized  the  unique  services  eye  and  ear  specialty  hospitals 
!{    provide  —  especially  to  Medicare  beneficiaries  —  and  moved  to  preserve  access  to 

these  services  by  granting  qualified  eye  and  ear  specialty  hospitals  a  special 

Medicare  payment  adjustment  for  outpatient  surgery  and  services  they  deliver. 

Congress  extended  the  payment  adjustment  in  1990  until  December  31,  1994, 

when  it  expired. 

j  Under  this  Medicare  Part  B  provision,  qualified  eye  and  ear  hospitals  are  paid  the 
•  lesser  of  their  costs  or  charges  or  a  blended  rate  of  75  percent  hospital-specific 
costs  and  25  percent  of  the  ambulatory  surgical  center  rate.  Other  hospitals 
receive  a  blended  rate  of  42  percent  hospital-specific  costs  and  58  percent  of  the 
ambulatory  surgical  center  rate.  Currently,  11  eye  and  ear  specialty  hospitals 
qualify  to  receive  the  payment  adjustment. 

DISCUSSION 

The  proportion  of  total  Medicare  Part  B  medical  and  surgical  services  rendered 
on  a  hospital  outpatient  basis  has  increase  over  time  as  a  result  of  shifting  from 
an  inpatient  hospital  setting  to  an  outpatient  hospital  setting,  due,  for  the  most 
part,  to  advances  in  medical  technology  and  the  implementation  of  the  inpatient 
prospective  payment  system  (PPS).  In  the  past  decade,  diagnostic  and  surgical 
technological  innovations,  such  as  laser  surgery  for  cataracts,  enabled  more 
procedures  to  be  performed  on  an  ambulatory  basis. 

In  addition.  Medicare's  PPS  policies  provided  direct  financial  incentives  to 
reduce  admissions  and  lengths  of  stay  and  to  provide  services,  where  clinically 
appropriate,  in  other  less  expensive  settings,  such  as  the  hospital  outpatient 
department  and  freestanding  ambulatory  surgical  centers  (ASCs).  Eye  and  ear 
specialty  hospitals  responded  to  these  incentives  like  no  other  class  of  hospitals. 
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When  the  adjustment  —  and  the  1990  extension  —  was  enacted,  Congress 
anticipated  that  a  Medicare  prospective  payment  system  for  hospital  ambulatory 
surgery  and  services  would  be  ready  for  implementation.  Despite  efforts 
underway  by  the  research  community  and  the  Health  Care  Financing 
Administration  (HCFA)  to  develop  a  methodology  for  such  a  system,  no  viable 
approach  is  adaptable  at  this  point  in  time.  This  delay  makes  the  re-instatement 
and  retroactive  application  of  the  current  payment  adjustment  for  eye  and  ear 
specialty  hospitals  imperative. 

The  AAEEH  —  like  HCFA  —  believes  that  the  Medicare  outpatient  payment 
system  is  in  need  of  reform  for  a  number  of  important  reasons.  The  current 
system  does  not  reward  efficiency  —  93  percent  of  costs  is  the  payment  ceiling 
for  both  the  most  efficient  and  the  least  efficient  hospitals.  In  addition,  the 
Medicare  program  requirements  for  coding,  billing  and  reimbursement  are  too 
complex.  Moreover,  hospitals  are  frustrated  by  the  continual  revision  of  those 
requirements.  As  a  result,  the  administrative  expense  required  for  outpatient 
services  is  perceived  to  be  high. 

Finally,  the  current  Medicare  outpatient  system  is  too  complicated  —  the  system 
has  roughly  a  dozen  different  ways  of  determining  payment.  Subsequently, 
hospitals  cannot  determine  what  they  will  be  paid  or  should  be  paid  for 
delivering  services.  This  limits  the  ability  of  hospitals  to  manage  the  costs  of 
these  services. 

The  AAEEH  has  offered  to  provide  input  to  HCFA  on  its  outpatient  PPS  plan 
as  it  is  being  developed.  Most  recently,  we  have  asked  the  chief  financial  officers 
at  each  member  facility  to  provide  the  Association  with  input  on  a  number  of 
matters  in  which  we  feel  we  can  make  a  contribution  to  HCFA's  proposal, 
especially  in  terms  of  evaluating  possible  grouping  techniques,  the  framework 
for  expenditure  controls  via  volume  performance  standards,  the  design  of 
possible  payment  adjustments,  i.e.,  teaching,  specialty  care,  and  bundling. 

While  these  constructive  discussions  between  HCFA,  the  AAEEH  and  other 
hospital  associations  are  proceeding,  no  specific  outpatient  PPS  plan  has  been 
completed,  nor  is  a  plan  ready  for  implementation.  This  delay  —  though 
judicious  in  order  to  assure  the  development  of  an  equitable,  workable  plan  — 
makes  it  all  the  more  important  for  Congress  to  re-instate  retroaaively  until 
December  31,  1994  the  Medicare  payment  adjustment  for  qualified  eye  and  ear 
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spedsky  hospitals  and  to  extend  it  for  another  five  years  or  at  least  until  an 
outpatient  PPS  svstem  is  in  place.  In  the  meantime,  the  AAEEH  will  continue 
to  work  with  HCP  A  on  this  very  important  initiative. 

In  its  April-  1989  repon  to  Congress,  the  Prospective  Payment  Assessment 
Commission  (ProPAC)  recommended  that  Medicare  payment  for  ambulatory 
surgical  procedures  performed  in  eye  and  ear  specialty  hospitals  be  the  same  as  it 
is  for  other  hospitals.  According  to  ProPAC 's  analysis,  eye  and  ear  specialty 
hospitals'  costs  are  comparable  to  those  of  other  hospitals  within  their  peer 
group  (Le,,  urban  teaching  hospitals). 

ProPAC  did,  however,  conclude  that  eye  and  ear  specialty  hospitals  are 
potentially  more  vulnerable  to  changes  in  Medicare  outpatient  surgery  payments 
than  other  types  of  hospitals  even  though  they  may  have  comparable  costs. 
According  to  ProPAC,  there  are  three  compelling  factors  which  demonstrate  the 
potential  vdnerabiUty  of  eye  and  ear  specialty  hospitals  to  changes  in  Medicare 
outpatient  payment  policy.  First,  eye  and  ear  specialty  hospitals'  relative 
proportion  of  outpatient  services  versus  other  services  is  high;  second,  the 
majority  of  eye  and  ear  specialty  hospitals'  cases  are  in  the  payment  groups  that 
sustain  the  greatest  reductions  under  current  Medicare  payment  policies,  and, 
finally,  eye  and  ear  specialty  hospitals'  proportion  of  Medicare  utilization  is 
higher  than  other  acute  care  hospitals. 

Under  the  FY96  first  concurrent  budget  resolution,  this  Committee  has  been 
instructed  to  recommend  policy  initiatives  to  reduce  the  growth  in  Medicare 
payments  by  S270  billion  over  the  next  seven  years.  The  vast  majority  of  these 
cuts  will  come  from  payments  to  hospitals.  And,  a  large  portion  of  these  savings 
will  probably  be  achieved  by  cutting  payments  to  hospitals  for  outpatient 
surgery  and  services  provided  under  Medicare  Part  B. 

According  to  the  Health  Care  Financing  Administration,  Part  B  spending  is 
e^)ected  to  grow  at  a  rate  of  more  than  13  percent  in  FY95,  with  growth  rates 
between  11.5  percent  and  13.5  percent  for  the  rest  of  the  decade.  Growth  rates 
for  outpatient  hospital  spending  are  expected  to  exceed  14  percent  over  the  next 
five  years,  the  fastest  growing  portion  of  Part  B  spending.  Given  these  trends. 
Congress  is  expected  to  se^rerely  cut  back  on  Medicare  Part  B  spending. 
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Unlike  other  institutions,  eye  and  ear  specialty  hospitals  have  less  flexibility  to 
respond  to  shortfalls  in  Medicare  payments  because  most  of  their  patients  are 
Medicare  beneficiaries  —  outpatient  revenues  generally  account  for  50  percent  or 
more  of  their  total  operating  revenues.  There  is  little,  if  any,  margin  of  error 
since  these  facilities  have  a  very  limited  ability  to  recover  losses  from  other 
sources. 

Clearly,  further  outpatient  payment  reductions  will  cause  irreparable  harm  to 
eye  and  ear  hospitals,  harm  that  its  unavoidable  even  given  prudent  management 
decisions  by  hospitals  and  efficiency  initiatives  on  factors  within  their  control. 
The  combined  effects  of  Medicare  payment  reductions  and  the  reality  of  losing 
the  75%/25%  payment  adjustments  could  indeed  threaten  the  very  existence  of 
the  nation's  eye  and  ear  specialty  hospitals. 

The  AAEEH  understands  the  need  for  cost-effective  hospital  operations  —  we 
have  led  the  way  in  that  regard.  At  the  same  time,  we  want  to  make  sure  that 
we  are  able  to  continue  to  provide  the  highest  quality  of  health  care  possible  for 
the  Medicare  beneficiaries  we  have  served  over  the  years.  Extending  the  current 
Medicare  payment  adjustment  for  qualified  eye  and  ear  specialty  hospitals  will 
greatly  assist  our  institutions  in  fulfilling  our  missions  to  provide  this  specialized 
care. 

POSITION 

As  you  consider  proposals  and  alternatives  to  reform  the  Medicare  program,  we 
urge  you  to  give  serious  consideration  to  the  role  of  the  eye  and  ear  specialty 
hospital  and  the  benefits  of  hospital  outpatient  service  care.  We  know  what 
those  benefits  are  and  so  do  our  patients.  Our  cost  saving  and  quality  care 
techniques  are  real,  quantifiable  and,  we  believe,  have  merit  for  your 
consideration. 

Because  eye  and  ear  specialty  hospitals  are  particularly  vulnerable  to  changes 
in  Medicare  outpatient  payment  policy  and  because  they  represent  premier 
centers  of  excellence  in  their  medical  specialty  the  American  Association  of  Eye 
and  Ear  Hospitals  requests  your  support  for  legislation  that  will  re-instate  the 
Medicare  outpatient  payment  adjustment  that  qualified  eye  and  ear  specialty 
hospitals  received  as  of  December  31, 1994,  and  extend  that  adjustment  for  jive 
years  or  at  least  until  Congress  implements  an  equitable  prospective  payment 
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system  for  ambidatory  surgery  and  senices  that  adequately  recognizes  the 
unique  characteristics  of  these  institutions. 

CONCLUSION 

The  American  Association  of  Eye  and  Ear  Hospitals  and  its  member  institutions 
appreciate  tins  opportunity  to  siiare  witli  you  and  Members  of  tiie 
Subcommittee  our  thougJits  on  Medicare  outpatient  payment  reform  and  our 
proposal  to  re-instate  retroactively  tiie  Medicare  outpatient  payment  adjustment 
for  qualified  eye  and  ear  specialty  hospitals. 

"^e  respectfully  request  that  as  you  contemplate  changes  in  the  Medicare 
program  that  you  give  serious  consideration  to  our  positions.  We  are  confident 
that  you  -will  agree  that  our  proposal  is  a  credible  ^^ay  to  protect  one  of  the 
elements  of  the  nation's  health  care  deliver)-  s^'stem  that  is  the  best  that 
.American  medicine  has  to  offer. 

The  .A.AEEH  looks  for^'ard  to  working  with  the  Members  of  the  Subcommittee 
and  their  staff  on  these  \try  imponant  matters.  Thank  you. 
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AMERICAN  FEDERATION  OF  HOME  HEALTH  AGENCIES,  INC. 

1320  Fenwick  Lane  •  Suite  100  •  Silver  SpriiiK,  MD  20910 
Phone  (301)  588-1454  Fax  (301)  588-4732 


The  American  Federation  of  Home  HealUi  Agencies,  a  national  association  representing  Medicare 
participating  home  health  agencies,  believes  that  Congress  has  a  somewhat  schizophrenic  attitude 
towards  die  Medicare  home  health  benefit.  On  one  hand.  Congress  tells  us  that  they  understand 
why  home  care  has  grown  and  they  are  enthusiastic  in  support  of  the  benefit...  but  at  the  same  time 
Uiere  is  a  conflicting  current  that  says,  in  effect,  "home  health  is  growing  fast  so  we  must  shoot  it." 


CONGRESS  SHOULD  BE  PRAISED  FOR  CREATING 
A  SUCCESSFUL  HOME  HEALTH  BENEFIT 

Congress  and  the  Clinton  Administration  have  expressed  concern  about  the  recent  growth  of  the 
Medicare  home  health  benefit.  Rather  than  regard  this  growth  as  a  problem  that  must  be  attacked 
with  imposition  of  bundling,  beneficiary  copayments  or  other  artificial  utilization  controls. 
Congress  should  build  on  the  great  success  of  the  home  care  benefit. 

Hospital  prospective  payment  (FFS),  passed  by  Congress  in  1982,  has  worked  just  as  Congress 
intended  it  to  work.  It  has  resulted  in  die  discharge  of  Medicare  beneficiaries  to  the  home  and  other 
outpatient  settings  more  quickly  and  in  a  poorer  state  of  health. 

The  growth  of  Medicare  home  care  stems  from  a  variety  of  factors,  primarily: 

1 .  Reimbursement  changes,  noted  above,  leading  to  the  early  discharge  of  Medicare  patients 
from  hospitals; 

2.  Technological  advances  which  have  given  home  health  agencies  the  ability  to  provide  all 
health  services  short  of  surgery  in  die  home; 

3.  The  aging  of  the  American  population,  as  well  as  an  increase  in  the  average  age  of  home 
health  recipients,  which  is  now  approximately  79  years  of  age; 

4.  Strong  family  and  patient  preference  for  cost-effective  family-oriented  home  care  services; 
and 

5.  A  1988  Federal  court  decision  (Duggan  v.  Bowen)  that  reversed  restrictive  Federal  policies 
which  denied  home  healtli  services  to  a  number  of  otherwise  eligible  beneficiaries  on  the 
claim  that  they  were  in  effect  "too  sick"  for  home  care. 

In  addition  to  the  overall  growth  of  the  home  health  benefit,  per  patient  utilization  of  Medicare 
home  healUi  services  has  increased,  from  an  average  of  23  visits  in  1980  to  53  in  1993.  There  are 
considerable  state  and  regional  variations  in  utilization  patterns,  as  indicated  by  attachment  #2. 

No  doubt  there  are  home  health  agencies  which  have  engaged  in  what  could  be  considered 
"overutilization."  Home  health  utilization  must  be  appropriate;  it  is  and  should  continue  to  be  the 
duty  of  The  Healdi  Care  Financing  Administration  (HCFA)  and  its  intermediaries  to  ensure  Uiat  the 
number  and  type  of  visits  provided  aie  appropriate. 

Some  in  Congress  and  in  the  home  health  industry,  however,  may  jump  to  the  conclusion  that  "too 
many"  visits  are  being  provided  in  the  high  utilizadon  states  rather  tlian  perhaps  "too  few"  visits  are 
being  provided  in  the  states  ranked  near  the  bottom  in  utilization.  We  do  not  have  a  definitive 
explanation  for  the  variation  but  we  do  have  strong  indications  that  tiiere  are  legitimate  reasons  for 
die  regional  variations  and  that  there  is  a  coireiadon  between  utilization  and  outcomes. 

/ 

I.  Two  articles  in  the  Fall  1994  issue  of  the  Health  Care  Financing  Review,  published  by  HCFA, 
indicate  die  following: 

(A)  Greater  per  patient  utilization  of  home  care  may  be  associated  with  oetter  patient  outcomes, 
as  indicated  in  a  comparison  of  Medicare  HMO  patients  with  Medicare  patients  receiving 
services  from  fee-for-service  home  health  agencies.  Fee-for-servicc  agencies  provided 
significandy  more  visits  and  demonstrated  significantly  superior  outcomes  for 
beneficiaries.  ("Home  Healdi  Care  Outcomes  Under  Capitated  and  Fee-for-servicc 
Payment,"  Sliaughnessy,  Schlenker,  Hitde,  p.  187-p.  221); 
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(B)  Higher  utilization  of  Medicare  home  health  services  is  directly  related  to: 
0  the  number  of  medical  conditions  and  diagnoses  a  patient  has  ever  had: 
0  patients  who  have  three  to  five  deficiencies  in  activities  of  daily  living  (ADL); 
0  beneficiaries  who  live  alone; 
0  racial  minority  status: 

0  low  income,  as  indicated  by  Medicaid  eligibility,  which  in  turn  is  related  to  poorer  healdi 
status  and  higher  morbidity;  and 

0  the  number  of  nursLng  beds  in  the  community  --  home  health  utilization  is  higher  in 
communities  with  fewer  nursing  home  beds. 

("A  Profile  of  Home  Health  Users  in  1 992,"  Mauser,  Miller.  Fall  1994,  p.  17-  p.  33). 

II.  According  to  a  September  30.  1994.  study  ^Patient.  Agency,  and  .^rea  Characteristics 
.Associated  with  Regional  \"ariation  in  the  Use  of  Medicare  Home  Healtii  Services')  prepared  by 
Matiiematica  Policy  Research.  Inc.,  a  research  firm  which  frequently  contracts  with  HCFA': 
"Resolution  of  the  1988  Duggaji  v.  Dowen  lawsuit  led  HCFA  to  clarify  home  health  regulations  in 
mid-1989...  (.T)here  is  anecdotal  evidence  that  a  substantial  number  of  agencies  have  not  attempted 
to  make  use  of  tiiese  clarifications  because  thev  still  operate  under  the  specter  of  the  high  denial 
ntes  of  tiie  mid-1980s."  (p.  8). 

The  foregoing  would  indicate  that  many  home  healtii  agencies  may  still  be  self  limiting  the  number 
of  visits  provided,  out  of  fe^j-  of  denials.  If  providers  self  limit  and  do  not  exercise  Medicare 
appeals  rights  on  behalf  of  beneficiaries  or  on  their  own  behalf,  the  number  of  visits  per  patient 
may  well  be  artificially  low  compared  to  areas  where  home  care  providers  and  physicians  (1)  have 
adopted  practice  patterns  which  encompass  revised  and  more  expansive  HCF.A  coverage  criteria, 
and  (2)  vigorously  exercise  tiieir  appeals  rights. 

The  Mathematica  report  tends  to  confirm  a  number  of  Mauser's  and  Miller's  conclusions,  noted  in 
I.(B)  above.  wiUi  respect  to  die  factors  which  are  found  in  conjunction  with  high  home  health 
utUization  in  .some  states  and  areas  of  the  countr\'.  Among  the  correlations  Mathematica  found  are 
die  following: 

0    Home  healUi  beneficiajies  in  die  Soutli  Central  regions  are  "more  likely  than  average  to 
have  primary  diagnoses...  of  diabetes  or  hypenension  and  other  cerebrovascular 
conditions....  were  also  much  more  likely  to  have  a  secondar>'  diagnosis  of  incontinence... 
(I)ncontinent  patients  are  more  likely  lo  develop  dicubitus  ulcers...  that  are  difficult  to  heal 
and,  if  catheterized.  aie  more  likely  to  develop  frequent  urinary  tract  infections...  (and) 
were...  somewhat  more  likely  than  average  to  have  a  secondary  diagnosis  of  malnutrition 
or  dehydration,  an  indication  of  poor  health  status."  (p.  34). 

0    The  percentage  of  elderiy  living  in  povert\'  is  highest  in  die  South  Central  region,  and 
"Low  income  is  often  associated  with  poor  health  and  may  increase  die  use  of  home  healdi 
care."  (p.  37). 

0    Racial  minorities,  a  significant  percentage  of  the  population  in  most  high  utilization  regions, 
are  more  likely  to  use  home  health  services  and  to  receive  more  visits  than  non-minority 
patients,  (p.  34). 

Matiiematica  also  corroborates  the  link  between  the  number  of  nursing  home  beds  in  a  community 
and  home  healtii  utilization,  stating:  '...(l)f  nursing  home  beds  are  scarce,  beneficiaries  are  more 
likely  to  use  home  health  care  (either  wiiile  awaiting  nursing  home  placement  or  instead  of  nursing 
home  placement).  Similarly,  if  hospitals  have  very  high  occupancy  rates,  they  may  be  inclined  to 
discharge  patients  sooner  and  widi  greater  posthospital  home  health  needs  than  otherwise."  (p.  7). 

Mathematica  adds:  "In  addition,  alternative  providers  (such  as  nursing  homes)  may  be  unwilling  to 
serve  a  particular  type  of  patient  (for  example,  ventilator-dependent  patients  or  patients  with 
dementiaj  if  diey  do  not  perceive  them.selves  as  adequately  compensated  for  caring  for  that  type  of 
patient  or  if  they  do  not  have  the  specialized  resources  the  patient  needs.  Care  for  some  of  tiiese 
patients  may  then  fail  to  home  health  agencies,  if  the  patients  ab.o  have  skilled  need.s."  (p.  7). 
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Home  Care  Is  Cost-Effective  Even  For  High-Utilization  Beneficiaries 

Home  health  care  is  cost  effective  even  for  the  most  frequent  users  of  services  --  those  beneficiaries 
who  receive  more  than  150  visits  per  year.  According  to  Mauser  and  Miller,  for  this  category  of 
patients,  the  average  number  of  visits  received  in  1992  was  250  and  the  average  total 
reimbursement  was  $12,276.00.  (p.  2). 

We  would  contend  that  this  is  a  great  cost  effective  bargain  for  the  American  taxpayer.  A  patient 
requiring  250  visits  a  year  is  a  very  sick  patient.  If  such  a  beneficiary  is  unable  to  get  vital  services 
in  the  home,  he  or  she  will  end  up  in  an  institutional  setting  at  a  much  greater  cost" to  the  Medicare 
program  and  the  American  taxpayer.  Hospitals  and  skilled  nursing  facilities  could  not  begin  to 
provide  substitute  care  at  anywhere  near  tlie  home  health  agency's  level  of  cost  effectiveness. 


A  COPAYMENT  ON  COST  REIMBURSED  MEDICARE  HOME  HEALTH 
SERVICES  BURDENS  BENEFICIARIES  AND  PRODUCES 
LITTLE  BUT  ILLUSORY  SAVINGS 

Lnposition  of  a  copayment  on  the  Medicare  home  health  benefit  may  at  first  glance  appear  to 
furnish  an  easy  and  fair  source  of  revenue.  Congress  may  look  at  other  Medicare  benefits  like 
hospital  and  skilled  nursing  facility  services,  see  a  requirement  for  cost  sharing  that  has  saved  the 
program  money,  and  assume  the  same  would  be  true  if  a  copayment  were  applied  to  the  home 
health  benefit. 

A  copayment  cannot  be  applied  soundly  in  the  context  of  a  cost  reimbursement  system  since  all 
reasonable  and  allowable  expenses  incurred  by  a  home  heaith  agency  in  the  process  of  furnishing 
services  to  Medicare  patients,  including  those  as.sociated  with  the  copayment,  aie  costs  that  accrue 
to  tlie  Medicare  program. 

A  copayment  imposed  on  the  current  Medicare  home  health  reimbursement  structure  will  have 
perverse  unintended  consequences.  The  most  cost  effective  providers  will  be  disproportionately 
disadvantaged.  Tliis  will  occur  because  copayments  are  likely  to  be  based  on  average  costs  per 
visit,  the  model  that  has  been  incorporated  into  numerous  deficit  reduction  and  he.ilth  care  reform 
bills. 

To  illustrate  the  perverse  impact,  if  the  average  skilled  nursing  visit  cost  is  $80.00,  a  20  percent 
copayment  would  be  $16.00.  This  copayment  amount  would  represent  27  perecnt  of  the  per  visit 
costs  of  an  extremely  efficient  home  health  agency  which  provides  a  skilled  nursing  visit  for 
$60.00,  but  only  16  percent  for  a  high  cost  agency  which  provides  a  skilled  nursing  visit  for 
$100.00.  The  lower  an  agency's  cost,  the  greater  the  copayment  burden.  This  situation  will  no 
doubt  serve  as  an  incentive  for  providers  to  allow  tlieir  costs  to  move  up  to  the  cost  limits. 

In  addition,  the  savings  projected  by  beneficiary  copayments  are  little  more  than  illusory  when 
applied  to  a  cost  reimbursed  benefit.  In  scoring  a  home  health  copayment,  it  would  appear  that  the 
Congressional  Budget  Office  (CBO)  failed  to  take  into  account  provider  behavioral  changes  that 
inevitably  will  occur  if  a  copayment  is  imposed  on  the  current  reimbursement  system.  These 
changes,  which  are  totally  predictable,  would  result  in  new  expenses  for  the  Medicare  program  in 
the  form  of  reasonable  costs  incuired  by  home  health  agencies.  Among  these  arc: 

0    hiring  of  new  staff  to  perform  tiie  copayment  billing  and  collection  function; 

o    purchase  or  lease  of  new  equipment,  softwaie,  and  supplies  to  assist  in  performing  the 
collection  function;  and 

0    die  interest  cost  of  loans  secured  to  "''ow  the  home  caie  agency  to  continue  operating  while 
attempting  to  collect  copayments  f;   .i  beneficiaries,  tliird  party  payc-;s,  the  Medicare 
program,  and  other  Federal  and  state  programs. 

CBO  scoring  must  also  take  into  account  the  replacement  value  of  home  health  care.  Patients  not 
receiving  medically  necessary  services  at  home  will  end  up  utilizing  more  costly  hospital  and 
nursing  home  services  at  a  greater  cost  to  the  American  taxpayer. 

In  addition  to  imposing  an  enormous  administrative  burden,  the  cost  of  which  will  accnie  to 
Medicare,  copayments  will  represent  .small  amounts  and  will  cost  more  to  collect  than  the  amount 
of  the  copayments. 

Truth  in  scoring  demands  that  the  above-mentioned  factors  be  taken  into  consideration  by 
Congress,  CBO,  and  the  Administration. 
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BUNDLING  OF  MEDICARE  PAYMENTS  IS  ANTICOMPETmVE 
AND  DENIES  PATIENT  CHOICE 

Senate  and  House  Budget  Committee  documents  propose  bundling  post-acute  care  services, 
including  up  to  60  days  of  home  health  care  as  well  as  all  post-hospital  SNF  and  rehabilitation 
services,  onto  the  hospital  ORG  payment.  Such  a  change  in  Medicare  benefit  and  payment  policy 
would  make  hospitals  responsible  for  these  services,  supposedly  correct  the  incentive  hospitals 
currently  have  for  discharging  padents  early  to  other  settings,  and  save  significant  sums  of  money 
for  the  Medicare  program.  AFHHA  has  serious  doubts  about  the  validity  of  many  of  the 
assumpdons  underlying  tlie  bundling  proposal.  In  addition,  we  are  concerned  about  the  negative 
consequences  for  Medicare  patients  and  the  freestanding  home  liealth  industry  that  would  result 
from  adoption  of  such  a  scheme. 

Among  our  concerns  are  the  following: 

-  Medicare  DRGs,  designed  for  inpatient  hospital  care  reimbursement,  are  not  an  accurate 
indicator  of  the  need  for  post-hospital  services. 

-  Only  a  small  percentage  of  Medicare  hospital  DRG  adnlissions  are  associated  with  post- 
hospital  services. 

-  Many  hospitals,  especially  rural  facilities,  will  not  be  able  or  willing  to  assume  the 
financial  responsibility  of  arranging  for  post-hospital  service,  especially  for  an  indefinite 
period  of  tijne. 

-  Contrary  to  Congressional  budget  committee  claims,  bundling  will  not  lead  hospitals  to 
retain  patients  longer,  but  radier  will  extend  current  incentives  for  limiting  inpatient  care  to 
post-hospital  services. 

-  The  bundling  proposal  is  monopolistic  and  anti-competitive,  and  would  have  the  effect  of 
enfranchising  hospital  systems  as  the  sole  deliverers  of  post-hospital  services. 

-  Bundling  is  anti-small  business,  and  would  lead  to  the  destruction  of  a  large  percentage  of 
the  post-hospital  infrastrucmre  tiiat  currentiy  provides  home  health,  SNF,  and  rehab 
services  in  the  community. 

-  Bundling  is  anti-patient  freedom-of-choice,  locking  beneficiaries  into  the  providers  and 
modalities  of  care  dictated  by  the  discharging  iiospital. 

-  Bundling  forces  all  Medicare  beneficiaries  who  happen  to  be  hospitalized  into  managed  care 
whether  or  not  they  wish  to  be  in  a  Medicare  managed  care  system. 

-  Contrary  to  Congressional  claims  diat  bundling  would  take  health  care  decisions  out  of  the 
hands  of  government  bureaucrats  and  turn  such  decisions  over  to  health  professionals,  in 
reality  bundling  would  have  an  opposite  effect.  It  would  take  health  care  decisions  out  of 
the  hands  of  physicians  and  other  health  care  professionals  and  turn  them  over  to  hospital 
financial  managers. 

Many  of  the  above  points  are  the  very  arguments  that  Republicans  used  so  successfully  against 
President  Clinton's  health  caie  reform  bill  last  year.  Republicans  charged  that  the  President's  plan 
was  anti-competitive  and  would  deprive  consumers  of  freedom  of  choice  of  provider.  The  same 
charges  can  be  leveled  against  the  post-hospital  bundling  proposal.  It  is  significant  that  House 
Speaker  Newt  Gingrich  has  stated  on  a  number  of  occasions  that  he  opposes  forcing  .Medicare 
beneficiaries  into  managed  care  against  their  will.  Post-hospital  bundling  would  not  appear  to  be 
consistent  with  Uiis  position. 


PPS  FOR  HOME  HEALTH  CAN  BE  ENACTED  TODAY 

AFHHA  advocates  the  application  of  market-based  principles  to  the  Medicare  home  health  benefit, 
as  a  means  of  reducing  inefficiency,  providing  incentives  for  cost-effectiveness,  and  reducing  the 
cost  of  the  program  for  taxpayers.  Specifically,  we  have  proposed  replacing  the  current 
retrospective  cost-based  reimbursement  system  -  a  system  inherently  devoid  of  incentives  to 
providers  to  reduce  costs  and  increase  efficiency  -  with  a  prospective  payment  system  (PPS). 
Home  health  is  still  one  of  the  few  services  not  reimbursed  prospectively  by  Medicare.  There  is 
widespread  agreement  among  experts  diat  the  prospective  system  used  for  hospitals  has  resulted  in 
significant  program  savings  over  the  last  decade  and  tliat  similar  savings  could  be  achieved  in  home 
healtii. 
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In  recent  years  Congress  has  twice  indicated  its  desire  to  move  the  home  health  benefit  off  of  the 
current  antiquated  reimbursement  system.  In  1987,  it  mandated  a  PPS  demonstration  which  is  still 
in  progress  and  just  now  entering  its  second  phase.  In  1990,  Congress  directed  HCFA  to  develop 
an  alternative  reimbursement  approach  for  the  home  health  benefit  by  October  1993.  Although 
HCFA  failed  to  meet  this  deadline,  it  has  recently  promised  Congress  a  proposal  by  1997. 
AFHHA  believes  we  cannot  afford  to  wait  until  1997. 

We  have  expended  considerable  time  and  resources  in  conducting  expert  actuarial  analyses  of 
HCFA's  home  health  care  cost  data  and  formulating  a  legislative  proposal  that  replaces  the  cost- 
based  system  with  PPS.  This  proposal  was  incorporated  into  the  Penny-Kasich  and  Kerrey-Brown 
deficit  reduction  amendments  in  1993.  It  was  also  a  part  of  two  subsequent  Republican  budget 
resolutions.  AFHHA  believes  the  proposal  has  as  much  merit  today  as  it  did  in  1993;  indeed,  the 
factors  commending  its  adoption  are  far  stronger  today  than  they  were  in  1993. 

The  proposal  would  replace  the  current  retrospective  cost-based  reimbursement  methodology  with 
a  standard  payment  rate,  prospectively  determined,  for  each  visit  for  each  type  of  service.  This 
PPS  model  is  designed  to  promote  the  cost-effective  delivery  of  quality  services  to  Medicare 
patients  and  to  reduce  unnecessary  regulatory  burdens  on  agencies  such  as  fiscal  intermediary 
micromanagement  of  agency  business  decisions  and  practices. 

The  standard  payment  rate  system,  like  the  hospital  inpatient  prospective  payment  system,  would 
be  more  effective  than  the  current  cost-based  system  in  controlling  costs.  Because  payment  is  made 
for  the  actual  costs  of  services  (up  to  a  limit)  the  current  retrospective  system  is  inherently  devoid 
of  incentives  to  minimize  costs.  The  standaid  payment  rate  system,  utilizing  fixed  payment 
amounts,  would  give  providers  incentives  to  maximize  efficiency  and  minimize  costs.  The  benefit 
to  Medicare  would  be  program  savings. 

Further,  under  the  proposal  many  of  the  administrative  burdens  that  are  part  of  the  cost-reporting 
system  would  be  reduced.  Providers  would  still  be  required  to  make  reports  to  HCFA  through  the 
fiscal  intermediaries,  but  the  reporting  would  be  simplified. 

Under  the  proposal  an  individual's  eligibility  for  home  health  services  under  Medicare  and  patients' 
access  to  services  would  not  be  changed  in  any  way.  Neither  would  the  proposal  affect  quality  of 
care  or  utilization  of  the  benefit. 

Specifically,  the  proposal  would: 

*  establish  the  base  per  visit  rate  for  each  type  of  visit  at  93  percent  of  the  mean  of  the  labor- 
related  and  nonlabor  costs  of  that  type  of  visit,  adjusted  by  the  area  wage  index; 

*  update  the  per  visit  payment  rates  annually  based  on  the  home  health  marketbasket  increase; 

*  as  under  present  law,  provide  for  an  add-on  for  certain  non-routine  medical  supplies 
identifiable  as  services  to  an  individual  patient  (other  than  medical  equipment,  orthotics, 
and  prosthetics)  associated  with  skilled  nursing  visits; 

*  provide  for  the  development  by  the  Secretary  of  a  system  whereby  an  actuarially  sound 
random  sample  (not  more  than  5  percent)  of  home  health  agencies  is  required  to  file  full 
cost  repoits  each  year  for  the  puipose  of  enabling  Congress  and  HCFA  to  compare  the 
actual  costs  of  agencies  with  the  standard  payment  rates; 

*  provide  for  the  development  by  the  Secretary  through  regulation  of  a  simplified  cost  report 
for  the  same  puipose  stated  above  for  the  remaining  95  percent  of  liome  health  agencies; 

*  provide  for  exceptions  and  adjustments  to  the  payment  rates  (waiver)  as  the  Secretary 
deems  appropriate  to  take  into  account  the  special  circumstances  of  only  those  home  healtli 
agencies  whose  actual  costs  significandy  exceed  the  standaid  payment  rate  amounts  for 
reasons  beyond  the  control  of  the  agency. 

While  the  govertunent  and  the  taxpayer  realize  genuine  program  savings,  those  HHAs  who  work 
to  reduce  their  costs  and  promote  efficiencies  will  be  rewarded.  Unlike  the  current  system,  the 
prospective  payment  system  will  foster  efficiency  by  eliminating  needless  and  time-consuming 
reporting  and  regulatory  burdens.  Even  those  agencies  whose  costs  are  above  the  p:  ment  rates  ~ 
and  there  will  be  some,  just  as  there  are  already  agencies  with  costs  above  the  caps  -  will  be 
advantaged  by  being  liberated  from  these  burdens. 

In  addition  to  developing  this  proposal,  AFHHA  continues  to  work  with  other  national  and  state 
home  health  associations,  including  through  the  "PPS  Workgroup,"  on  the  development  of  a  joint 
industry  proposal  that  address  Congress'  concerns  and  ensures  the  benefit  makes  sense  for 
beneficiaries,  providers,  and  the  Medicare  Trust  Fund. 
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KEEPING  MEDICARE  AFFORDABLE 
RECOMMENDATIONS  OF  THE 
AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE 

Introduction 


1  Thirty  years  ago,  the  Medicare  program  was  created  to  ensure  that  the  nation's  elderly  would  not 

2  be  denied  medical  care  when  they  needed  it.  Today,  almost  all  Americans  over  65  feel  secure  in 

3  the  knowledge  that  health  care  services  will  be  accessible  to  them.  The  American  Society  of 

4  Internal  Medicine,  representing  the  nation's  largest  medical  specialty  and  the  principal  providers  of 

5  medical  care  to  Medicare  beneficiaries,  is  committed  to  preserving  this  contract  with  older 

6  Americans.  However,  in  the  face  of  changing  demographics,  burgeoning  costs  and  the  need  to 

7  restrain  overall  federal  spending,  the  Medicare  program-as  well  as  all  those  affected  by  Its 

8  policies-is  facing  an  unprecedented  challenge. 
9 

10  If  no  action  is  taken,  the  hospital  side  of  Medicare  will  go  broke  in  less  than  a  decade,  the 

11  supplemental  medical  insurance  portion  of  Medicare  will  consume  increasing  amounts  of  the 

12  federal  budget  and  beneficiaries  may  face  increasing  difficulty  in  obtaining  needed  health  care. 

13  This  is  dearly  not  a  viable  option. 
14 

15  Policymakers  could  continue  with  the  historical  approach  to  attempting  to  reign  in  Medicare's 

16  costs-enacting  cuts  in  provider  payments  and  imposing  increasing  regulatory  ailes  on  the 

17  program  as  part  of  massive  year-end  budget  reconciliation  measures.  This,  of  course,  does  not 

18  address  the  underiying  reasons  for  increasing  costs  under  the  program  and  will  only  serve  to 

19  exacerbate  many  of  the  growing  problems  in  Medicare. 
20 

21  The  third  option  is  to  reform  the  Medicare  program  so  that  its  financing  is  placed  on  a  sound 

22  basis  and  to  introduce  the  kind  of  mari<etplace  incentives  that  have  enjoyed  success  in  the  private 

23  sector  in  holding  down  the  growth  of  health  care  costs.  ASIM  strongly  believes  that  this  is  the 

24  only  option  that  Congress  should  consider. 
25 

26  ASIM  recognizes  the  urgent  need  for  reforming  the  Medicare  program  and  restraining  growth  in 

27  spending  under  other  federal  health  care  programs.  IdesJIy,  these  changes  should  be  made  in 

28  the  context  of  other  health  system  reforms.  Medical  liability  reform,  insurance  mari<et  reform, 

29  measures  to  broaden  and  protect  choice  of  plan  and  physician,  and  ensuring  due  process  for 

30  patients  and  providers  in  health  plan  operations  and  clinical  decisions  are  important  system-wide 

31  reforms  that  will  foster  an  environment  in  which  changes  in  Medicare  will  have  a  positive  impact. 

32  Nevertheless,  these  recommendations  are  ASIM's  response  to  policymakers  calls  for  proposals  to 

33  address  the  need  for  fundamental  changes  in  the  Medicare  program  so  that  it  may  continue  to  be 

34  a  reliable  source  of  medical  care  for  the  nation's  elderiy  well  into  the  new  cer^tury. 
35 

36  The  recommendations  propose  both  immediate  changes  that  can  be  made  in  Medicare  financing 

37  and  the  current  Medicare  risk  contracting  program  as  well  as  longer  term  reforms  to  expand 

38  beneficiaries'  insurance  options  through  enactment  of  a  defined  federal  contribution  program. 
39 

40  Changing  the  Medicare  Financing  System 
41 

42  Last  December,  a  report  on  entitlement  refomi  options  was  issued  by  staff  from  the  Bipartisan 

43  Commission  on  Entitlement  and  Tax  Reform  (hereinafter  referred  to  as  the  Commission).  That 

44  report  identified  a  number  of  measures  that  could  be  enacted  in  the  existing  Medicare  program  to 

45  stem  the  imt)alance  in  funding.  Among  those  improvements  ASIM  supports  are: 
46 

47  1,  increasino  the  elioibilitv  aoe  for  Medicare  to  alien  it  with  elioibilitv  for  Social 

48  Security.  It  would  make  sense,  both  financially  and  administratively,  to  couple  the 

49  eligibility  age  for  Social  Security  with  that  for  Medicare.  However,  such  a  change 

50  must  come  in  concert  with  insurance  mari<et  reforms  and  other  measures  to  assist 

51  those  elderiy  under  67  with  chronic,  but  not  disabling,  illnesses  in  maintaining 

52  insurance  coverage. 
53 

54  2.  increasino  the  amount  contributed  by  upper  income  beneficiaries  to  financing 

55  the  Medicare  system.  The  Commission  staff  proposed  reducing  the  Part  B 

56  premium  subsidy  and  creating  a  new  Part  A  premium  indexed  according  to  growth 

57  in  program  costs.  ASIM  believes  this  premium  should  instead  be  indexed  to 

58  income.  This  would  avoid  imposing  an  excessive  burden  on  those  with  modest 

59  means  while  concomitantly  calling  for  appropriate  contributions  from  those  with 

60  greater  ability  to  finance  their  health  care. 
61 
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1  3.  applying  the  Part  B  coinsurance  to  home  health  services.  Cun-ent  law  requires 

2  no  cost  sharing  by  beneficiaries  for  these  services.  Home  health  care  has  been 

3  among  the  fastest  growing  parts  of  the  Medicare  budget  and  cost  sharing  has 

4  been  demonstrated  effective  in  stemming  overutilization  of  services. 
5 

6  4.  includino  in  taxable  income  the  value  of  health  insurance  benefits  bevond  a  set 

7  value  of  insurance  premium.  Today,  employers  and  workers  benefit  from  a  system 

8  that  gives  preferential  tax  treatment  to  high  cost  health  plans.  Placing  a  limit  on 

9  the  tax  deductibility  of  such  health  insurance  will  promote  the  purchase  of  ccst- 

10  effective  but  moderately  priced  health  plans  and  would  bring  in  significant  revenue 

1 1  into  the  health  care  financing  system. 
12 

13  5.  limiting  disorooortionate  hosoital  share  fPSH^  oavments  onlv  to  those  facilities 

14  that,  in  fact,  care  for  a  disproportionate  share  of  Medicare  patients.  The 

15  Commission  staff  report  cited  studies  showing  that  DSH  payments,  intended  to 

16  compensate  hospitals  for  services  provided  to  low  income  individuals,  have  been 

17  used  by  some  states  for  purposes  beyond  its  original  intent.  Without  harming 

18  those  hospitals  truly  in  need  of  these  payments,  the  fomiula  should  be  changed- 

19  e.g.  elimination  of  DSH  payments  for  hospitals  whose  disproportionate  share  index 

20  is  b^low  the  80th  percentile-to  avoid  inappropriate  uses  of  federal  payments. 
21 

22  In  accord  with  ASIM's  longstanding  policy  that  Medicare  tmst  fund  reserves  should  be  augmented 

23  through  a  combination  of  expenditure  reductions,  program  efficiencies  and  revenue  increases, 

24  AStM  also  support: 
25 

26  6.  increasing  federal  excise  taxes  on  alcohol  and  tobacco  if  the  revenues  ft-om 

27  changes  identified  above  prove  inadeouate  to  finance  an  appropriate  level  of 

28  benefits,  t^ot  only  would  these  additional  revenues  help  to  support  the  program 

29  but  they  would  discourage  certain  behaviors  that  result  in  increased  public  and 

30  personal  health  costs. 
31 

32  ASIM  believes  it  is  time  to  rethink  Medicare  funding  of  graduate  medical  education,  not  simply  as 

33  a  device  to  reduce  federal  spending,  but  in  order  to  respond  to  the  changing  health  care  delivery 

34  environment  and  to  ensure  that  all  components  of  the  health  care  system  that  benefit  fi-om  highly 

35  trained  physicians  contribute  to  the  cost  of  their  education.  To  those  ends,  ASIM  supports: 
36 

37  7.  creation  of  a  national  all-payer  funding  pool  for  GME.  All  payers  and  health 

38  plans  should  contribute  a  percentage  of  their  premiums  to  a  financing  pool  for 

39  -i  graduate  medical  education.  Until  now,  no  one  has  asked  health  plans  and 

40  insurers  to  help  support  the  cost  of  training  this  nation's  physicians.  However, 

41  given  Medicare's  financial  condition,  the  fedeial  government  can  no  longer  be 

42  viewed  as  a  major  source  of  funding  for  the  future  supply  of  doctors. 
43 

44  8.  creation  of  a  private  sector  physician  woricforce  planning  initiative.  The 

45  American  Medical  Association  has  proposed  that  a  taskforce  be  established  with 

46  participation  of  both  public  and  private  sectors  to  offer  recommendations  to 

47  Congress  about  the  physician  woridorce  supply  and  the  future  of  GME.  If  the  all- 

48  payer  GME  pool  is  established,  such  a  task  force  will  be  necessary  to  advise  how 

49  the  funds  in  the  all-payer  pool  would  be  distributed. 
50 

51  9.  increasing  the  direct  GME  weighting  factor  for  general  internal  medicine  and 

52  other  priman/  care  residency  positions  while  decreasing  the  weighting  factor  for 

53  others.  Currently,  direct  medical  education  payments  are  based  on  hospital- 

54  specific,  per  resident  costs  multiplied  by  the  number  of  residents.  Proposals  have 

55  been  offered  in  past  Congresses  to  reimburse  hospitals  more  for  primary  care 

56  residents  than  for  specialty  residents  in  order  to  encourage  tieiining  of  more 

57  primary  care  physicians.  The  need  for  more  primary  care  physicians  has  grown 

58  with  the  increase  in  the  elderiy  population  as  well  as  wiUi  the  desire  of  health  plans 

59  for  physicians  to  manage  the  care  of  tiieir  enrollees.  Alterations  in  the  financing  of 

60  medical  education  will  encourage  changes  in  tiBining  programs  to  meet  those 

61  needs. 
62 

63  10.  decreasing  the  number  of  funded  residency  positions  to  110  percent  of  U.  S. 

64  medical  school  graduates.  The  Physician  jPayment  Review  Commission  has 

65  recommended  that  the  number  of  fijnded  residency  positions  in  the  United  States 

66  be  reduced  in  order  to  respond  to  the  fact  that  the  country  is  facing,  in  general,  an 

67  excess  of  physicians.  By  taking  this  action,  the  U.  S.  would  cut  the  oversupply  of 


1  pihysjdains  wtiiie  at  ttie  same  time-if  the  other  steps  are  taken-increase  ttie 

2  proportion  of  priimairy  care  physidans  reJative  to  the  popuilation. 
3 

4       InstiiOng  Marltet-based  Ince^ntrves  in  the  Medicare  Prograrn 
5 

6  TTie  Medicare  risk  contracting  program  was  intended  to  encourage  health  pJans  to  control 

7  LrtiJiization  of  semces  and,  suibsequently,  costs.  Because  of  flaws  in  the  formula  fof  paying  risk 

8  cointra-cfing  pians  and  because  healthier  beneficja.nies  are  more  like'iy  to  enroj;  ,n  these  neaJth 

9  P'tans  th,an  other  ben^efidariies,  the  risk  contraictiing  prograim  h,as  not  been  as  s^ccesstuJ  at 
1 0       nediudng  Medicare  spending  as  originailly  antidpated. 

11 

12  Again,  steps  can  be  taken  to  improve  this  existing  mechaniism  designed  to  enhance  ma/ket 

13  comipetiiion  untiii  more  s-ubstantial  refoirms  are  i;mpilemeint:ed.  These  indude; 
14 

15  1.  chanoiino  the  adijiusted  avereae  per  cao'ita  cost  (AAPCC)  foirmuila  useo  to  oav 

16  health  plans.  The  cuirrert  AAPCC  is  based  on  historicaJ,  fee-for-ser/iice  costs  in  an 

17  area  resuilting  in  ovefgenerous  paymeints  to  heaJth  pians  in  high  cost  are-as  and 

18  modest  payments  to  he.alth  pJans  in  regiions  where  health  care  costs  have  been 

19  kept  reiative'ry  lew,  The  AAPCC  should  reward  cost  effective  health  pians  in  areas 

20  with  hastoncaJ'ly  liow  utiJiizaEion  rates  instead  of  penalizing  such  pJans  with  less 

21  generous  AAPCC  payme^nts. 
22 

23  2.  aoQilvinQ  risk  adiustmero-sud-i  as  seve^ritv  of  iilness-in  settino  payments  to  risk 

24  contradino  pjans.  This  ch.ange  shouJd  oe  coupJ'ed  with  other  refonms  in  the 

25  AAPCC  to  avoid  d-nving  away  from  the  pfogrem  m.anaged  care  p'l:ans  th.-al  might 

26  attract  more  serioius.ly  iJi  patients  anid  to  make  regaon^al  pJ.an  payments  more 

27  ec^uiaibie. 
2S 

29  3.  broaden! no  managed  care  cfioi'ces  for  benefidan-es  to  indude  H'M'Os  with  point- 

30  of-se'P,n-ce  and  pireferred  provider  oro:aniiz3t]ons  fPPOs),  instead  of  iimiitinq 

31  pajtioo.5ijon  oniv  to  heafch  pians  th.al  reouire  oeneficiaries  to  obtain  seAo^ces  from 

32  contraded  c^h-vsjoians  and  other  proyi'de^rs.  Under  the  cune-nt  risk  contra^cting 

33  program,  l>en'efioan-es  have  a  limiit:ed  range  of  heaJth  pJans  from  wh.!'Ch  to  ch'Oose 

34  ana  are  p'redud^ed  from  taiKing  advantage  of  the  numerous  managed  care  products  - 

35  that  have  arisen  in  recert  years  in  the  p^rivate  mairi<et. 
36 

37  4,  requiring  that  benefici.anes  be  provided  comparative  infOinrialion  concerning  ail 

38  Medi'care  risk  co'ntre'Ctinq  P'lans  th.at  are  avaiiabie  to  them,  In  order  for 

39  beoefidaries  to  m.ake  fuiiiy  iinfoimn^ed  chonces  atast  their  he.aJth  pJan,  they  shouid  be 

40  provided  s;uffidert  d.ata  th.ai  wiiJ  enable  them  to  comip.are  these  pJ,ans  on  costs, 

41  pihysidans  and  other  ptnovidere,  quality  and  benefits. 
42 

43  5-.  oivino  benefid.anes  one  oopo'rtunitv  per  enroiinent  year  to  disenroii  from  a  pian 

44  wTthi.n  60  days  of  en  roll  mem,.  Once  a  ben-efio:La^>'  has  oee^n  in  a  pl^an  over  60  days, 

45  he  Of  she  shouJd  be  reouiired  to  wait  untJ  the  next  o^pen  enroiimera  penod.  Under 

46  cunent  law,  ben-efidari^es  may  disenroii  from  a  health  pi^an  with  oniiy  a  30  days 

47  notice.  This  makes  it  difficui  for  many  risk  co'ntracting  pians  to  antdpate  costs  tor 

48  a  heatth  pian  ye^ar.  It  is  aiso  coifitrary  to  m^ost  enroiiment  poiides  effective  in  the 

49  private  sedor  whjich  calll  for  enroiiliment  or  diisenifoiiimert  duriing  a  parncul^ar  'open 

50  season-*.  As.ki,ng  ben'efidari'es  to  stay  with  a  pJ.an  until  the  next  o^pen  season  once 

51  thiey  hiave  been  in  a  pJ.an  for  two  moihths  wouiid  offer  addiitioinai  stabiii'ity  to  a  risk 

52  contracting  pian  without  limiiting  too  severeily  benefiaaries'  aoiiiity  to  ch,ange  tJieir 

53  miinds  abcut  m:anag'ed  care.  Suicfi  a  requirement  would  m.axe  Miedicare  more 

54  consistert  with  the  P'rivate  sector  in  whiich  wO'rt<ere  are  requiired  to  make  an  annual 

55  sei-ection  of  a  he.alth  pian  and  to  stay  wtan  th.at  pian  for  an  e-ntire  ye.ar.  Uiniting  the 

56  diiseniroiilmert  op-portuniity  to  one  per  ye.ar  would  also  prevert  cases  in  which 

57  peopie  jump  from  pi.an  to  pian  eve^ry  so  often  prior  to  the  60  day  d'eadiine. 

58  M'edicare  patie'nts  shouid  acce^pt  the  same  degree  of  res^ponsibiity  in  chioosing  a 

59  health  piian  th.at  is  expeded  from  thiose  under  65. 
60 

61  6.  mcandiatinq  reasonabie,  non-puniitive  in'oreases  in  premiums  and  other  cost 

62  sharino  for  ben'efid.ari'es  who  choose  to  rem.ain  with  the  trad:ition.al  fee-for-seiP/lce 

63  Medi'care  pnooram  .  With  impirovemeints  in  the  risk  contracti  ng  p.rogram,  it  is 

64  re.asonaibJe  to  exped  that  thiose  who  chioose  to  remain  with  the  hjgher  cost  fee-for- 
SS  seirvlce  side  of  M.edi'Care  shouJd  bear  a  portoin  of  those  higher  expendiiiures. 

68 

67       Medicare  Voucher* 
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1  Making  changes  in  the  existing  fee-for-service  Medicare  program  and  improvements  in  the  cun'ent 

2  risk  contract  program  wii!  heip  to  stabilize  the  program  for  the  short  term,  l-lowever,  to  achieve  a 

3  system  that  relies  on  competition  to  control  costs  and  broaden  beneficiary  choices,  that  instills 

4  individual  responsibility  for  the  appropriate  use  of 'scarce  medical  resources  and  that  assures  the 

5  long  term  survival  of  Medicare,  major  restructuring  of  the  program  will  be  required.  One  way  to 

6  do  this  is  for  the  government  to  offer  beneficiaries  the  opportunity  to  take  a  defined  government 

7  contribution-or  voucher-and  purchase  private  insurance  coverage  with  those  funds. 
8 

9  ASIM  supports  creation  of  a  voucher  system  and  believes  that  the  following  elements  are 

10  necessary  to  any  voucher  program  designed  for  Medicare  to  ensure  that  beneficiaries  have 

1 1  access  to  the  widest  range  of  cost-effective,  high  quality  health  plans,  physicians  and  providers. 
12 

13  1.  Medicare  beneficiaries  should  be  given  the  option  of  staying  in  the  current 

14  Medicare  orooram  or  usino  a  voucher  to  buv  anv  Private  health  plan  that  meets 

15  certain  conditions  of  participation. 
16 

17  If  a  plan  purchased  with  a  voucher  becomes  insolvent,  or  ceases  operation  in  a 

18  beneficiary's  area,  beneficiaries  should  be  able  to  enroll  in  another  plan.  When  the 

19  annual  enrollment  period  occurs.  t)eneficiaries  should  be  able  to  return  to  the 

20  traditional  Medicare  program  at  that  time. 
21 

22  Transition  to  a  voucher  program  should  be  done  gradually  to  account  for  the  fact  that  some  areas 

23  of  the  country  may  not  have  the  degree  of  managed  care  penetration  necessary  to  make 

24  competition  among  health  plans  wori<.  Retaining  traditional  Medicare  would  provide  reassurance 

25  to  beneficiaries  while  serving  as  a  spur  to  voucher  plans  to  make  their  products  attractive  enough 

26  to  encourage  enrollment  by  Medicare  recipients. 
27 

28  2.  Under  a  voucher  program,  beneficiaries  should  have  access  to  a  variety  of 

29  plans  ranging  from  indemnity  models  to  staff  model  HMOs.  All  voucher  plans  that 

30  restrict  enroilees  to  the  use  of  networi<  providers  should  be  required  to  offer  at  a 

31  nominal  cost  an  optional  rider  that  would  provide  point-of-service  access  to  non- 

32  networi<  physicians  for  those  enroilees.  Enroilees  should  be  able  to  select  ft-om 

33  among  a  networi<  plan's  panel  of  phvsicians  an  internal  medicine  subspedalist  as 

34  their  primary  care  physician  and  plans  should  be  prohibited  from  discriminating 

35  against  physicians  in  their  selection  processes  based  on  a  physician's  patient 

36  population. 
37 

38  Under  the  present  Medicare  system,  beneficiaries  are  entitled  to  receive  all  covered  benefits  from 

39  any  provider  of  their  choice.  A  voucher  system  could  undermine  this  basic  premise  of  the 

40  program.  If  the  voucher  is  inadequately  funded,  some  beneficiaries  may  be  compelled  to  select  a 

41  plan  that  limits  the  physicians  and  providers  they  may  see  for  services.  Adequate  choice  of 

42  physician  and  health  plan  can  be  promoted  by  offering  beneficiaries  a  wide  menu  of  plans  and  by 

43  establishing  the  federal  contribution  at  a  level  that  does  not  force  patients  to  choose  the  cheapest 

44  plan  available,  as  discussed  tjelow.  By  requiring  voucher  plans  that  use  a  networi<  of  physicians 

45  to  Offer  enroilees  the  opportunity  to  buy  a  point-of-service  rider,  enroilees  who  want  the  flexibility 

46  to  go  outside  the  network  will  be  able  to  select  this  option  while  those  beneficiaries  who  wish  to 

47  choose  a  closed-panel  HMO  may  do  so.  In  addition,  a  POS  rider  requirement  for  all  health  plans 

48  with  restricted  provider  networics  might  ameliorate  adverse  risk  selection  arising  fi-om  the  tendency 

49  of  very  ill  beneficiaries  in  an  area  to  gravitate  toward  traditional  Medicare  and/or  one  plan  with 

50  point-of-servi(». 
51 

52  3.  Beneficiaries  should  have  the  option  of  using  their  government  contribution- 

53  e.g.  the  voucher-to  establish  a  Medical  Savings  Account  (MSA)  rather  than  to 

54  purchase  coverage  through  a  health  plan.  The  MSA  would: 
55 

56  a^  be  coupled  with  a  catastrophic  health  insurance  policy  purchased  through  a 

57  purchasing  qroUp  to  help  presen/e  community  rating: 
58 

59  b)  be  comprised  of  a  fund  from  which  a  beneficiary  could  pay  deductible  medical 

60  expenses  and  would  be  coupled  with  purchase  of  catastrophic  health  Insurance  to 

61  covgr  expanses  that,  in  the  aggregate,  exceed  the  catastrophic  insurance 

62  deductible: 
63 

64  c)  permit  accumulation  of  unspent  balances  within  the  fund: 

65 

66  d)  allow  state  and  federally  tax  exempt  distribution  of  fijnds  only  for  medical 

67  expenses,  health  insurance  premiums  and/or  long  tenn  care. 
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1  Since  1987,  ASIM  has  supported  the  concept  of  medical  savings  accounts  and  the  idea  of 

2  integrating  medical  savings  accounts  into  an  overall  health  system  in  which  people  could  choose 

3  among  a  variety  of  health  plans,  including  medical  savings  accounts.  These  accounts  are  useful 

4  as  part  of  a  continuum  of  health  care  coverage  options,  particularly  for  their  impact  in  enhancing 
I      5  consumers'  awareness^  of  the  costs  of  health  care. 

I  6 

7  ASIM  feels  strongly,  hovt^ever,  that  MSAs  should  not  be  used  as  the  sole  source  of  health  care 

8  coverage  but  should  be  established  in  concert  with  a  catastrophic  health  insurance  policy. 

I  9  Furthemiore,  ASIM  agrees  with  the  concerns  of  some  MSA  critics  that  these  accounts  would 

10  adversely  affect  community  rating  of  insurance  and  diminish  the  potential  for  widening  insurance 

!     11  coverage.  Ways  to  ameliorate  these  effects  include  ensuring  that  money  in  an  MSA  be  used  only 

ii  I    12  for  health  care,  including  long  term  care,  and  making  MSAs  available  for  purchase  only  through 

J    13  purchasing  groups  to  address  problems  with  community  rating. 
!| 

15  Because  MSAs  appeal  to  so  many  patients  and  physicians,  ASIM  believes  efforts  should  be  made 

16  to  include  them  in  the  menu  of  coverage  options  available  to  beneficiaries.  To  make  medical 

17  savings  accounts  a  reality  under  the  Medicare  program,  however,  will  require  many  more 

18  provisions  than  the  outline  provided  above.  ASIM  intends  to  develop  additional  policy  concerning 

j    19  implementation  of  MSAs  in  the  months  ahead. 

II  20 

jj    21  4.  Voucher  plans  should  be  required  to  accept  all  applicants  during  an  open 

I    22  enrollment  period  to  minimize  adverse  risk  selection.  Beneficiaries  should  be 

I    23  allowed  one  opportunity  per  enrollment  year  to  disenroll  from  a  plan  within  60  days 

j  j    24  of  enrollment.  Once  a  beneficiary  has  been  in  a  plan  over  60  davs.  he  or  she 

jj!    25  should  be  required  to  wait  until  the  next  open  enrollment  period.  Beneficiaries 

!  <|    26  should  be  explicitiv  infomied  of  this  requirement  bv  the  health  plan  and  should  be 

i  I    27  required  to  sign  a  written  acknowledoement  of  the  conditions  of  enrollment. 

L;  28 

i '.    29  A  reinsurance  mechanism  should  be  available  to  those  plans  subject  to  adverse 

j  I    30  risk  selection  or  to  a  sudden  influx  of  voucher  enrollees  whose  previous  plan  has 

I  j    31  gone  bankrupt. 

',j  32 

I I  33  Another  set  of  problems  related  to  choice  of  physician  and  plan  has  to  do  with  the  response  of 
j,i    34  health  plans  to  those  beneficiaries  holding  vouchers.  To  avoid  circumstances  in  which  health 

I     35  plans  sought  to  avoid  covering  the  very  ill,  all  plans  should  be  required  to  enroll  any  beneficiary 

I  j  36  with  a  voucher  who  seeks  entrance  into  the  plan.  On  the  other  hand,  mandated  acceptance  and 
!  i    37  the  ability  of  beneficiaries-under  cunrent  Medicare  risk  contract  rules-to  enroll  and  disenroll 

j     38  outside  of  any  prescribed  enrollment  period  leaves  plans  vulnerable  to  unanticipated  costs.  In 

1 1!    39  such  a  scenario,  beneficiaries'  right  to  choice  of  plan/physician  conflicts  with  health  plans'  needs 

40  to  maintain  their  cost  and  utilization  control.  The  Congressional  Budget  Office  has  suggested  that 

41  an  annual  enrollment  period  with  a  point-of-service  policy  "would  permit  Medicare  enrollees  to  go 

I I  42  to  providers  outside  [a  managed  care  plan's]  panel  when  they  wanted  to  and  yet  it  need  not 

i  I    43  increase  benefit  costs  for  either  the  [the  plan]  or  Medicare.*  To  avoid  circumstances  in  which 

i '     44  beneficiaries  enroll  in  and  disenroll  from  plans  multiple  tmes  using  the  60  day  window,  there 

|,     45  should  only  be  one  opportunity  during  an  enrollment  year  to  disenroll  from  a  plan  within  two 

J    46  months,  after  which  the  beneficiary  would  have  to  wait  for  the  next  open  enrollment  period. 

I     47  For  such  changes  to  wori<,  beneficiaries  must  be  given  enough  information  at  the  outset  to 

I     48  understand  that,  in  signing  up  for  a  managed  care  plan,  they  must  remain  with  that  plan  until  the 

j  I    49  next  open  enrollment  period  once  they  have  been  in  a  plan  over  two  months.  This  puts  the 

I  {     50  burden  of  education  on  the  managed  care  plan  and  the  decision  in  the  hands  of  the  beneficiary. 

I  j     51  In  addition,  such  an  approach  would  make  managed  care  more  palatable  to  both  beneficiaries 

i  j     52  and  physicians, 
j  53 

!      54  5.  The  defined  contribution-or  voucher-should  be  set  at  a  level  that  would 

M     55  produce  incentives  for  beneficiaries  to  consider  cost  in  choosing  a  health  plan 

56  without  forcing  them  into  the  cheapest  plans  that  are  most  restrictive  of  choice  of 

57  physician.  The  voucher  should  not  be  set  at  the  cost  of  the  lowest  priced  plan  in 

58  a  region. 
59 

I  60  The  voucher  amount  should  be  adjusted  according  to  age,  sex,  disability  status. 

II  61  institutional  status,  and  Medicaid-buv  in  status  and  applied  bv  region.  Once  the 

j  j     62  regionally  adiusted  voucher  amount  was  established.  HHS  or  HCFA  would  accept 

I  j     63  applications  from  health  plans  to  participate  in  the  voucher  program. 

64 

J     65  If  the  voucher  is  set  too  high  it  will  have  little  impact  on  controlling  Medicare  costs.  Set  too  low 

I     66  and  beneficiaries  choosing  the  voucher  option  may  find  their  choice  of  plan  and,  ultimately  choice 

'  j     67  of  physician,  quite  limited.  In  addition,  for  a  segment  of  the  Medicare  population,  a  voucher  will 
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1  not  cover  what  a  health  plan  would  spend  on  treating  them.  This  would  seem  to  call  for  some 

2  type  of  adjustment  in  the  value  of  the  voucher  through  mechanisms  that  are  reasonably  simple 

3  and  inexpensive  to  administer.  Othenvise,  health  plans  might  attempt  to  discourage  certain 

4  t}eneficiaries  from  selecting  that  plan  by  adopting  discriminatory  policies  or  marketing  strategies. 
5 

6  A  voucher  set  at  some  national  average  would  fail  to  reflect  the  appropriate  regional  differences  in 

7  costs  of  health  care  delivery.  Setting  a  regional  voucher  amount  is  a  more  accurate  way  for  the 

8  voucher  to  reflect  local  health  care  costs,  would  be  less  likely  to  drive  people  into  restrictive 

9  health  plans  and  would  ensure  that  there  would  be  at  least  one  plan  in  a  region  that  could  serve 

10  Medicare  t>eneficiaries  for  the  price  of  the  voucher.  Any  process  used  to  set  the  voucher  amount 

1 1  in  which  plans  submit  their  premiums  to  the  government  and  the  government  then  sets  the 

12  voucher  on  some  portion  of  those  premiums  must  ensure  that  the  resulting  voucher  is  not  so  low 

13  as  to  make  it  worthless  to  most  beneficiaries. 
14 

15  6.  The  voucher  should  be  updated  on  a  reoular  basis  to  keep  pace  with  the  costs 

16  of  providino  services  to  beneficiaries.  In  the  event  that  spendino  under  the 

17  voucher  program  exceeds  estimated  savings  goals  or  taroets.  the  voucher  should 

18  not  be  subject  to  arbitrary  caps.  Mechanisms  to  keep  spendino  within  designated 

19  limits  or  to  recoup  excess  expenditures,  such  as  a  'look  back  sequester*,  should 

20  be  reiected.  Instead,  an  independent  board  or  commission  should  be  established 

21  that  would  involve  all  participants  in  the  health  care  svstem  in  devising  a  response 

22  to  cost  control  that  would  not  focus  solelv  on  cuts  to  providers  and  increased 

23  costs  to  beneficiaries.  If  spending  js  greater  than  projected  due  to  development  of 

24  valuable  new  technologies  or  increased  patient  utilization  of  services  deemed 

25  medically  necessary,  there  should  be  a  commitment  to  increasing  the  amount  of 

26  funds  devoted  to  the  voucher  program  in  order  to  ensure  vouchers  retain  sufficient 

27  purchasing  power  and  to  assure  appropriate  medical  outcomes. 
28 

29  The  way  in  which  the  voucher  is  updated  will  determine  to  a  large  extent  how  much  purchasing 

30  power  the  voucher  continues  to  give  beneficiaries.  Given  too  great  an  increase  and  the  voucher 

31  will  t}e  ineffective  in  controlling  health  costs.  Given  too  little,  and  the  voucher  may  drive  some 

32  beneficiaries  into  lower  quality,  more  restrictive  health  plans.  There  is  also  always  a  risk  that  the 

33  voucher  update  could  fall  victim  to  budget  politics  and  t>e  frozen'  or  'capped'  at  some  point  to 

34  meet  deficit  reduction  targets. 
35 

36  If  spending  under  a  voucher  program  is  higher  than  anticipated  because  valuable  new 

37  technologies  or  treatments  have  become  available  and  patients  have  sought  to  take  advantage  of 

38  these  advances  in  medicine,  it  does  not  make  sense  to  penalize  physicians  by  cutting  their 

39  payments  when  costs  increase  for  legitimate  reasons.  Furthermore,  if  beneficiaries  do  not 

40  participate  in  the  voucher  program  in  numbers  sufficient  to  keep  costs  down,  physicians  should 

41  not  be  held  financially  responsible  for  beneficiaries'  independent  decisions.  In  addition,  across- 

42  tiie-board  cuts  in  physician  and  provider  payments  do  not  target  tiiose  areas  where  health  care 

43  costs  have  inappropriately  increased  and  penalize  caregivers  who  may  in  fact  have  kept  their 

44  costs  down.  Arbitiary  reductions  in  payments  will  serve  only  to  perpetuate  inequities  in  the 

45  Medicare  payment  system  and  compel  physk:ians  to  limit  their  exposure  to  Medicare  patients. 
46 

47  Finally,  a  cap  on  spending  for  the  voucher  implies  a  lack  of  confidence  in  the  ability  of  the  market 

48  to  conttil  tiie  cost  of  health  plan  premiums  and  may  have  the  unintended  consequence  of 

49  t>ecoming  a  'floor'  ratiier  ttian  a  ceiling.  If  healtii  plans  know  that  tiie  government's  contiibution 

50  will  be  capped  at  a  certain  percentage  rate  of  growth,  this  may  serve  as  an  incentive  to  those 

51  plans  whose  rates  of  growtii  are  lower  than  tiiat  percentage  to  allow  tiieir  premiums  to  rise  to 

52  meet  the  government's  growtii  rate. 
53 

54  In  the  event  federal  heatth  program  costs  remain  unconti-ollable,  some  entity  -  such  as  a 

55  commission  or  tioard  -  should  be  established  separate  from  any  government  financing  office  to 

56  involve  all  parties  in  the  heatth  care  system  in  devising  a  response  to  cost  conta-ol  that  would  not 

57  focus  solely  on  cuts  to  providers  and  increased  costs  to  beneficiaries.  If  beneficiaries  are  to  be 

58  assured  of  getting  all  the  necessary  care  they  need  when  they  need  it,  the  voucher  amount 

59  should  keep  pace  witii  the  costs  of  providing  sendees.  If  tiie  value  of  tiie  voucher  is  allowed  to 

60  erode  over  time,  beneficiaries  may  lose  access  to  many  high  qualtty  heatth  plans  offering 

61  comprehensive  sen/ices  or  they  may  be  forced  to  pay  increasing  amounts  out-of-pocket  to 

62  maintain  a  certain  level  of  service.  This  would  be  especially  detrimental  for  tiiose  beneficiaries  of 

63  low  and  moderate-income  who  may  be  unable  to  bear  an  increasing  financial  burden,  tt  tiie 

64  mari<et  is  unable  to  deliver  heatth  care  to  patients  wtthin  a  predetemiined  cap,  ttiis  should  not  be 

65  used  as  an  excuse  to  diminish  tiie  government's  commttment  to  Medicare  beneficiaries. 
66 
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1  7.  A  reassessment  of  the  voucher  program  should  be  required  after  five  veare. 

2  This  reevaluation  should  be  undertaken  bv  an  aoencv  or  commission  not 

3  responsible  for  fundina  Medicare. 
4 

5  Given  the  untried  nature  of  a  voucher  program  for  Medicare,  there  should  be  an  evaluation  of  the 

6  program  relatively  early  in  its  life.  If  the  voucher  program  does  not  seem  to  be  living  up  to  its 

7  expectations,  Congress  and  the  administration  should  not  merely  tinker  at  the  edges  to  provide 

8  short  term  fixes  but  should  step  back,  take  a  hard  look  at  the  program  and  even  consider  starting 

9  all  over  again. 
10 

11  8.  Beneficiaries  optino  for  the  voucher  prooram  should  be  provided  incentives  that 

12  encouraoe  their  selection  of  an  economically  priced  plan  but  that  do  not  force 

13  enrollees  into  those  plans  that  are  most  restrictive  of  choice  of  phvsician  and  that 

14  impose  the  strictest  limits  on  access  to  services.  Incentives  should  come  in  the 

15  form  of  additional  benefits  or  services  provided  bv  the  health  plan  and  not  in  the 

16  form  of  a  cash  rebate.  With  rules  in  Place  to  ensure  that  all  beneficiaries  have 

17  access  throuoh  voucher  plans  to  the  full  range  of  Medicare  covered  benefits  and 

18  services,  beneficiaries  should  pay  the  difference  between  the  voucher  amount  and 

19  any  premium  charged  bv  a  plan  that  exceeds  the  voucher  amount. 

20  I 

21  Some  analysts  contend  that  beneficiaries  should  be  provided  incentives  to  select  a  health  plan 

22  that  costs  less  than  the  federal  contribution  amount,  or  voucher.  These  incentives  typically  fall 

23  into  two  categories-cash  rebates  or  additional  sen/ices.  Giving  beneficiaries  a  cash  rebate  if  their 

24  premium  is  less  than  the  voucher  amount  would  remove  funds  from  the  health  care  system  that 

25  ought  to  be  providing  for  health  care  sennces.  Instead,  any  excess  value  should  be  returned  to 

26  the  beneficiary  in  the  form  of  additional  benefits  such  as  coverage  of  additional  services, 

27  providing  coverage  for  long  term  care  or  creating  a  health  care  spending  account.  There  is  also 

28  debate  over  whether  beneficiaries  should  bear  the  full  cost  of  a  health  plan  more  expensive  than 

29  the  voucher  to  encourage  enrollees  to  select  more  economical  health  plans.  Although  there  is 

30  concern  that  such  an  incentive  might  drive  beneficiaries  to  select  plans  of  lesser  quality  or  that 

31  don't  cover  the  full  range  of  benefits,  this  is  less  of  a  problems  if  all  plans  offer  the  full  range  of 

32  Medicare-covered  services. 
33 

34  9.  Reasonable  cost  sharing  under  voucher  plans  -  both  fee  for  service  and 

35  managed  care  -  should  be  imposed  to  assure  consumer  cost  consciousness  In 

36  utiliza^jpn  of  sefvices.  Iu?wer  cost  gh^nfl  should  be  Imposed  op  ctinical|y-pfoven 

37  preventive  sep/jc^?  so  t^at  people      pot  unduly  discouraged  frorn  obtaqnipq 

38  beneficiai  care.  Preventive  services  should  be  subject  only  to  copayments.  not 

39  deductibles.  Cooavments  for  preventive  services  should  be  set  lower  than  those 

40  for  other  sen/jces. 
41 

42  To  avoid  uniustified  restrictions  on  choice  of  physician.  POS  voucher  plans  should 

43  pot  impose  unreasonable  coinsurance  on  sen/ices  provide^  by  out-qf-petwQfH 

44  physicians.  To  prevent  beneficiaries  who  seok  out-of-networt<  care  from  being 

45  subiect  to  unexpected  out-of-pocket  costs.  POS  plans  and  phvslclans  should  be 

46  required  to  establish  their  own  conversion  factors  to  be  used  aoainst  an  improved 

47  resource  based  relative  value  scale  (RBRVS^.  This  would  determine  the  rates  the 

48  POS  Plan  would  pav  and  the  fees  the  physicians  would  charge  for  their  services. 

49  PI9PS  and  phygipjgtp?  vyQul0  be  requjryl  tq  gupply  Qprolle??  jp  m  POS  plam  With 

50  information  based  on  those  conversion  faptqrs  to  enable  eprqilees  tq  detemtip?  |p 

51  e^dvgncq  hqw  much  they  would  pgy  |p  go|pg  out  of  the  p|ap'?  petworK  of 

52  physidaps. 
53 

54  As  an  Incentive  to  promote  greater  price  consciousness  in  the  traditional  Medicare 

55  program  and  to  encourage  the  movement  of  beneficiaries  into  the  voucher  system. 

56  ttiose  who  choose  to  stay  in  the  traditional  Medicare  program  should  be  subiect  to 

57  reasonable  and  non-ounltive  increases  in  cost-sharing.  As  with  POS  Plans.  In 

58  order  to  buffer  beneficiaries  ft-om  unexpected  costs,  a  requirement  could  be 

59  imposed  under  traditional  Medicare  that  physicians  must  establish  their  conversion 

60  factor  for  their  services  each  year  concomitant  with  the  announcement  of 

61  Medicare's  conversion  factor.  Enrollees  in  traditional  Medicare  wouM  be  supplied 

62  annually  with  information  comparing  the  charges  of  physicians  in  their  area  to 

63  Medicare's  fees  based  on  their  respective  'conversion  factors.  In  this  fashion. 

64  beneficiaries  would  know  in  advance  whether  or  not  they  would  have  to  pay  out- 
&  of-pocket  for  sen^ices  charged  under  traditional  Medicare. 

66 
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1  Beneficiaries  should  not  be  subject  to  charges  in  excess  of  Medicare's  payment 

2  amounts  under  the  following  circumstances:  in  the  case  of  low  income 

3  beneficiaries:  emergency  situations:  when  the  beneficiary  has  little  voice  in  the 

4  selection  of  a  physician-e.g.  anesthesiologists  and  radiolooists-or  in  areas  of  the 

5  country  where  there  is  no  competition  for  a  particular  medical  specialty  ffor 

6  example,  in  areas  where  there  may  only  be  one  cardiac  suroeon). 
7 

8  ASIM  believes  it  is  especially  important  that  cost  sharing  on  preventive  services  be  reduced  and 

9  deductibles  on  these  services  be  eliminated  entirely  to  avoid  discouraging  patients  from  obtaining 

10  necessary  care.  By  erecting  baniers  to  cost-effective  preventive  care-for  example,  imposition  of 

1 1  cost  sharing  on  mammograms-patients  may  avoid  those  services  and  wind  up  with  more  serious. 

12  and  expensive,  illnesses  in  the  fijture. 
13 

14  In  addition,  ASIM  supports  limits  on  the  degree  to  which  additional  cost  sharing  can  be  imposed 

15  on  those  enrolled  in  managed  care  plans  who  use  a  plan's  point-of-service  (POS)  option  to  seek 

16  care  outside  the  plan's  network  of  physicians.  The  intent  behind  POS  is  to  allow  t}eneficiaries 

17  greater  choice  in  physician  and  provider,  tf  the  cost  sharing  imposed  on  a  beneficiary  for  going 

18  outside  a  health  plan's  physician  networi(  is  excessively  burdensome,  then  the  promise  of  greater 

19  choice  is  a  hollow  one. 
20 

21  Obviously,  if  beneficiaries  are  to  be  encouraged  to  enter  the  voucher  program,  those  who  opt  to 

22  stay  in  traditional  Medicare  must  bear  a  greater  share  of  the  cost  of  remaining  in  the  more 

23  expensive  program.  Nevertheless,  any  additional  cost  sharing  should  follow  the  principles  stated 

24  above  so  that  primary  care  and  preventive  services  are  sheltered  from  deductibles  and  are 

25  subject  to  cost  sharing  at  a  rate  lower  than  that  imposed  on  other  services.  Because  high 

26  deductibles  can  act  as  a  disincentive  for  patients  to  receive  needed  primary  care  and  preventive 

27  services,  ASIM  does  not  support  replacing  the  current  coinsurance  requirements  under  traditional 

28  Medicare  with  a  singlia  high  deductible. 
29 

30  ASIM  believes  that  its  Competitive  Pricing,  Informed  Choices  proposal-issued  in  1992-offers  a 

31  means  to  instill  price  competition  among  physicians,  enhance  consumer  cost  consciousness  and 

32  prevent  price  gouging  by  unscrupulous  providers.  If  health  plans  that  pay  according  to  a  fee 

33  schedule  (POS  plans,  traditional  Medicare,  etc.)  and  physicians  were  required  to  set  and  publish 

34  the  conversion  factors  they  would  use  each  year  to  determine  their  charges  and  fees,  this 

35  infomiation  could  be  used  by  beneficiaries  to  determine  what  they  would  pay  out-of-pocket,  if 

36  anything,  if  they  joined  a  particular  health  plan  or  used  a  particular  doctor.  Beneficiaries  would 

37  then  be  able  to  decide  if  the  value  they  derived  from  a  health  plan  and/or  physician  in  terms  of 

38  quality  and  service  was  worth  the  price  of  any  additional  costs. 
39 

40  While  ASIM  generally  supports  cost  sharing  by  patients  in  order  to  enhance  cost  consciousness  in 

41  the  utilization  of  scarce  health  care  resources,  there  are  situations  in  which  billing  beyond 

42  Medicare's  payment  rates  or  additional  cost  sharing  should  not  be  imposed.  These  situations 

43  arise  where  beneficiaries'  income  is  simply  too  low  to  sustain  any  additional  out-of-pocket 

44  financial  burden,  where  they  have  no  opportunity  to  'shop  around'  for  a  physician  (e.g. 

45  emergency  situations),  where  beneficiaries  have  but  one  choice  of  physician  (such  as  typically 

46  occurs  during  hospitalizations  when  patients  are  essentially  assigned  certain  hospital-based 

47  doctors  to  deliver  designated  services)  or  where  there  are  so  few  physicians  in  a  particular 

48  specialty  within  a  community  that  there  is  no  chance  for  competition  among  physicians  to  operate. 
49 

50  10.  To  oualifv  as  a  voucher  Plan  under  Medicare,  health  plans  should  have  to: 

51  offer  a  standard  minimum  Medicare  benefits  package  that  includes  preventive 

52  services:  meet  certain  utilization  review  and  quality  assurance  standards:  involve 

53  participating  physicians  in  development  of  the  plan's  utilization  review  l\JR)  and 

54  Quality  assurance  (OA)  and  provider  selection  policies  and  procedures:  disclose 

55  their  utilization  review  and  quality  assurance  policies,  restrictions  on  choice,  risk 

56  arrangements  and  provider  selection  criteria:  establish  due  process  mechanisms  in 

57  selection  of  plan  providers:  meet  certain  solvency  standards:  report  certain 

58  information  -  such  as  premium  costs,  out-of-pocket  liability,  consumer  satisfaction 

59  and  the  percentage  of  premium  dollars  devoted  to  administration  versus  benefits  - 

60  to  a  central  data  collection  entity  so  that  this  infomiation  can  be  distributed  to 

61  beneficiaries  and  use  uniform  claims  forms  and  standard  billing  and  claims 

62  processing  procedures. 
63 

64  Health  Plans  that  selectively  contract  witti  physicians  should  be  reouired  to  offer 

65  enrollees  the  opportunity  to  buy  a  rider  that  provides  point-of-servtoe  access  to 

66  n9n-n9tvYprH  phv?lgian?.  in  additigp  tg  m^m    fpr^Qinq  ?tan0afd$. 

67 


589 


1  Health  plans  should  play  by  the  same  rules  if  competition  is  truly  to  be  effective  in  controlling 

2  costs.  Given  that  the  idea  behind  many  Medicare  voucher  proposals  is  to  enhance  competition 

3  within  the  program  so  as  to  bring  down  costs,  it  would  seem  equally  advisable  that  health  plans 

4  should  be  required  to  meet  certain  rules  if  they  wish  to  participate  in  the  voucher  program  and 

5  market  themselves  to  beneficiaries  as  Medicare  voucher  plans. 
6 

7  A  uniform  minimum  benefit  policy  would  assure  a  basic  level  of  care  for  all  beneficiaries.  In 

8  addition,  it  would  facilitate  beneficiaries'  comparison  of  health  plans.  If  beneficiaries  are  to  have 

9  sufficient  information  to  make  informed  choices  with  their  vouchers,  they  will  need  data  on  a 

10  plan's  costs,  patient  out-of-pocket  liability,  provider  panels,  and  quality.  Furthermore,  disclosure 

11  of  UR  and  selection  standartis  benefits  not  only  the  providers  involved  with  a  health  plan  but 

12  helps  beneficiaries  as  yvell  by  giving  them  another  piece  of  information  on  which  to  compare 

13  health  plans. 
14 

15  In  addition,  it  is  important  that  physicians  have  a  role  in  developing  and  implementing  health  plan 

16  policies  and  procedures  that  directly  affect  clinical  decision-making-e.g.  benefits  coverage 

17  criteria,  determination  of  medical  necessity,  preauthorization  of  services,  quality  assurance 

18  standards,  protocols  and  processes  for  selection  and  deselection  of  physicians.  To  leave 

19  decisions  affecting  patient  care  solely  in  the  hands  of  health  plan  administrators  whose  concerns 

20  center  largely  on  cost  containment  may  jeopardize  the  quality  of  care  given  to  enrollees  and  deny 

21  patients  access  to  medically  necessary  services.  Furthermore,  health  plans  that  involve 

22  physicians  in  development  of  these  policies  are  far  more  likely  to  obtain  the  cooperation  of  their 

23  network  physicians  in  proper  implementation  of  those  policies. 
24 

25  Finally,  it  is  important  that  voucher  plans  be  required  to  operate  under  similar  billing  and  claims 

26  processing  procedures  to  avoid  unnecessary  red  tape.  All  plans  that  currently  operate  within  the 

27  Medicare  system  must  abide  by  the  uniform  claims  fomi  and  billing  rules  and  it  would  be  logical 

28  to  expect  that  voucher  plans  should  use  a  standard  format  and  follow  standard  claims  processing 

29  procedures  for  this  new  variation  of  the  Medicare  program. 
30 

31  The  type  of  standards  to  which  ASIM  refers-involvement  of  physicians  in  clinical  policymaking. 

32  providing  inforrration  to  enrollees  and  prospective  enrollees  sufficient  to  enable  them  to  make 

33  informed  decisions  about  the  plan-are,  in  fact,  those  that  are  te\r\g  adopted  by  many  well-run 

34  health  plans  in  today's  mari^etplace.  In  a  competitive  environment,  those  plans  that  pursue 

35  'patient-friendly'  policies  such  as  these  are  more  likely  to  succeed  than  others. 
36 

37  11.  pecauge  Medicare  is  a  federally  funded  program,  the  federal  qovemmer><  must 

38  continue  to  ensure  that  health  plans  are  accountable  for  the  care  thev  give  to 

39  beneficiaries  and  that  thev  abide  bv  standards  set  out  for  Medicare  clans.  HCFA 

40  or  another  federal  aaencv  should  be  responsible  for  contractina  with  health  Plans: 

41  reviewing  mari<etinQ  materials:  disseminating  to  beneficiaries  obiective  data  about 

42  each  plan  in  a  region  in  a  standard  format;  ensurinq  health  plan  compliance  with 

43  certain  standards  governing  their  rules  and  operations:  and  ensuring  that  health 

44  plans  meet  certain  quality  standards.  However,  private  accreditation  agencies 

45  should  be  able  to  achieve  'deemed'  status  to  fulfill  the  role  played  by  HHS  in 

46  approving  voucher  plans.  Mechanisms  should  be  available  for  patients  and 

47  Physicians  to  pursue  grievances  against  health  plans  for  denial  of  medically 

48  necessary  care.  Patients  and  physicians  should  retain  access  to  fair  hearing  and 

49  ludicial  review  processes  at  least  comparable  to  those  now  available  under 

50  traditional  Medicare. 
51 

52  Because  vouchers  would  require  more  thought  and  decisionmsfking  by  Medicare  recipients,  some 

53  analysts  question  whether  beneficiaries  would  find  the  voucher  program  truly  appealing.  Other 

54  policymakers  argue  that  the  basic  premise  of  the  voucher  program  is  simple  and  that  most 

55  beneficiaries,  given  the  right  kind  of  infomiation,  will  be  able  to  make  proper  decisions  about  a 

56  health  plan.  While  this  may  indeed  be  the  case  for  healthy  beneficiaries  who  are  mentally  alert, 

57  the  frail  and  disabled  elderly,  those  who  do  not  speak  English  very  well  or  those  with  little 

58  education  may  find  the  task  of  sorting  through  health  plan  infomiation  daunting.  To  respond  to 

59  some  of  these  concerns,  the  voucher  program  should  have  an  entity  with  which  voucher  plans 

60  would  contract  and  which  would  ensure  voucher  plan  adherence  to  any  standards  adopted 

61  governing  such  plans. 
62 

63  Given  the  characteristics  of  the  Medicare  population,  an  ombudsman's  office  should  be  created 

64  to  receive,  investigate  and  resolve  complaints  against  voucher  plans  as  well  as  to  offer  guidance 

65  to  beneficiaries  with  questions  about  the  voucher  program.  Finally,  beneficiaries  and  physicians 

66  should  retain  access  to  the  cun-ent  Medicare  appeals  process. 
67 
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1  ASIM  would  prefer  that  the  health  care  industry  voluntarily  abide  by  the  standards  established  for 

2  a  voucher  program  and,  indeed,  supports  the  idea  of  a  private  accreditation  body  responsible  for 

3  ensuring  health  plan  adherence  to  voucher  program  standards.  However,  the  voucher  program 

4  will  be  funded  by  federal  dollars  and  the  federal  government  should  not  relinquish  its 

5  responsibility  for  ensuring  that  health  plans  are  accountable  for  the  care  they  deliver  to 

6  beneficiaries  and  for  seeing  that  corrective  actions  are  taken  when  deficiencies  are  found  if  a  plan 

7  wishes  to  remain  in  the  voucher  program.  Health  plans  that  accept  the  government  contributions 

8  should  understand  that,  if  they  are  going  to  compete  for  the  business  of  the  federal  government 

9  through  the  voucher  program,  they  must  accept  certain  standards  and  certain  reasonable 
10  oversight. 

11 

12  12.  Self-refen-al  restrictions  affecting  shared  laboratorv  facilities  and  group 

13  practices  should  be  removed  and  antitmst  reforms  enacted  to  enable  physicians 

14  and  providers  to  neootiate  on  an  equal  footino  with  health  plans  and  purchasers. 
15 

16  Antitmst  refonns  and  other  modifications  to  statutory  restrictions  on  physicians  could  improve  the 

17  functioning  of  health  plans  offered  under  a  voucher  system  and  the  ability  of  physicians  to  deliver 

18  services  within  their  context.  For  example,  self-refen-al  restrictions  on  group  practice 

19  compensation  arrangements  not  only  interfere  in  the  internal  affairs  of  private  businesses  but  lead 

20  to  confusion  over  how  such  practices  may  distribute  revenue  from  ancillary  services  without 

21  indirectly  taking  into  account  the  refen-als  made  by  physicians.  Furthermore,  subspecialists-such 

22  as  oncologists  and  infectious  disease  specialists-in  many  group  practices  are  barred  from 

23  providing  drugs  and  other  services  to  their  patients  because  of  the  self-refen^l  laws. 
24 

25  Limitations  on  the  ability  of  physicians  to  share  information  in  order  to  form  integrated  service 

26  networi<s  may  impede  the  goals  of  voucher  advocates  who  wish  to  foster  competition  that  reduces 

27  the  cost  of  care  and  increases  benefits  to  attract  voucher  recipients.  Indeed,  antitru.st  laws 

28  developed  at  a  time  when  most  physicians  and  other  providers  practiced  independently  of  one 

29  another  now  prevent  these  caregivers  from  organizing  preferred  provider  organizations,  health 

30  plans  and  other  delivery  networi<s  that  would  enable  physician-directed  health  care  organizations 

31  to  compete  in  the  marketplace  and  offer  t>eneficiaries  a  wider  choice  of  health  care  options. 
32 

33  Conclusion 
34 

35  ASIM  is  under  no  illusion  that  refomiing  Medicare  will  be  simple,  easy,  or  quick.  Changes  of  the 

36  magnitude  required  to  place  the  program  on  sound  financial  footing  and  to  guarantee  that 

37  beneficiaries  continue  to  receive  the  high  quality  health  care  to  which  they  have  become 

38  accustomed  and  to  which  they  are  entitled  will  require  a  great  deal  of  thought  and  debate.  For 

39  ASIM,  the  overarching  philosophy  on  which  these  Medicare  reform  proposals  rest  is  that  of  shared 

40  responsibility. 
41 

42  Physicians  have  a  responsibility  to  deliver  care  to  greater  numbers  of  Medicare  patients  under 

43  health  care  delivery  systems  that  will  increasingly  require  them  to  accept  financial  risk  and  to  be 

44  accountable  for  the  cost  and  quality  of  their  clinical  decisions-and  to  compete  within  this  new 

45  system  on  the  basis  of  cost  and  quality. 

46 

47  Medicare  patients  have  a  responsibility  to  consider  the  costs  of  alternative  sources  of  health  care 

48  coverage,  to  be  willing  to  contribute  more  in  out-of-pocket  costs  if  they  choose  more  expensive 

49  coverage  and-for  those  who  can  afford  to-to  contribute  more  to  the  financial  support  of  Medicare 

50  so  that  those  of  lesser  means  can  afford  coverage. 
51 

52  Taxpayers  have  a  responsibility  to  accept  changes  in  the  tax  code  that  would  raise  revenue  and 

53  introduce  positive  incentives  into  the  health  care  system  including  a  limit  on  the  tax  deductibility  of 

54  employer  paid  insurance  and  increased  taxes  on  tobacco. 
55 

56  The  insurance  industry  has  a  responsibility  to  compete  in  the  new  system-not  solely  on  price  or 

57  risk  avoidance  but  on  benefits  offered  and  quality-and  to  accept  reasonable  standards  to  protect 

58  beneficiaries  who  choose  private  insurance  coverage. 
59 

60  And  the  federal  government  has  a  responsibility  to  assure  that  the  government's  contribution 

61  remains  adequate  to  guarantee  that  all  beneficiaries  can  obtain  high  quality  coverage  through 

62  traditional  Medicare  and  private  sector  altematives-and  to  provide  sufficient  oversight  over  the 

63  market  to  protect  patients'  interests. 
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STATEMENT  OF  JAMES  L.  SCOTT,  PRESIDENT 
AmHS  INSTITUTE 

Mr.  Chairman  and  members  of  the  Committee,  the  AmHS  Institute  is  pleased  to 
submit  this  statement  for  the  record  of  the  Committee's  hearing  on  the  future  of  the 
Medicare  Program.  The  AmHS  Institute  is  the  public  policy  center  for  American  Healthcare 
Systems.  AmHS  is  a  national  alliance  of  forty  of  our  nation's  premier  integrated  multi- 
hospital  systems.  AmHS  and  its  subsidiaries  operate  insurance,  purchasing,  quality 
assurance  and  marketing  programs  that  strengthen  its  shareholders'  ability  to  provide 
intergrated  health  care  services  more  effectively  and  efficiently.  These  systems  own, 
lease,  or  manage  nearly  400  hospitals  and  have  affiliation  agreements  with  over  600  other 
hospitals.  AmHS  shareholders  employ  over  280,000  people  and'generate  $36  billion  in 
annual  revenues. 

In  our  testimony,  we  will: 

o        review  the  environment  for  reform  in  both  the  public  and  private  sectors; 

0        present  an  overview  of  our  recommended  approach  to  Medicare  reform;  and 

o        describe  long-term  objectives  and  specific  short-term  action  steps  in  five  key 
areas  of  reform. 

Environment  for  reform 

The  federal  fiscal  environment  for  the  Medicare  program  is  simple  to  describe:  the 

program  is  in  serious  trouble.  The  financial  statistics  are  all-too-familiar  to  the  committee. 

0        This  year.  Medicare  will  spend  $1 78  billion  ~  1 1  percent  of  total  federal 
spending. 

o        Under  current  law,  the  program  is  expected  to  grow  by  9.9  percent  annually 
from  1 995  -  2002,  nearly  double  the  5.5  percent  annual  growth  rate  in  the 
total  federal  budget. 

o        Under  this  scenario,  Medicare  will  grow  to  1  5  percent  of  total  federal 

spending  by  the  year  2002  -  with  no  end  in  growth  in  sight  in  the  future. 

The  status  of  the  Medicare  Hospital  Insurance  (HI)  Trust  Fund  presents  an  equally 
bleak  picture.  The  most  recent  report  of  the  Board  of  Trustees  of  the  Hospital  Insurance 
Trust  Fund  projects  that  the  Medicare  Trust  Fund  will  begin  spending  more  than  it  receives 
as  revenue  starting  next  year,  which  begins  the  process  of  exhausting  the  Trust  Fund 
reserves.  The  Trust  Fund  could  be  depleted  in  just  7  years  -  by  2002. 

The  Congress  has  responded  with  a  budget  target  that  proposes  to  lower  Medicare 
growth  rates  from  the  baseline  growth  of  9.9  percent  annually  to  growth  of  about  6.4 
percent  per  year  over  the  next  seven  years  -  for  total  Medicare  savings  of  $270  billion 
below  baseline  spending  projections. 
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We  are  opposed  to  this  level  of  reduction  in  the  rate  of  growth.  The  amount  of 
savings  needed  to  keep  the  Medicare  Hospital  Insurance  Trust  Fund  solvent  for  the 
forseable  future  is  much  lower.  Spending  reductions  in  the  Medicare  program  should  not 
be  used  to  fund  tax  cuts.  In  addition,  this  level  of  proposed  spending  reduction  is  both 
politically  unrealistic  and  programatically  unattainable. 

Having  noted  our  strongly  held  belief  that  the  budget  savings  targets  for  the 
program  are  excessive,  we  will  focus  our  testimony  on  the  need  for  Medicare  program 
reform  and  our  specific  recommendations  for  achieving  that  reform. 

It  is  clear  that  Medicare  is  an  important  budget  issue,  especially  at  a  time  when  the 
Congress  is  seeking  to  move  toward  a  balanced  budget.  However,  we  have  reached  the 
practical,  political,  and  policy  limits  of  the  traditional  approaches  to  "cutting"  Medicare: 
provider  payment  reductions,  increased  beneficiary  cost  sharing  and  premiums,  and 
increases  and  extensions  of  the  coverage  of  the  HI  tax. 

That  approach  has  been  tested  repeatedly:  such  short-term,  budget  driven  "savings" 
approaches  have  been  tried  in  budget  reconciliation  bill  after  budget  reconciliation  bill  in  the 
past  15  years.  And  the  approach  has  failed.  Despite  all  the  annual  short-term  "savings" 
and  political  pain  over  this  time  period,  we  continue  to  be  confronted  by  the  current  budget 
and  trust  fund  problems. 

It  is  time  to  step  back  from  this  never-ending  treadmill  of  "cuts"  and  call  for 
Medicare  reforms.  And  to  do  that,  we  need  to  go  back  to  the  basics.  We  believe  that  the 
objective  should  be  to  restore  one  of  the  original  concepts  of  Medicare:  Medicare  was  to 
offer  financial  protection  to  seniors  through  a  health  insurance  program  that  mirrored  the 
coverage  available  in  the  private  sector. 

And  the  Congress  succeeded  in  fulfilling  this  objective  -  in  1 965  ~  by  building 
Medicare  on  the  then-predominant  fee-for-service  approach.  In  today's  terminology. 
Medicare  was  a  variant  of  a  "market-based"  plan  in  1965. 

But  it  it  is  now  1995.  The  private  health  system  has  changed  dramatically,  and 

Medicare  has  not  kept  up  to  date. 

0        Managed  care  arrangements  now  cover  about  63  percent  of  privately  insured 
employed  individuals  -  growing  nearly  20  percent  in  just  the  last  year. 

o        That  managed  care  penetration  level  among  employers  is  about  six  times 
Medicare's  managed  care  enrollment  of  10  percent  (about  9  percent  in 
Medicare  HMOs  and  managed  care  plans,  and  about  1  percent  in  Medicare 
Select  -  a  Medigap  PPO  being  demonstrated  successfully  in  1 5  states). 
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If  Medicare's  design  continues  to  remain  stagnant  in  the  midst  of  a  rapidly  changing 
health  care  market,  the  program  will  fall  farther  and  farther  behind  the  plans  available  to 
the  working  population.  This  increases  the  risk  to  the  program  --  financially,  politically,  and 
programmatically  -  because  Medicare  beneficiaries  no  longer  have  coverage  like  that 
available  in  the  private  sector. 

If  we  are  to  address  fundamental  reforms,  we  must  shift  our  thinking  from  short- 
term  to  long-term.  The  irony  is  that  the  more  we  focus  on  "guaranteeing"  short-term 
"savings,"  the  less  we  are  able  to  achieve  structural  reform  and  real  long-term  savings. 

In  order  to  meet  the  nation's  commitments  to  the  elderly  and  disabled  in  a  manner 
that  is  financially  and  politically  sustainable.  Medicare  must  be  updated  to  provide 
beneficiaries  the  choice  of  managed  care  and  other  arrangements  that  now  are  the 
dominant  form  of  benefits  in  the  private  sector.  For  Medicare,  voluntary  --  not  mandatory  - 
enrollment  is  crucial.   This  requires  that  we  remove  current  barriers  and  provide  incentives 
for  beneficiaries  to  enroll  in  alternative  health  plans. 

We  believe  that  this  approach  will  serve  government,  beneficiary,  and  provider 

interests  in  a  balanced  manner: 

0        The  government  can  achieve  real  long-term,  structural  savings  in  Medicare  if 
it  can  avoid  the  more  simplistic  short-term  targets  that  lock-in  short-term 
"solutions." 

0        Beneficiaries  will  benefit  from  a  program  that  is  once  again  similar  to  private 
sector  health  coverage,  as  well  as  from  enhanced  choices  and  the  stability 
available  from  a  Medicare  program  with  long-term  financial  viability. 

0  Providers  will  benefit  by  being  able  to  provide  services  within  a  framework 
that  allows  them  to  focus  on  what  they  do  best  -  provide  high  quality  care 
at  an  affordable  cost. 

Recent  CBO  data  highlight  the  long-term  potential  for  restructuring  and  managed 

care  in  Medicare  (CBO,  February,  1995). 

0        For  the  total  population,  HMOs  reduce  overail  utilization  by  an  average  of  8 
percent  ~  and  the  most  tightly  integrated  models,  the  group/staff  HMOs, 
reduce  use  by  nearly  20  percent. 

0        For  the  Medicare  population,  the  utilization  reduction  by  group/staff  HMOs  is 
potentially  greater  -  nearly  22  percent. 

o        The  potential  Medicare  savings  depend  on  assumptions  about  how  much  of 
the  population  might  be  in  effective  HMOs  -  the  savings  range  from  2 
percent  to  20  percent. 


594 


AmHS  Institute  Medicare  Reform  Proposal 
Overall  approach 

The  AmHS  Institute  believes  that  Medicare  should  be  restructured  so  that  the 
program  is  able  to  take  advantage  of  the  competitive  revolution  taking  place  in  the  private 
health  care  market.  A  reformed  Medicare  program  should  provide  beneficiaries  a  choice  of 
health  plans,  including  provided  based  delivery  networks  and  managed  care  arrangements, 
along  with  incentives  to  join  the  plans  that  are  best  able  to  deliver  quality  benefits  at  a 
competitive  price. 

We  would  stress,  however,  the  need  to  proceed  in  a  practical,  staged  manner.  The 
reality  is  that  this  reform  will  require  a  transition  period.  One  of  the  lessons  of  previous 
health  reform  debates  is  that  policy  makers  should  establish  a  sense  of  direction  of  where 
they  are  going,  but  proceed  incrementally,  testing  new  ideas,  monitoring  implementation 
and  results,  and  making  changes  and  revisions  in  the  future.  As  a  result,  the  Institute  is 
recommending  long-term  views  about  the  direction  for  reform,  as  well  as  focusing  on 
specific  short-term  actions  that  could  be  taken  this  year  to  begin  the  process. 

Policy  makers  must  also  recognize  and  deal  with  the  interrelationships  among  many 

of  the  health  care  changes  taking  place:  Medicare  restructuring,  the  rapid  movement  to  a 

more  competitive  private  market,  and  Medicaid  reforms  all  call  for  a  reexamination  of  some 

current  health  care  arrangements. 

0        As  we  move  to  a  more  competitive  health  care  system,  we  must  also  adapt 
our  mechanisms  of  public  support  for  "public  goods"  such  as  health 
professions  education,  and  mechanisms  for  helping  providers  finance  care  for 
the  uninsured. 

o        In  addition,  for  the  millions  of  dual  Medicare/Medicaid  eligibles.  Medicare  and 
Medicaid  changes  must  be  linked. 

The  following  reviews  the  AmHS  institute's  long-term  objectives  and  short-term 

action  steps  in  five  areas:  delivery  system  and  health  plan  participation  options,  retiree 

health  plan  approaches,  payment  policies  and  methodologies,  making  the  market  more 

competitive,  and  information/enrollment/consumer  protection  measures. 

Options  for  delivery  systems  and  health  plans  available  to  serve  beneficiaries 

One  critical  element  of  Medicare  reform  is  to  expand  the  options  under  which  health 

plans  and  delivery  systems  could  participate  in  Medicare. 

Lono-term:  Medicare  should  make  payments  to  a  wide  range  of  health  care  plans 
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under  a  competitive  market  model.  The  existing  Medicare  system  should  remain  as  an 

option,  but  it  too  should  be  revised  to  move  beyond  a  pure  Fee-for-Service  (FFS)  approach 

and  pay  providers  under  a  variety  of  arrangements  --  FFS,  partial  capitation,  competitively 

determined  prices,  and  other  models. 

Short-term:  Medicare  should  begin  to  expand  the  options  for  delivery  system  and 

health  plan  participation  in  two  ways.  First,  the  program  should  begin  to  expand  the 

definition  of  health  plans  qualified  to  participate  on  a  capitated,  full  risk-basis  for  all 

Medicare  benefits.  The  program  should  move  beyond  the  traditional  health  maintenance 

organizations  (HMOs)  and  competitive  medical  plans  (CMPs)  that  today  are  available  to 

beneficiaries.  Additional  entities  could  include  (subject  to  meeting  appropriate  financial  and 

quality  standards  designed  to  assure  consumer  protection): 

0        Managed  care  plans  such  as  well  defined  "point  of  service"  (POS)  and 
'preferred  provider  organization"  (PRO)  products;  and 

0        Provider  based  integrated  delivery  networks  that  include  physician,  hospital, 
and  other  services  required  to  serve  beneficiaries. 

Second,  Medicare  should  begin  to  reflect  the  reality  that  there  is  not  a  strict 
dichotomy  in  the  market  between  a  FFS  plan  and  a  fully  capitated  health  plan:  instead, 
there  are  numerous  delivery  arrangements  between  the  two,  and  the  program  and  its 
beneficiaries  should  take  advantage  of  them.  Medicare  should  establish  alternative 
payment  options  within  the  "traditional'  plan  for  an  array  of  delivery  system  options  on  the 
spectrum  between  FFS  and  full  risk,  full  capitation  models.  These  would  include: 

0        traditional  FFS  Medicare  (PPS  for  hospitals;  RBRVS  for  physicians). 

0        potentially  broader  bundles  of  payments  such  as  those  that  would  combine 
the  hospital  and  physician  payment  per  admission.  This  would  be  a  way  to 
encourage  hospitals  and  their  admitting  physicians  to  begin  to  work  under 
the  same  incentives,  without  having  to  leap  immediately  to  fully  capitated 
managed  care. 

0  partial  capitation  models  of  various  types:  Medicare  should  explore  partial 
capitation  arrangements  under  which  Medicare  makes  capitated  payments 
for  a  subset  of  Medicare  services. 

0        risk  sharing  arrangements  that  move  beyond  pure  capitation:  Medicare  could, 
for  example,  define  risk  corridors,  sharing  in  gains  and  losses.  These 
arrangements  could  be  applied  to  partial  capitation  models  as  well  as  full 
capitation  models. 

As  the  Congress  pursues  these  strategies,  it  is  vitally  important  that  they  be  linked 
with  changes  in  the  regulatory  standards  for  health  plans,  including  capitalization  and 
solvency  standards.  There  appears  to  be  a  substantial  level  of  effort  in  the  health  plan 
community  to  try  to  apply  insurance  standards  to  the  new  provider  based  integrated 
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delivery  networks  that  are  evolving  in  the  market.  That  is  a  very  short-sighted  approach, 
because  it  relys  on  the  old  standards  for  FFS  insurance  --  a  model  that  is  at  the  heart  of  the 
failure  of  the  health  system  -  to  meet  financial  and  coverage  needs  of  the  American 
people.  We  need  to  adapt  our  regulatory  structures  to  keep  pace  with  the  changes  in  the 
market  --  not  use  an  old  regulatory  structure  to  stifle  a  potentially  innovative  market. 

While  some  level  of  financial  standards  should  apply  to  all  health  plans  contracting 
with  Medicare,  the  measurement  and  definition  of  the  assets  that  count  toward  meeting 
the  standards  should  take  into  account  differences  in  types  of  plan.  Insurers  require  cash 
assets  to  purchase  services  from  others,  while  delivery  systems  have  existino  human  and 
physical  assets    hospitals  and  health  professionals  that  can  actually  provide  the 
contracted  care. 

Employer/retiree  health  plans 

Long-term:  retired  workers  should  have  the  option  to  remain  in  their  employer's 
retiree  health  plan  so  long  as  that  plan  meets  standards  set  by  Medicare,  with  Medicare 
making  its  defined  contribution  to  the  employer  much  as  it  would  if  the  individual  enrolled 
in  a  traditional  qualified  health  plan. 

Short-term:  Medicare,  working  with  the  employer  and  health  plan  communities, 
should  develop  standards  for  such  arrangements  and  methodologies  for  making  payments 
to  such  plans.  Further,  the  federal  government  should  use  the  Federal  Employees  Health 
Benefit  Program  (FEHBP)  as  a  model  program  for  this  effort,  with  Medicare  making 
payments  to  the  retiree  health  plan  of  federal  retirees  who  are  also  eligible  for  Medicare. 

Medicare  and  beneficiary  payments 

If  Medicare  is  to  take  advantage  of  the  changes  taking  place  in  the  market,  it  needs 
to  revise  its  current  approach  for  making  payments  to  health  plans. 

Long-term:  Medicare  should  establish  its  payments  for  coverage  of  the  Medicare 
benefit  package  based  on  premium  competition  in  local  markets.  For  example,  health  plans 
would  establish  their  premiums  for  Medicare's  defined  package  of  benefits.  Medicare 
would  establish  its  payment  at  some  percentile  of  those  premiums;  all  of  the  plans  could 
then  compete  to  attract  beneficiaries  with  additional  benefits  or  lower  out-of-pocket  costs, 
but  with  Medicare's  established  payment  level  for  that  local  market.  Beneficiaries  would 
then  choose  among  health  plans. 
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Alternatively,  Medicare  might  select  those  plans  with  the  best  bids  to  sei-ve  the 
Medicare  popuJation  -  the  high  cost  or  low  quality  losing  bidders  would  not  be  allcved  to 
serve  the  Medicare  population.  This  approach  could  have  the  g-eatest  octential  savings. 

Benefidaries  would  always  have  the  statutory  Medicare  benefit  package  ava  3c  =  t: 
them  without  extra  costs  (beyond  the  Part  B  premium).  And  benefidaries  could  always  opt 
for  a  richer  benefit  package  by  joining  a  health  plan  that  can  provide  the  addif:-:  :e-e-'  :s 
within  the  Medicare  payment  amount  or  by  paying  additional  amotrnts  for  sue-  -  :-  5' 
benefits,  as  is  the  case  today. 

Short-term:  Medicare  should  begin  to  take  the  stecs  -zzsssa'^     :e  ,e  = 
capacity  to  move  to  this  new  system,  as  well  as  make  short-term  changes  in  the  existing 
system. 

first.  Medicare  needs  to  begin  to  fund  demonstrations  on  how  to  develop  and  nc  .  = 
to  a  market-based  model,  and  test  the  various  approaches  that  might  be  envisioned-  .'.  -  e 
the  market-based  model  is  much  discussed  by  the  experts,  policy  makers  need  to  exa~  -  = 
real-world  experience  with  this  system  before  nationwide  implementation. 

Second,  it  is  well-known  that  Medicare's  current  mechanism  for  paying  heaith 
plans,  which  is  based  on  the  'adjusted  ave'-age  cer  capita  cost'  ;AA=CC',  's  '--e'ently 
flawed.  However,  since  it  has  to  be  retained  pending  development  of  the  longer-term, 
market-based  model,  temporary  changes  should  be  enacted  to  improve  it  as  -nuch  as 
possible.  For  example,  three  changes  should  be  considered: 

0        the  AAPCC  should  be  based  on  a  direct  calculation  of  fee-'c-se'  .  ce  costs; 

0        AAPCC  rates  shcuid  be  set  'z'  '.'evccoiitan  Statistical  Areas  (WSAs'  'at-^sr 
than  counties;  and 

o        Medicare  should  establish  some  type  of  "payment  band'  -  a  ce 

on  AAPCC  payment  rates  -  to  bring  payments  in  rural  counties      ::  e  .  e  s 
that  would  allow  those  communities  to  begin  to  develop  the  hea.cn  ?.5" 
infrastructure  to  serve  feene*'C^3''es. 

In  addition,  if  the  Congress  is  serious  about  Medicare  restructuring  and  a  move  to 
organized  delivery  systems  and  managed  care,  an  investment  strategy  is  called  for. 
Congress  should  set  aside  a  portion  of  the  savings  from  other  Medicare  cuts  and  a  ccate 
them  as  targeted  investments  to  enhance  paymert  ratas  a"d  encc-^age  the  deve;cc-r=-!t 
and  participation  of  heaith  plans  and  beneficiar'es  areas  v,'here  Medicare  r^a-agec  :  =  -e 
penetration  is  currently  low. 

Finally,  HCFA  should  accelerate  its  .vc'<     '■"sk  ac.'wSte-s.  a-d  ceg'- 
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demonstrations  of  alternative  models  of  risk  adjusters. 
Market  competition 

If  Medicare  beneficiaries  are  to  make  choices  in  a  competitive  market,  Medicare 
must  take  tfie  steps  to  make  sure  that  the  various  options  operate  on  a  "level  playing 
field." 

Long-term:  the  supplemental  market  --  whether  Medicare  supplemental  policies 
(traditional  Medigap  plans),  or  comprehensive  plans  that  provide  Medicare  as  well  as 
supplemental  benefits  --  should  be  made  more  competitive,  with  these  products  competing 
for  beneficiary  enrollment  on  a  more  level  playing  field. 

Short  term:  The  Congress  has  already  taken  one  important  step  to  expand 
competition  and  managed  care  options  to  beneficiaries  through  the  supplemental  market, 
by  extending  and  evaluating  the  Medicare  Select  demonstration  nationwide  for  a  period  of 
three  years  (Medicare  Select  is  a  Medigap  PPO  being  demonstrated  successfully  in  1 5 
states). 

In  addition,  we  should  begin  tests  and  demonstrations  of  how  best  to  standardize 
the  rules  for  participation  among  the  various  types  of  options  that  are  available  to 
beneficiaries.  For  example,  policy  makers  can  begin  to  examine  standardization  of 
underwriting  policies,  rating  rules,  and  benefit  offerings,  to  make  this  market  more 
understandable  for  beneficiaries  making  choices  among  health  plans.  The  following  should 
be  tested: 

o        standardization  of  medical  underwriting  policies  in  local  markets.  Currently, 
Medigap  products  can  deny  coverage  to  Medicare  beneficiaries  after  an  initial 
enrollment  opportunity;  while  HMOs  that  participate  in  Medicare  on  a  risk 
basis  cannot. 

o        standardization  of  rating  rules  in  local  markets.  Currently,  Medigap  products 
.  <.         can  use  "attained  age"  rating  (i.e.,  charge  higher  rates  as  a  person  ages); 
.['^ .        while  HMOs  that  participate  in  Medicare  on  a  risk  basis  charge  all  enrollees 
the  same  (although  HCFA's  payment  to  the  health  plan  varies  by  age). 

o        standardization  of  benefits  supplemental  to  the  basic  Medicare  benefit 

package.  Currently,  Medigap  products  must  fall  within  one  of  10  product 
categories;  while  HMOs  that  participate  in  Medicare  on  a  risk  basis  can  offer 
any  combination  of  benefit  additions. 

Information/enrollment/consumer  protection 

Finally,  if  beneficiaries  are  to  make  choices  in  a  market,  they  need  information  and 
fair  enrollment  options. 

Long  term:  a  Medicare  program  in  which  beneficiaries  have  a  choice  of  health  plans 
is  predicated  on  timely,  accurate  information  and  performance  measures  that  beneficiaries 
can  use  to  make  comparisons  among  benefits,  delivery  systems,  quality,  service,  and 
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price.  Moreover,  health  plans  must  be  available  to  beneficiaries  at  specified  times  so  that 
beneficiaries  have  the  option  to  change  their  enrollment  --  otherwise,  the  "choice"  model 
cannot  work. 

Short-term:  HCFA  should  be  required  to  provide  beneficiaries  with  information  on 

the  options  available  prior  to  the  time  of  initial  Medicare  eligibility  (which  is  when  the 

beneficiary  makes  initial  decisions  about  enrollment  in  Medicare  health  plans  or  Medigap 

plans).   In  addition,  HCFA  should  test  approaches  and  models  for  enhancing  enrollment, 

including  the  following: 

o        models  for  providing  comparative  information  on  performance  measures  to 
beneficiaries  for  all  products  available  to  them,  including  Medigap  plans  and 
health  plans  participating  in  Medicare.  These  models  could  include  requiring 
health  plans  to  provide  some  type  of  information  on  a  comparative  basis. 

o  approaches  to  coordinated  open  enrollment  in  different  markets,  including 
options  such  as  coordinated  annual  periods,  as  well  as  various  models  of 
"rolling"  open  enrollment. 

o        approaches  that  would  require  active  marketing  in  targeted  areas,  such  as 
inner  cities,  as  a  condition  of  health  plan  participation  in  Medicare. 

Conclusion 

The  AmHS  Institute  recognizes  that  the  challenges  confronting  the  Congress  are 
enormous.  But  the  Importance  of  Medicare  for  current  and  future  beneficiaries  calls  for 
action.  We  urge  that  you  proceed  by  adopting  specific  steps  this  year  to  begin  the  process 
of  restoring  Medicare  to  a  program  which  will  continue  to  provide  health  benefits  like  those 
available  to  Americans  under  the  age  of  65  into  the  21st  century.  We  would  be  pleased  to 
work  with  the  Committee  in  that  effort. 
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statement  of  The  College  of  American  Pathologists  for  The  Record  of 
The  House  Ways  and  Means  Subcommittee  on  Health  Hearing  Regarding  "Saving 
Medicare  and  Budget  Reconciliation,"  July  25,  1995 


The  College  of  American  Pathologists  (CAP)  appreciates  the  opportunity  to  present  its  views 
to  the  Ways  and  Means  Subcommittee  on  Health  regarding  the  need  to  transform  the 
Medicare  program  into  a  system  that  serves  the  elderly  and  disabled  in  a  more  efficient 
manner.  The  College  is  a  national  medical  society  representing  nearly  15,000  physicians 
who  are  board  certified  in  clinical  and/or  anatomic  pathology.  College  members  practice 
their  specialty  in  community  hospitals,  independent  clinical  laboratories,  academic  medical 
centers,  and  federal  and  state  health  facilities. 

>he  College  is  grateful  to  the  Subcommittee  chair,  Mr.  Thomas,  and  the  chair  of  the  fiill 
Committee,  Mr.  Archer,  for  dieir  leadership  and  foresight  in  holding  hearings  to  solicit  the 
views  of  health  care  professionals  on  transforming  the  Medicare  program.  Ideally,  Medicare 
should  be  a  model  of  efficient  interaction  between  the  public  and  private  sectors  in  serving 
patients.  Instead,  the  program  is  failing  from  a  budgetary  standpoint  due  to  its  fmancial 
strucmre  and  unrealistic  expectations.  Rather  than  deal  with  these  underlying  strucmral 
problems.  Congress  and  the  Executive  Branch  have  historically  attempted  to  deal  with  the 
program's  financial  problems  by  cutting  provider  payments  and  making  numerous  operational 
changes  that  have  increased  the  administrative  burden  and  confusion  for  everyone  involved 
with  the  program. 

The  College  believes  that  the  necessity  of  preserving  the  solvency  of  the  Medicare  trust  funds 
and  introducing  marketplace  efficiency  into  the  program  offers  unique  oppormnities  for 
Congress  to  correct  these  problems.  However,  the  College  is  concerned  that  the  desire  to 
reduce  the  rate  of  growth  in  the  Medicare  program  could  once  again  force  Congress  to  resort 
to  short-sighted  budget  cuts  to  meet  deficit  reduction  targets  rather  than  taking  a  careful, 
comprehensive  look  at  how  the  Medicare  program  could  be  financed  more  equitably.  The 
College  believes  that  restructuring  of  the  ^ndamental  financing  of  the  Medicare  program  is  a 
viable  way  to  address  these  concerns  with  the  program. 

RESTRUCTURING  THE  MEDICARE  PROGRAM 

Although  the  Medicare  program  is  clearly  a  success  story  in  improving  the  access  to  health 
care  of  the  nation's  elderly  and  disabled,  the  thirtieth  birthday  of  the  program  is  an 
appropriate  time  to  assess  whether  it  is  financially  feasible  to  continue  its  current  financial 
structure.  Increases  in  the  number  of  beneficiaries,  improvements  in  diagnostic  and 
therapeutic  technology,  and  inefficiencies  in  the  current  administration  of  the  program,  call 
for  reconsideration  of  the  manner  in  which  program  benefits  are  offered  and  provided  to 
beneficiaries  and  financed  by  the  federal  government. 

The  markets  for  and  modes  of  provision  of  health  care  services  have  changed  dramatically  in 
the  last  thirty  years.  Proposals  that  restructure  both  the  beneficiaries'  and  the  governments' 
responsibilities  in  administration  of  the  Medicare  program  may  offer  the  best  methods  to 
enhance  its  ^long-run  fiscal  integrity,  improve  its  efficiency,  and  control  costs,  while 
continuing  to  provide  access  to  needed  services.  Several  such  proposals  have  surfaced  in  the 
last  few  months  that  would  involve  Medicare  beneficiaries  in  decision-making  about  how 
their  health  care  benefits  are  provided  and  financed,  similar  to  the  decisions  that  many  others 
make  in  the  private  sector  when  they  choose  among  health  plans,  and  that  would  attempt  to 
put  the  program  on  a  more  sound  financial  footing. 

The  College  supports  the  following  changes  to  financing  and  coverage  under  the  Medicare 
program: 

•       Restructure  of  the  government  funding  of  Medicare  premiums  to  give 

benenciaries  choices  in  selecting  among  the  traditional  government-administered 
fee-for-service  option,  enrollment  in  private-sector  administered  insurance  plans, 
and  establishment  of  alternative  health  care  financing  funds  such  as  Medical 
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Savings  Accounts  to  be  used  to  purchase  health  care  coverage  as  needed.  While 
the  government  would  continue  to  financially  subsidize  each  of  these  options, 
beneficiary  choice  could,  over  time,  place  more  of  the  day-to-day  administration  of 
the  Medicare  program  in  the  private  sector  and  reduce  program  costs,  while  allowing 
the  beneficiaries  much  more  choice  of  health  care  plans  than  they  have  today.  As 
those  now  in  the  workplace,  who  enjoy  and  expect  those  choices,  reach  Medicare  age 
it  is  appropriate  that  they  continue  to  have  choice  and  responsibility  in  determining 
how  their  health  care  dollars  are  spent. 

•  Elimination  of  the  coinsurance  for  Medicare  covered  services.  Restructured  and 
adequate  funding  of  health  insurance  for  Medicare  beneficiaries  should  also  include 
elimination  of  the  requirement  for  payment  of  coinsurance  and  purchase  of 
supplemental  insurance  such  as  Medigap  policies.  Currently  about  three-fourths  of 
beneficiaries  purchase  Medigap  policies  to  cover  the  coinsurance  and  deductibles  that 
the  program  imposes-in  effect,  most  beneficiaries  pay  no  coinsurance  or  deductible  at 
time  of  service  provision.  Appropriate  restructuring  of  government  financing  to 
eliminate  the  need  for  a  Medigap  policy  would  make  the  Medicare  program  more 
financially  sound  and  simplify  its  administration  both  for  the  government  and  for  the 
beneficiary. 

•  Reduction  in  the  premium  subsidy  for  higher  income  beneficiari^.  A  sliding 
scale  for  determining  beneficiary  premium  contribution,  with  higher  income 
beneficiaries  paying  more,  would  reduce  the  government  subsidy  of  Medicare 
coverage  without  reducing  access  to  services. 

•  Increase  in  the  Medicare  eligibility  age.  As  the  nation's  elderly  live  longer  and 
more  productive  lives,  and  continue  to  have  available  and  to  be  able  to  purchase 
private  health  insurance,  it  is  appropriate  to  adjust  the  age  at  which  Medicare 
coverage  is  provided. 

•  Elimination  of  the  Medicare  balance  billing  restrictions  on  covered  services. 

Integral  to  proposals  to  restructure  the  Medicare  program  and  give  choices  to 
beneficiaries  is  increased  responsibility  among  beneficiaries  and  the  private  sector  and 
decreased  government  tinkering  with  health  care  provision.  Elimination  of  current 
restrictions  on  physician's  charges  to  Medicare  beneficiaries  and  instimtion  of  a 
system  where  physicians  set  their  prices,  the  government  sets  its  payment  amounts, 
and  the  purchaser  chooses,  will  enhance  competition  and  alleviate  much  of  the 
confusion  about  what  charges  are,  what  Medicare  pays,  and  what  the  beneficiary  can 
expect  in  cost  sharing,  issues  that  have  plagued  the  program  since  its  inception. 
Physicians  have  long  demonstrated  their  willingness  to  forego  balance  billing  when 
the  patient's  financial  situation  warrants.  In  an  era  of  enhanced  competition  and 
beneficiary  choice  and  responsibility  overly  intrusive  restrictions  on  charging  patterns 
are  not  appropriate. 

BENEnCIARY  SAFEGUARDS  UNDER  MANAGED  CARE  PLANS 

The  College  believes  managed  care  plans  should  be  required  to  meet  a  minimum  set  of 
standards  designed  to  assure  that  beneficiaries  have  continued  access  to  quality  care. 

The  College  supports  legislation  establishing  standards  of  operation  for  managed  care  plans, 
requiring  full  disclosure  of  those  standards  to  patients  and  providers,  and  providing  effective 
options  to  resolve  problems  when  enrolled  in  or  contracting  with  managed  care  plans. 

Congress  should  require  that  beneficiaries  receive  easily  understood  information  about  plan 
costs,  covered  and  excluded  procedures,  and  requirements  for  prior  authorization.  In  order 
to  ensure  fairness  and  that  needed  medical  services  are  provided,  managed  care  plans  should 
be  required  to  afford  due  process  procedures  for  physicians  seeking  participation  in  plans  and 
timely  notice  and  appeals  procedures  for  physicians  who  are  denied  participation.  Physician 
involvement  in  utilization  review  and  other  medical  policy  development  activities  should  be 
required. 
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The  College  believes  that  Medicare  beneficiaries  who  opt  for  a  managed  care  plan  alternative 
should  maintain  their  right  to  choose  their  provider.  Managed  care  plans  should  be  required 
to  provide  access  to  out-of-network  providers  chosen  by  the  patient  or  by  the  patient's 
attending  physician.  Reimbursement  disincentives  for  patient  use  of  out-of-network  providers 
such  as  increased  cost  sharing  must  be  limited  to  a  reasonable  amount  and  beneficiaries  must 
be  able  to  appeal  denials  of  coverage  of  out-of-network  services. 

THE  MEDICARE  RBRVS 

The  College  continues  to  be  concerned  about  the  inappropriate  structure  of  conversion  factors 
and  volume  performance  standards  under  the  Medicare  physician  services  resource-based 
relative  value  scale.    There  are  three  distinct  conversion  factors  and  Medicare  Volume 
Performance  Standards  (MVPSs)  under  the  RBRVS,  one  each  for  surgery  services,  primary 
care  services,  and  all  other  nonsurgery  services.  Increases  in  volume  and  expenditures  for 
surgery,  office  and  other  primary  care  visits,  and  pathology,  radiology  and  other  nonsurgery 
nonprimary  care  services  are  tracked  under  each  respective  MVPS  and  the  update  to  each 
conversion  factor  is  determined  accordingly.  Many  physicians  provide  services  in  each 
category  and  the  volume  of  many  services  in  the  all  other  category  is  determined  by 
physicians  who  are  not  directly  affected  by  payment  changes  for  those  services  because  the 
services  are  provided  by  other  physicians.  Examples  of  this  last  phenomenon  are  pathology, 
radiology  and  other  diagnostic  services  ordered  by  attending  physicians  but  provided  by 
physicians  in  other  specialties.  The  existence  of  multiple  MVPSs  and  conversion  factors 
(with  different  annual  conversion  factor  updates)  is  divisive  among  physicians,  inaccurate  in 
determination  of  the  source  of  increases  or  decreases  in  volume  and  expenditures,  and 
inequitable  in  implementation  of  updates  based  on  performance. 

The  College  urges  Congress  to  establish  a  single  MVPS  and  a  single  conversion  factor 
that  is  applicable  to  all  physician  services  paid  under  the  RBRVS. 

Ideally,  this  would  be  accomplished  with  a  stamtory  change  eliminating  the  separate 
standards  and  conversion  factors  for  1996.  At  a  minimum,  we  urge  Congress  to  establish  the 
19%  updates  to  the  existing  three  conversion  factors  in  a  manner  that  is  consistent  with 
movement  toward  a  single  MVPS  and  conversion  factor.  A  single,  equal  conversion  factor 
update  of  1 . 1  percent  as  suggested  by  the  Physician  Payment  Review  Commission  and  the 
Administration  will  not  move  toward  a  single  MVPS  and  conversion  factor  but  will  continue 
current  distortions.  Differential  updates  to  each  of  the  three  existing  conversion  factors  that 
are  designed  to  reduce  the  differences  in  those  factors  are  much  more  appropriate. 


COMPETinVE  BroDING  FOR  MEDICARE  CLINICAL  LABORATORY  SERVICES 

Proposals  for  competitive  bidding  of  certain  Medicare  services,  such  as  clinical  diagnostic 
laboratory  services,  continue  to  resurface  although  they  have  been  considered  many  times  by 
the  Congress  and  rejected  for  sound  reasons.  Most  recent  pro'^osals  would  require  that  the 
competitive  bidding  process  achieve  at  least  a  ten  percent  savings,  thus  focusing  the 
competition  on  the  lowest  price  not  the  best  price  for  quality  and  access. 

The  College  opposes  Medicare  competitive  bidding  for  clinical  laboratory  services. 

While  competitive  bidding  is  a  well  established  mechanism  for  purchasing  goods  and  services 
where  quality  is  readily  discerned  by  visual  inspection  of  the  item,  it  is  wholly  inappropriate 
for  the  purchase  of  medical  services  that  are  tailored  to  dynamic  and  highly  individual  needs. 
Competitive  bidding  for  medical  services,  such  as  clinical  diagnostic  laboratory  services,  may 
result  in  a  reduction  in  the  quality  of  and  access  to  the  services  sought,  a  problem  that  would 
not  be  apparent  until  harm  had  been  done.  Competitive  bidding  will  not  promote  competition 
if  it  drives  qualified  laboratories  out  of  business  and  thus  decreases  competition  in  an  area. 

This  would  be  especially  probable  if  a  single  "winning  bidder"  is  chosen  to  provide  services 
to  Medicare  beneficiaries  in  a  given  area.  The  winning  bidder  may  not  be  inmiediately 
accessible  to  the  patient  or  patient's  physician,  delays  in  service  provision  and  patient 
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diagnosis  may  occur,  and  overall  quality  of  services  may  fall.  Forced  reduction  in  bidding 
prices  may  achieve  immediate  budget  goals,  but  such  savings  are  short-sighted  and  carry  a 
high  potential  for  negative  health  care  outcomes.  Eliminating  freedom  of  choice  of  clinical 
laboratory  services  provider  through  a  competitive  bidding  process  would  remove  a  major 
quality  determinant  in  health  care:  the  ability  to  seek  care  from  the  complete  range  of  health 
care  providers. 

The  College  urges  the  Congress  to  again  reject  competitive  bidding  for  Medicare  clinical 
diagnostic  laboratory  services  and  to  work  with  the  physician  and  laboratory  community 
to  achieve  savings  through  other  means. 

COINSURANCE  FOR  MEDICARE  CLINICAL  DIAGNOSTIC  LABORATORY 
SERVICES 

The  College  opposes  reinstitution  of  a  20  percent  coinsurance  for  services  in  the  clinical 
laboratory  fee  schedule  (CLFS).  i 

Since  eliminating  the  coinsurance  requirement  for  clinical  diagnostic  laboratory  services  in 
1984  Congress  has  repeatedly  rejected  proposals  to  restore  it,  with  good  reason.  Reimposing 
coinsurance  would  place  a  significant  administrative  burden  on  laboratories  and  a  new  cost 
on  beneficiaries  while  doing  little  to  affect  utilization  of  laboratory  services.  In  many 
instances  the  cost  of  billing  for  coinsurance  will  exceed  the  amount  collected  from  the 
beneficiary. 

If  coinsurance  were  reimposed,  laboratories  would  have  to  produce  two  claims  —  one  to  the 
Medicare  program  and  one  to  the  patient.  On  average,  laboratories  estimate  it  would  cost 
about  five  dollars  just  to  produce  the  additional  invoice  billing  the  coinsurance  to  the  patient. 
In  many  instances,  th's  cost  would  be  a  substantial  percentage  of  the  amount  collected  from 
the  patient  and  could  easily  exceed  collected  amounts.    The  table  below  illustrates  the 
approximate  coinsurance  amount  this  year  for  several  commonly  ordered  tests.  Once  the 
Omnibus  Budget  Reconciliation  Act  of  1993  payment  reductions  already  passed  are  fully 
phased  in  the  coinsurance  amounts  will  be  even  less.  For  these  common  tests,  the  collection 
costs  exceed  the  coinsurance  payments: 


1995  CLFS  Amount  Coinsurance 

Common  Chemistry  Panel  $15.65  $3.13 

CBC  $11.00  $2.20 

Urinalysis  $4.47  $0.89 

Past  experience  with  coinsurance  suggests  that  many  laboratories  will  have  to  write  off  from 
20  to  50  percent  of  the  billed  amounts  as  uncollectible.  These  collection  problems  are  the 
very  reason  that  coinsurance  was  eliminated  by  Congress  as  part  of  Deficit  Reduction  Act  of 
1984,  with  the  support  of  the  Health  Care  Financing  Administration  and  the  laboratory 
industry.  In  exchange  for  eliminating  the  copayment.  Congress  mandated  the  current  fee 
schedule  methodology  which  set  the  fee  schedules  at  60  percent  of  then-prevailing  charges. 

Imposition  of  coinsurance  would  shift  the  costs  of  the  Medicare  program  to  beneficiaries  and 
force  them  to  incur  an  additional  $7  billion  in  out-of-pocket  expenses,  a  burden  that  Congress 
specifically  relieved  them  of  in  1984.  However,  it  is  unlikely  that  coinsurance  would  have 
any  impact  on  the  volume  of  clinical  laboratory  services  performed.  Patients  do  not  decide 
when  to  order  testing  nor  do  they  select  the  testing  laboratory.  These  decisions  are  made  by 
the  physician.  As  the  Congressional  Budget  Office  noted  in  a  1990  Report,  "Cost-sharing 
probably  would  not  affect  enroUees'  use  of  laboratory  services  substantially... because 
decisions  about  what  tests  are  appropriate  are  generally  left  to  physicians,  whose  decisions  do 
not  appear  to  depend  on  enrollees'  cost  sharing." 
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The  College  urges  the  Congress  to  again  reject  reimposition  of  coinsurance  for  services 
in  the  Medicare  clinical  laboratory  fee  schedule. 


DIRECT  BILLING  FOR  CLINICAL  LABORATORY  SERVICES 

The  College  supports  legislation  which  would  require  that  payment  for  all  pathology 
services,  including  both  anatomic  and  clinical  pathology,  be  made  only  to  the  person  or 
entity  which  performed  or  supervised  the  service~a  direct  billing  requirement-with  an 
exception  for  referrals  between  laboratories  that  are  independent  of  a  physician's  office. 

In  order  to  provide  clinical  laboratory  services  as  efficiently  and  cost  effectively  as  possible, 
the  College  urges  Congress  to  require  that  laboratories  seek  payment  directly  from  the  patient 
or  a  financially  responsible  third  party,  such  as  the  patient's  insurer.  Medicare  already 
requires  laboratories  to  bill  the  program  directly  for  clinical  diagnostic  laboratory  testing 
provided  to  its  beneficiaries.  In  addition,  California,  New  York  and  Rhode  Island 
legislatures  have  each  enacted  some  form  of  direct  billing.  Payors  in  other  states,  such  as 
Michigan,  Connecticut  and  Pennsylvania,  require  direct  billing  as  a  matter  of  payment 
policy. 

The  Center  for  Health  Policy  Studies  (CHPS)  recently  completed  an  analysis  that  found  that 
the  number  of  services  per  person  is  28  percent  greater  in  non-direct  billing  states  than  in 
states  where  direct  billing  is  required  and  that  total  lab  charges  per  person  are  41  percent 
higher  in  non-direct  billing  states.  The  Center  concluded  that  if  a  direct  billing  requirement 
were  adopted  nationwide,  the  annual  private  sector  cost  savings  attributable  to  this  change 
would  fall  in  the  range  of  $2.4  to  $3.2  billion,  or  between  $12  billion  and  $16  billion  over 
five  years. 

In  addition,  CHPS  found  that  Medicare  utilization  also  declined  in  states  that  require  direct 
billing  for  other  payers,  suggesting  that  Medicare  expenditures  could  also  be  reduced  by 
enactment  of  a  national  direct  billing  requirement. 

The  College  urges  enactment  of  an  all-payer  direct  billing  requirement  this  year. 


PAYMENT  FOR  MEDICARE  PAP  SMEARS 

All  Part  B  payment  for  Medicare  Pap  smears  should  be  in  the  physician  services  fee 
schedule  rather  than  split  between  two  separate  fee  schedules.  To  accomplish  this, 
payment  for  the  Medicare  screening  (technical  component)  Pap  smear  should  be  moved 
from  the  clinical  laboratory  fee  schedule  to  the  RBRVS  fee  schedule. 

Medicare  covers  a  Pap  smear,  in  the  absence  of  signs  or  symptoms  of  disease,  every  three 
years.  More  frequent  coverage  is  available  if  certain  signs,  symptoms  or  history  are  present. 
In  either  event,  payment  for  the  screening  portion  of  die  Pap  smear  (the  technical  portion)  is 
made  through  the  clinical  laboratory  fee  schedule.  Payment  for  physician  interpretation  of 
the  Pap  smear  is  made  through  a  separate  fee  schedule,  the  RBRVS.  Each  fee  schedule 
bases  payment  on  a  different  method  and  is  subject  to  different  payment  rules  and 
restrictions.  This  dichotomy  causes  considerable  confusion  among  beneficiaries,  physicians, 
laboratories,  and  even  Medicare  carriers.  Currently  there  are  six  billing  codes  (CPT  or 
HCFA  codes)  to  choose  among  to  report  the  service,  three  for  the  screening  service  on  the 
clinical  laboratory  fee  schedule  and  an  additional  three  for  the  physician  interpretation  on  the 
RBRVS. 

The  College  believes  that  payment  for  the  screening  (technical)  portion  of  the  Pap  smear 
should  be  moved  to  the  RBRVS  as  a  technical  component  to  the  physic'an  service.  This 
would  be  consistent  with  the  fee  schedule  convention  for  other  diagnostic  services  such  as 
mammograms,  x-rays  and  EKGs.  In  addition,  the  three  technical  billing  codes  now  on  the 
clinical  laboratory  fee  schedule  could  be  eliminated  and  the  technical  portion  reported  using  a 
technical  component  modifier  to  the  RBRVS  service,  consistent  with  the  method  for  reporting 


605 


od«  diagDosdc  services.    Tnis  would  simplify  administralion  of  the  Pap  smear  benefit  for 

ill  cc-areT-ed. 

Th^e  C.ofl'eg«  r&qucsis  thai  paym-ent  for  the  scT-ee;am.2  (tectmi'caJ  co<mp-one.nt)  Pap  smear 
be  moved  from  ibe  dinicaJ  latoiraLory  fe«  schedule  to  the  RBR\'S  fee  scheduJe. 


CONCLUSION 

.-. -c^ctiEl  cMnges  in  tiie  snucture  and  financing  of  the  Medicare  program  are 
;  :  ti:cerrc     li  impntut  to  realize  that  measures  designed  to  achieve  short-term  savings, 
F.:i  ;i  i::  r^-  cost  ^afirig  or  experimental  conqjetitive  bidding  projects,  will  not  result  in 

::i>::ir:  i.-:  rziy  eventually  separas  the  Medicare  system  and  its  beneficiaries  firom  the 
-i-JLire-in  ;:  medical  care.  Instead  of  siop-gap  measures,  sound  changes  in  the 

-  i;  z :  7.- .  -arces  bealih  care  for  Medicare  beneficiaries  should  be  implemented, 
;:ii:i:e--'.  -  ziii  21  corsinuing  to  provide  access,  choice  and  quality. 
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:  -_:  venient  of  those  goals  would  also  move  the 
■^  :±yz:  :>verreaching  and  negatively  affecting 
r-.e  C :  ;  zs  welcomes  the  opportunity  to  discuss 
for  the  opportunity  of  submitting  this 
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STATEMENT  OF  STANLEY  B.  BENJAMIN,  M.D. 
PRESIDENT,  DIGESTIVE  DISEASE  NATIONAL  COALITION 


Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for 
the  opportunity  to  present  the  views  of  the  Digestive  Disease 
National  Coalition  (DDNC)  regarding  Medicare  reform, 
specifically.  Medicare  coverage  of  colorectal  cancer  screening. 

The  DDNC  is  comprised  of  23  national  voluntary  and 
professional  organizations  concerned  with  a  broad  range  of 
digestive  diseases.     The  Coalition  has  as  its  goal  a  desire  to 
improve  the  health  care  of  millions  of  Americans  who  suffer  from 
one  of  the  many  conditions,  both  acute  and  chronic,  which  effect 
the  digestive  tract. 

One  of  the  most  common,  and  fatal,  digestive  disorders  is 
colorectal  cancer.     Colorectal  cancer  is  the  second  leading  cause 
of  cancer  death  in  the  United  States  with  155,000  new  cases 
reported  each  year.     The  death  rate  from  a  diagnosis  of 
colorectal  cancer  approaches  60%.     Colorectal  cancer  accounts  for 
over  half  (1/2)  of  the  80,000  ostomy  operations  (a  surgical 
procedure  leaving  the  a  patient  with  an  appliance  to  collect  body 
wastes)  performed  each  year,  resulting  in  an  annual  expenditure 
of  $1  billion.     Anyone  can  get  colorectal  cancer,  it  is  more 
common  than  either  breast  or  prostate  and  cancer,  and  strikes  men 
and  women  in  almost  equal  numbers. 

Despite  these  staggering  statistics,  colorectal  cancer 
screening  is  not  currently  reimbursable  for  Medicare  patients, 
even  though  advanced  detection  and  prevention  strategies  have 
rendered  colorectal  cancers  almost  entirely  preventable.  Mr. 
Chairman,  we  know  that  early  detection  saves  lives  and  saves 
health  care  resources.     Diagnosis  of  colorectal  cancer  in  an 
early  localized  stage  translates  into  a  5  year  survival  rate  of 
93%  for  colon  cancer  and  87%  percent  for  rectal  cancer.  Early 
detection  not  only  improves  the  quality  of  life  for  patients  but 
is  much  more  cost  effective  than  providing  complex,  expensive 
medical  care  to  individuals  in  the  later  stages  of  the  disease. 

Every  major  Federal  employee  health  plan  recognizes  the 
importance  of  colorectal  screening  procedures  and  provides 
coverage  for  these  treatments.     However,  although  the  average  age 
at  the  time  of  diagnosis  is  71,  Medicare  still  does  not  cover 
colorectal  screening  and  prevention  services. 

Mr.  Chairman,  the  DDNC  supports  HR  922,  "  The  Colon  Cancer 
Screening  and  Prevention  Act",  introduced  on  a  bipartisan  basis 
by  Congressman  Cardin.  This  important  legislation  addresses  the 
problem  of  Medicare  reimbursement  for  colorectal  preventive 
services  by  extending  Medicare  coverage  to  include  two  colorectal 
screening  tests  at  annual  intervals. 
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Specifically,  HR  922  would  enable  early  detection  of 
colorectal  cancers  by  providing  for  an  annual  fecal  occult  blood 
test  (FOBT) .     This  is  a  non-invasive  procedure,  with  an  average 
cost  of  only  $5,  that  helps  reduce  the  risk  of  death  from 
colorectal  cancer  by  between  33  and  43%.      Second,  Congressman 
Cardin's  bill  includes  benefit  coverage  of  a  flexible 
sigmoidoscopy  examination,  which  enables  a  doctor  to  inspect  the 
lower  part  of  the  colon  where  50  to  60%  of  polyps  and  cancers 
occur.     Finally,  this  legislation  permits  individuals  at  high 
risk  to  receive  a  screening  colonoscopy  exam  no  more  than  once 
every  two  years.     This  procedure  allows  examination  of  the  entire 
colon  and,  if  necessary,  biopsy  and  removal  of  suspicious  polyps, 
ji    which  are  the  precursors  to  almost  all  colon  cancers. 

I  The  DDNC,  in  collaboration  with  the  American  Cancer  Society, 

the  American  Nurses  Association,  the  American  Medical 
[    Association,  and  several  other  health  care  advocacy  organizations 
I    enthusiastically  support  Congressman  Cardin's  bill.     I  strongly 

I  encourage  all  members  of  this  distinguished  subcommittee  to 

j  incorporate  the  Medicare  screening  provisions  of  HR  922  in  your 

II  comprehensive  Medicare  reform  legislation.  In  addition,  because 
i  the  methods  utilized  for  periodic  screening  and  diagnosis  vary, 
jl  depending  upon  determination  of  the  patient's  risk  category  and 
I  current  medical  knowledge,  the  DDNC  recommends  that  federal 


j  policy  be  flexible  enough  to  allow  the  discretion  of  the 

I  health  care  professional,  in  consultation  with  the  patient,  to 

,|  make  the  final  decision  on  the  screening  technique  to  be 

j  employed.    Coverage  should  reflect  that  discretion,  and  should 

i  allow  for  the  most  appropriate  screening  method. 


Mr.  Chairman,  I  believe  it  is  apparent  that  providing 
Medicare  coverage  for  colorectal  cancer  screening  is  consistent 
with  this  subcommittee's  goal  of  slowing  the  growth  of  Medicare 
spending.     By  extending  Medicare  coverage  to  include  testing 
procedures,  the  federal  government  will  give  America's  seniors 
(the  most  at-risk  segment  of  the  population)  a  financial 
incentive  to  be  tested,  and  in  the  long  run,  save  Medicare 
ii  dollars, 
j 

Once  again,  Mr.  Chairman,  thank  you  for  the  opportunity  to 
I    present  the  Digestive  Disease  National  Coalition's  views  on 
Medicare  coverage  for  colorectal  cancer  screening.     It  is  our 
sincere  hope  that  this  subcommittee  recognizes  the  medical  and 
economic  advantages  of  colorectal  cancer  screening  and  extends 
I    Medicare  coverage  to  include  these  vital  procedures.      To  do  less 
j     would  deprive  those  who  run  the  greatest  risk  of  developing 
colorectal  cancer  the  same  opportunity  to  live  a  disease-free 
life  as  any  other  American. 
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Statement  of  the 
Health  Industry  Distributors  Association 
submitted  to 
House  Ways  and  Means  Committee 
Subcommittee  on  Health 
Hearing  on 

"Medicare  Solvency  and  Budget  Reconciliation*' 
Tuesday,  July  25, 1995 
Washington,  D.C. 


I.  Introduction 

The  Health  Industry  Distributors  Association  (HIDA)  is  pleased  to  submit  a  statement  for  the  record  for 
the  House  Ways  and  Means  Committee's  Subcommittee  on  Health  Hearing  on  "Medicare 
Solvency  and  Budget  Reconciliation,"  Tuesday,  July  25, 1995. 

The  Health  Industry  Distributors  Association  (HIDA)  is  the  national  trade  association  of  Home  Care 
companies  and  health  and  medical  products  distribution  firms.  Created  in  1902  by  a  group  of  medical 
products  business  people,  HIDA  now  represents  over  1000  wholesale  and  retail  distributors  with 
approximately  2000  locations.  HIDA  Home  Care  members  include  approximately  500  companies  which 
provide  quality  Home  Care  services,  supplies  and  equipment  to  patients  in  their  homes.  Home  Care 
companies  provide  a  wide  array  of  services,  including  patient  education  and  training  on  the  use  of 
equipment,  furnishing  of  supplies,  respiratory  therapy  visits  and  24  hour  emergency  on-call  service. 
Home  medical  equipment  (HME),  supplies  and  services  which  Home  Care  companies  provide  to  patients 
include  canes,  crutches,  wheelchairs,  hospital  beds  and  more  intensive  services  such  as  home  infusion 
therapy,  oxygen,  and  parenteral  and  enteral  nutrition.  HIDA  Home  Care  companies  serve  a  significant 
number  of  Medicare  beneficiaries. 

HIDA  commends  the  House  Ways  and  Means  Subcommittee  on  Health  for  its  efforts  to  carefully 
examine  the  Medicare  program  to  find  ways  to  improve  its  quality  and  cost-effectiveness.  We  share  the 
Subcommittee's  concerns  regarding  the  pending  insolvency  of  the  Medicare  trust  funds  and  are  willing 
to  work  with  Congress  to  slow  down  the  rate  of  growth  of  program  expenditures.  However,  we  strongly 
oppose  targeted  cuts  to  home  oxygen  services,  which  have  taken  18  reductions  in  reimbursement  over 
the  past  nine  years.  We  strongly  oppose  competitive  bidding  for  home  medical  equipment  (HME), 
including  oxygen  and  parenteral  and  enteral  nutrition  (PEN)    a  cut  which  would  be  out  of  proportion 
with  the  rest  of  Medicare  and  would  not  achieve  the  savings  or  outcomes  which  Congress  anticipates. 
We  are  also  very  alarmed  with  the  negative  attention  focused  on  the  "growth"  of  Home  Care.  Home 
Care  growth  is  not  the  problem,  but  rather  a  solution  to  our  nation's  health  care  costs.  The  Home  Care 
infrastructure  has  allowed  countless  patients  to  receive  care  in  the  more  cost-effective  environment  of 
their  own  homes  rather  than  more  expensive  institutional  settings.  We  believe  that  the  Home  Care 
infrastructure  must  be  preserved  and  enhanced  to  ensure  that  Medicare  beneficiaries  receive  quality  care 
at  the  least  cost  to  the  federal  government. 
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IL  Why  HIDA  Opposes  Competitive  Bidding  for  E[M£ 

Although  we  agree  that  Medicare  needs  restructuring,  targeting  home  oxygen  services  for  cuts  through  a 
competitive  bidding  program  is  not  appropriate  or  necessary.  First,  Medicare  patients  do  not  seek  out 
home  oxygen  therapy  as  a  matter  of  discretion.  To  quality  for  home  oxygen  services  under  the  Medicare 
Part  B  benefit,  a  patient  who  is  diagnosed  with  chronic  obstructive  pulmonary  disease  (COPD)  must 
meet  very  strict  utilization  criteria,  including  (1)  having  a  physician's  prescription  of  medical  necessity, 
(2)  passing  an  independent  arterial  blood  gas  test,  and  (3)  paying  a  20  percent  copayment.  Home  oxygen 
suppliers  receive  the  same  reimbursement  from  Medicare  Part  B  for  each  patient  receiving  home  oxygen 
therapy  services  regardless  of  the  level  of  service  required.  To  compete  in  today's  marketplace,  howeer, 
most  home  care  suppliers  must  provide  a  very  high  level  of  service  to  patients.  Staying  competitive  has 
required  most  home  care  suppliers  to  become  extremely  efficient.  This  has  been  a  challenge  for  the 
industry  considering  that  Congress  has  made  1 8  reductions  in  reimbursement  to  the  home  oxygen  benefit 
over  the  past  nine  years. 

HIDA  strongly  opposes  competitive  bidding  for  HME  as  a  way  to  achieve  Medicare  savings  and  cautions 
Congress  to  seriously  consider  its  policy  implications  on  the  provision  of  quality  home  care  services, 
supplies  and  equipment  to  Medicare  beneficiaries.  The  Health  Care  Financing  Administration  (HCFA) 
has  not  yet  begun  to  develop  any  specific  proposal  on  how  to  implement  competitive  bidding,  which  is 
very  complex  and  would  require  a  new  and  costly  bureaucracy  to  administer. 

HIDA  Members  urge  Congress  to  preserve  the  competitive,  free  market  system  for  the  Medicare  home 
oxygen  benefit.  Competitive  bidding  for  HME  will  only  lead  to  higher  prices  and  a  sacrificed  quality  of 
service  for  patients.  A  winner-takes-all  approach  could  potentially  result  in  a  loss  of  jobs,  particularly 
for  small  businesses.  Instead,  Congress  should  consider  the  value  of  home  oxygen  therapy,  which  is 
considerably  less  expensive  for  the  federal  government  than  caring  for  the  elderly  and  disabled  in  more 
expensive  institutional  settings. 

nL  Value  of  Home  Care 

Home  Care  adds  significant  value  to  our  health  care  delivery  system  for  a  number  of  reasons.  Home 
Care  encourages  individuals  to  take  responsibility  for  their  care  and  to  function  independently,  remaining 
productive  members  of  society.  Home  Care  keeps  families  together  and  prevents  disruption  by  allowing 
the  person  needing  care  to  stay  at  home  to  receive  that  care.  Studies  show  that  patients  prefer  receiving 
care  in  the  security  and  comfort  of  their  own  homes  versus  institutional  settings.  Finally,  Home  Care 
provides  the  patient  with  quality  of  life  advantages  over  institutional  care  which  results  in  more  positive 
outcomes,  preventing  the  need  for  more  intensive  care  and  further  costs  to  the  health  care  delivery 
system. 

IV.  Factors  Contributing  To  Home  Care  Growth  '  ^ 

Health  policymakers  should  regard  the  recent  improvement  of  Medicare  Home  Care  as  a  great  success 
story  that  Congress  should  build  upon.  Congress  should  not  be  surprised  that  the  infrastructure  to  support 
Home  Care  has  grown  because  of  demographic  and  historical  factors  which  have  increased  the  use  of 
Home  Care  versus  institutional  care.  A  major  factor  contributing  to  the  increased  utilization  of  Home 
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Care  is  the  aging  of  the  American  population.  According  to  the  1995  Health  Care  Financing  Review's 
Medicare  Statistical  Supplement,  as  a  percent  of  total  Medicare  enroUees,  the  65-69  age  group  has 
declined  steadily  while  the  85  years  of  age  or  over  group  has  grown  steadily.  The  latter  represented  9.9 
percent  of  total  enrollment  in  1992  compared  with  only  8.1  percent  in  1978.  Medicare  beneficiaries  85 
years  and  over  require  a  much  more  intensive  level  of  care  than  younger  beneficiaries. 

Another  factor  contributing  to  Home  Care  growth  is  the  1983  implementation  of  the  Medicare  hospital 
prospective  payment  system  which  resulted  in  patients  being  released  from  the  hospital  quicker  with 
more  intensive  care  needs  --  thus  needing  some  place  to  recover.  This  change  has  made  Home  Care  a 
necessity,  not  an  option.  In  addition,  technological  advances  such  as  home  infusion  therapy  have 
allowed  patients  to  receive  therapies  and  services  in  their  homes  which  less  than  a  decade  ago  were  only 
available  in  institutions.  Finally,  Home  Care  has  grown  because  of  a  strong  family  preference  for  Home 
Care  and  an  increased  physician  and  patient  awareness  of  Home  Care. 

V.  Home  Care  is  Cost-Effective 

The  growth  of  Medicare  Part  B  expenditures  is  not  attributable  to  inappropriate  utilization.  Appropriate 
Home  Care  services  decrease  costly  stays  in  hospitals  and  nursing  homes,  and  increase  patients'  potential 
to  become  productive  and  participatory  members  of  society.  As  the  following  summary  chart  shows,  a 
number  of  studies  show  that  Home  Care  is  more  cost-effective  than  hospital  care: 
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Monthly  Cost  of  Hospital  Venoi  Home  Care  Under  Sdected  Conditiou 


CONDITION 

COST  OF 
HOSPITAL 
CARE 

COST  OF 
HOM£CAR£ 

DOLLAR 
SAVINGS 

DIFFERENCE 

InCantwhfa 
breaking  and 
feeding 
problems 

$60^0 

$20,209 

$40,761 

66.8% 

Natrition 

$23,670 

$9,000 

$14,670 

62% 

Antibiotic 
inftisionj 

$7^90 

$2,070 

$5^20 

71.6% 

ALS  Patient 
on  mecbanicai 
ventilation 

$136^ 

$230,292 

62.8% 

Patient 
requiring 
respiratory 
support 

S24,715 

$9,267 

$15,4S^ 

62.5% 

Quadriplegic 
w/spinal  chord 
mjury 

523^2 

$13,931 

$9,931 

41.6% 

Person  with 
cerebral  palsy 

S8,425 

$4^7 

$3,568 

42.3% 

Bone  Marrow 
infection 

$16,000 

$5,000 

$11,000 

68.6% 

Respiratory 

distress/oxygen 

dependency 

S36,000 

$11,500 

$24,500 

68.0% 

Ventilator- 
dependent 
children 

515,742 

$9,153 

$6^9 

41.9% 

Oxygen- 
dependent 
children  with  a 
tracheostomy 

S12>236 

$5^ 

$6,932 

56,7% 

AIDS  care 

523,190 

$2^ 

$20,370 

87.8% 

Pediatric 
AIDS 

$70,153 

$16,461 

$53,692 

76.5% 

Cancer 
chemotherapy 

$10^ 

$3,500 

$7,000 

66.8% 

Kidney 
dialysis 

$2,000 

$1,200 

$800 

40.0% 

Sources:  from  Olsten  HealthCare,  Aetna  Life  &  Casualty  Co.,  National  Association  for  Home  Care,  1993,  5th 
International  Conference  on  Pulmonary  Rehabilitation  and  Home  Ventilation,  Denver,  Colorado,  1995. 
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As  this  chart  shows.  Home  Care  is  considerably  more  cost-effective  than  hospital  care  for  a  number  of 
different  medical  conditions.  The  information  in  the  chart  is  a  compilation  of  published  reports  and 
studies  from  a  number  of  sources,  including  those  listed  above.  Clearly,  the  percentage  of  the  difference 
in  costs  between  the  Home  Care  and  hospital  setting  -  as  high  as  87.8  percent  --  indicates  that  Home 
Care  should  receive  the  highest  consideration  in  efforts  to  lower  costs  in  the  health  care  delivery  system. 

The  following  chart  shows  the  cost-effectiveness  of  Home  Care  per  episode  in  comparison  to  hospital 
inpatient  treatment: 


COST  COMPARISON  OF  TREATMENT  OF  HIP  FRACTURE, 
COPD  AND  PNEUMONIA  IN  ALS 


CONDITION 

HOSPITAL 
INPATIENT 
TREATMENT 

HOME 
TREATMENT 

COST  SAVINGS 

Hip  Fracture 
Patients 

S6,70S.14 

S4,692.05 

$2,016.09  per 
episode 

COPD 

S3^7.87 

$3097.75 

$450.12  per 
episode 

ALS  Patient 

S3,75L26 

S3,491.98 

$259.28  per 
episode 

Source:  Lcwin  ICF,  "Economc  Analysis  of  Home  Medical  Equipment  Services,"  May  29,  1991. 

There  are  also  a  number  of  studies  which  have  showed  states'  effectiveness  in  moving  to  cost-  effective 
Home  Care,  including  the  following; 

•    GAO  Report  on  Home  Care  Cost-Effectiveness 

The  General  Accounting  Office's  (GAO)  August  1994  report,  Medicaid  Long  Term  Care:  Successful 
State  Efforts  to  Expand  Home  Services  While  Limiting  Costs  (GAO-HEHS  94  167)  shows  the  cost- 
effectiveness  of  home  and  community-based  long  term  care  programs  implemented  in  Washington, 
Oregon  and  Wisconsin.  The  GAO  study  reports  that  as  a  result  of  their  shift  to  home  and  community- 
based  care,  these  states  have  been  able  to  serve  more  beneficiaries  with  the  Medicaid  and  state  dollars 
they  have  available.  The  study  states,  "On  a  per-beneficiarj'  basis,  home  and  community-based  care  is 
considerably  less  expensive  than  nursing  facility  care."  The  report  also  states  that  per-user  spending  for 
nursing  facility  care  has  been  rising  faster  than  for  home  and  community-based  care. 

Washington 

The  report  found  that  Washington's  average  monthly  expenditure  per  user  for  nursing  facility  care  for  the 
aged  and  disabled  averaged  $2,023  in  1993  compared  with  $419  for  home  and  community-based  users. 

Wisconsin 

Wisconsin  had  a  net  savings  in  per-person  public  expenditures  associated  with  home  and  community- 
based  care  of  1 6  percent. 
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Oregon 

Oregon  saved  $227  million  between  1981  and  1991  by  using  home  and  community-based  care  and 
reduced  the  number  of  nursing  facility  beds  significantly.  Oregon's  average  monthly  expenditure  per  user 
for  nursing  facility  care  for  the  aged  and  disabled  averaged  $1,657  in  1993  compared  with  $420  for  home 
and  community-based  users. 

Other  Reports 

•  New  York's  "Nursing  Home  Without  Walls'"  State  Senate  Report  New  York's  "Nursing  Home 
Without  Walls"  program  takes  individuals  who  are  eligible  for  Medicaid  and  allows  them  to  be  cared 
for  at  home  if  the  costs  so  incurred  are  75  percent  or  less  than  the  cost  of  comparable  nursing  Home 
Care.  New  York's  State  Senate  studies  show  the  state  saved  50%  of  the  cost  for  these  patients  which 
would  have  been  incurred  had  they  been  placed  in  a  nursing,  home. 

•  New  Mexico  Waiver  Program  New  Mexico's  waiver  program  for  people  with  AIDS  estimates  a 
savings  of  $11 00  a  month  for  patients  who  use  Home  Care  rather  than  skilled  nursing  facility  care. 
The  average  patient  plan  of  care  costs  $1000  a  month  for  Home  Care  compared  to  $2,100  a  month 
for  skilled  nursing  facility  care.  New  Mexico  reports  that  only  about  41%  of  patients  receiving 
waiver  services  are  hospitalized  in  a  given  year  compared  to  70%  of  those  not  under  waiver, 

•  National  Governors  Association  1992  Resolution  The  National  Governors  Association's  1992 
resolution  recommended  the  elimination  of  the  current  institutional  bias  in  public  programs  such  as 
Medicaid.  The  governors  are  asking  for  more  flexibility  to  make  greater  use  of  Home  Care  as  the 
more  preferred  and  cost-effective  method  of  meeting  the  growing  need  for  long-term  care. 

VI.  HIDA  Home  Care  Recommendations 

HIDA  Home  Care  has  long  advocated  that  Medicare,  while  a  base  for  coverage  of  home  health  services, 
supplies,  and  equipment,  should  be  revise  to  include  therapies,  treatments,  and  equipment  which  enhance 
clinical  outcomes  and  quality  of  life  for  individuals  with  both  acute  and  long  term  care  needs.  Medicare 
DMEPOS  coverage  does  not  cover  many  cost-effective  home  medical  services,  supplies,  and  equipment 
which  utilize  cost-effective  technology.  For  example,  the  1965  Medicare  statute's  restrictive  language 
prevents  beneficiaries  from  taking  advantage  of  cost-effective  home  care,  such  as  home  infusion  therapy. 

HIDA  Home  Care  has  identified  specific  ways  to  improve  access  to  Home  Care.  These  legislative 
initiatives,  which  are  supported  by  the  Home  Care  Coalition,  recognize  and  support  Home  Care  as  a  cost- 
effective  and  patient-preferred  alternative  to  institutional  care.  Legislative  initiatives  to  encourage  Home 
Care  that  we  support  include  patient  choice  of  provider,  caregiver  issues;  coverage  of  home  infusion 
therapy  services,  respiratory  therapy  services,  occupational  therapy  services;  reimbursement  issues;  and 
quality  assurance  mechanisms  for  the  patient  receiving  Home  Care  services,  supplies  and  equipment. 
Specifically,  HIDA  Home  Care  supports  the  following  legislative  initiatives: 

Patient  Choice  Issues 

Patient  Choice/Upgrade 

Amend  the  Medicare  law  to  authorize  beneficiaries  to  pay  suppliers  who  agree  to  take  assignment  on  their 
claims  the  balance  above  the  Medicare  allowable  for  the  equipment  which  has  functional  or  other  features 
exceeding  those  of  the  item  determined  by  Medicare  to  be  covered.  Further  amend  the  Medicare  statute  to 
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clearly  continue  to  allow  a  supplier  to  submit  any  claim  for  payment  under  assignment  for  an  item  the 
beneficiary  chooses  to  upgrade. 

Caregiver  Issues 

Family  Caregiver  Tax  Credit 

Would  provide  individuals  who  care  for  a  severely  disabled  parent,  grandparent,  spouse  or  child  in  their 
home  a  $500  tax  credit  to  use  for  such  things  as  much-needed  respite  care,  basic  medical  expenses,  and 
special  medical  equipment  to  enhance  the  quality  of  life. 

Caregiver  Safety  and  Well-Being 

Require  Medicare  to  take  into  consideration  the  safety,  health  and  well-being  of  the  primary  caregiver 
when  determining  the  medical  necessity  of,  and  prescribing,  appropriate  home  health  services  and  home 
medical  equipment.  Authorize  Medicare  to  pay  for  specific  items  and  upgrades  of  otherwise  medically 
necessary  HME  when,  in  the  clear  and  documented  clinical  judgment  of  the  prescribing  health  care 
professional,  the  HME  recommended  will  significantly  reduce  the  risk  of  injury  to  the  unpaid  primary 
caregiver. 

Coverage  &  Reimbursement  Issues 

Medicare  Coverage  for  Limited  Respiratory  therapy  services  under  DME  and  home  health  care 
benefit 

Cover  limited  respiratory  therapy  under  Medicare  when  the  cost  will  be  less  than  expected  cost  of 
hospitalization,  up  to  $900  per  patient  per  year,  and  in  accordance  with  clinical  practice  guidelines. 

Medicare  Coverage  for  Home  Intravenous  (IV)  Therapy 
Cover  home  IV  drug  therapy  services  under  Medicare. 

Medicare  Coverage  for  Occupational  Therapy  as  Qualifying  Benefit 

Include  occupational  therapy  services  as  a  qualifying  benefit  for  home  health  services  under  Medicare. 
Non-Discrimination  Against  Home  Care 

Provision  would  require  Secretary  to  develop  a  certification  form  to  assist  the  referring  physician  and  the 
beneficiary  in  determining  the  most  appropriate  site  for  the  beneficiary  to  receive  care.  Purpose  is  to 
eliminate  any  financial  or  other  disincentives  for  utilization  of  home  care  under  Medicare.  (For  example, 
requiring  home  care  beneficiaries  to  pay  a  co-payment  for  care  is  a  disincentive  to  use  home  care  when 
there  is  no  co-payment  required  for  institutional  care.)  There  should  be  no  restriction  or  arbitrary  limits 
placed  on  the  number  of  home  care  visits  based  on  medical  necessity. 

Physician  Reimbursement  for  Home  Care  Visits 

Medicare  should  reimburse  the  physician  at  a  reasonable  fee  for  medically  necessary  home  care  visits  to  a 
patient  in  the  home  and  consulting  for  home  care  products  or  services. 

QualUy  Asswrance 

Certification  of  Suppliers;  Quality  Standards 

Establish  different  supplier  standards/criteria  based  on  the  complexity  of  the  services  provided  for  suppliers 
to  be  able  to  bill  Medicare  for  DMEPOS  services.  For  example,  suppliers  providing  respiratory  equipment 
and  related  services  would  have  to  meet  more  rigorous  standards  than  suppliers  providing  only 
"traditional"  HME  such  as  hospital  beds  and  canes.  Further,  suppliers  providing  certain  "life-supporting" 
equipment  and  related  services,  {e.g.  parenteral  nutrition,  IV  drug  therapy)  would  be  required  to  meet  even 
higher  standards.  ...  ... 
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Miscellaneous 

Home  Care  Data  System 

Would  provide  for  a  series  of  data  management  improvements,  including  administrative  simplification, 
standard  claims  processing  forms  (paper  and  electronic)  for  all  public  and  private  payors,  and  standardized 
home  care  data  management  to  facilitate  communications  among  providers,  payors,  etc.  Would  limit  the 
requirement  that  physicians  complete  certificate  of  medical  necessity  forms  to  abusive  suppliers  and 
overutilized  items.  Would  allow  suppliers  who  take  assignment  on  90  percent  of  their  Medicare  claims  to 
qualify  as  "participating  suppliers"  and  thereby  become  eligible  to  access  HCFA's  insurance  verification 
system.  Many  suppliers  do  not  take  assignment  on  all  claims  because  some  Medicare  fee  schedule 
amounts  are  too  low.  . 

Home  Care  Council 

Establish  a  national  council  on  home  care  to  make  recommendations  to  Congress,  and  to  develop  proposed 
changes  in  regulations  and  policy  related  to  the  provision  of  home  care.  The  national  council  would  make 
recommendations  on  simplifying  consumer  understanding  of  home  care  benefits  and  payments.  The 
Council  would  include  consumers,  providers  and  carriers/fiscal  intermediaries.  The  Council  would  make 
recommendations  to  the  Secretary  on  streamlining  procedures  for  approving  coverage  criteria  and 
appropriate  reimbursement  for  new  technology  products. 

GAO  Study  on  Personal  Assistance  Services 

Require  the  General  Accounting  Office  (GAO)  to  study  existing  state  programs  which  cover  persona! 
assistance  services  for  individuals  with  disabilities  to  determine  the  cost  savings  associated  with  providing 
these  services  and  preventing  unnecessary  hospitalization.  The  study  would  make  recommendations  on 
how  Medicare  could  cover  such  services  to  achieve  program  savings. 

vn.  Fraud  and  Abuse  . 

HIDA  has  been  very  much  in  the  forefront  of  industry  efforts  to  curb  heath  care  fraud  and  abuse.  We 
have  been  actively  involved  in  each  stage  of  HCFA's  process  to  consolidate  from  33  carriers  to  four 
durable  medical  equipment  regional  carriers  (DMERCs)  to  process  Medicare  DME,  prosthetics  orthotics 
and  supplies  (DMEPOS)  claims  exclusively.  The  carrier  consolidation  process  has  been  extremely 
successful  at  reducing  the  opportunity  for  fraud  and  abuse. 

CMNs 

For  years,  HIDA  has  advocated  to  HCFA  and  the  Hill  our  recommendation  that  physicians  be  required  to 
complete  certificates  of  medical  necessity  (CMNs)  only  for  those  items  of  durable  medical  equipment 
which  are  overutilized  and  only  for  suppliers  who  have  been  as  being  abusive.  In  other  words,  we 
recommend  that  you  create  a  heavy  oversight  burden  in  targeted  problem  areas.  Unfortunately,  HCFA 
has  not  taken  actions  to  adopt  this  simple  recommendation  to  reduce  overutilization. 

Supplier  Standards 

HIDA  has  also  advocated  to  HCFA  and  the  Hill  our  recommendation  that  the  HHS  Secretary  create 
quality  standards  which  durable  medical  equipment  prosthetics  and  orthotics  (DMEPOS)  suppliers  would 
have  to  meet  to  qualify  to  submit  Medicare  claims  for  payment.  Currently,  suppliers  are  required  to 
comply  only  with  minimal  standards  as  a  prerequisite  to  receive  a  supplier  number  and  bill  the  Medicare 
program  for  DMEPOS  items.  These  include  honoring  warrantees,  conducting  recalls  of  faulty 
equipment,  and  informing  the  beneficiary  of  both  of  these  requirements.  In  1994  Congress  required  the 
Secretary  to  develop  additional  supplier  standards;  however,  HCFA  has  narrowly  interpreted  this 
mandate  to  include  standards  that  only  pertain  to  requirements  that  a  supplier  comply  with  all  applicable 
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state  and  federal  licensure  and  regulatory  requirements;  maintain  a  physical  facility  on  an  appropriate 
site;  and  have  proof  of  appropriate  liability  insurance. 

To  help  rid  the  industry  of  the  few  illegitimate  players  which  tarnish  the  industry,  HIDA  has  urged 
HCFA  to  require  all  suppliers  to  comply  with  standards  that  will  assure  Medicare  beneficiaries  that  they 
will  receive  a  consistent  quality  of  DMEPOS  services—that  is,  standards  most  beneficiaries  currently 
receive  today.  Suppliers  providing  oxygen  or  other  "high  technology"  products  and  services  should  have 
to  meet  more  rigorous  quality  standards,  and  home  infusion  providers  should  meet  more  rigorous  quality 
standards.  For  example,  a  Medicare  beneficiary  receiving  home  oxygen  therapy  services  should  be 
guaranteed  education  and  training  on  how  to  use  the  equipment,  24  hour  emergency  on-call  service,  and 
the  furnishing  of  supplies.  HIDA  urges  the  Subcommittee  to  seriously  consider  our  certification  of 
suppliers  recommendation  to  improve  accountability  in  the  industry. 

Home  Care  Data  System 

In  addition,  HIDA  Home  Care  has  advocated  to  Congress  a  Home  Care  Data  System  to  improve  data 
management,  including  administrative  simplification,  standard  claims  processing  forms  (paper  and 
electronic)  for  all  public  and  private  payors,  and  standardized  Home  Care  data  management  to  facilitate 
communications  among  providers  and  payors.  These  are  just  some  of  our  proposals  to  improve  Medicare 
Part  B  to  prevent  fraud  and  abuse  and  to  improve  quality. 

VIII.  Conclusion  -  Home  Care  Is  Part  of  the  Solution 

As  Congress  looks  to  reform  the  health  care  system.  Home  Care  is  a  critical  factor.  Rather  than 
denounce  Home  Care  for  its  recent  growth.  Congress  should  consider  that  Home  Care  has  saved  the 
federal  government  a  tremendous  amount  of  money  which  would  have  been  spent  had  Medicare 
beneficiaries  received  care  in  more  expensive  institutional  settings.  HIDA  believes  that  the  answer  to 
Medicare  growth  is  not  to  cut  Medicare  Part  B  by  implementing  a  competitive  bidding  program  for  HME 
(home  oxygen,  parenteral  and  enteral  nutrition  (PEN)).  Rather,  Congress  should  revise  the  Medicare 
statute  to  consider  cost-effective  technologies  which  Medicare  currently  does  not  cover.  For  example,  the 
1965  Medicare  statute's  restrictive  language  prevents  beneficiaries  from  taking  advantage  of  cost- 
effective  Home  Care,  such  as  home  infusion  therapy  and  respiratory  therapy.  These  therapies  should  be 
covered  but  currently  are  not  because  of  the  language  of  the  1965  Medicare  statute. 

As  our  population  ages  and  there  is  more  utilization  of  Home  Care  because  patients  prefer  Home  Care 
and  sophisticated  technology  allows  for  Home  Care  treatment.  Medicare  must  accommodate  advances  in 
medical  technology  to  continue  the  cost-effective  use  of  Home  Care  versus  expensive  care  in  a  hospital 
setting.  If  access  to  more  Home  Care  services  were  provided  to  patients,  hospital  costs  could  be  reduced. 
There  is  no  question  that  savings  could  be  realized,  provided  that  utilization  controls  based  on  medical 
necessity  were  also  in  place.  HIDA  is  concerned  that  Congress  not  seek  to  solve  the  cost  problems  by 
simply  limiting  the  benefits  offered  to  patients  without  a  more  global  consideration  of  the  most 
appropriate  and  cost-effective  site  of  care. 


Thank  you. 
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STATEMENT  OF  HEALTH  INDUSTRY  MANUFACTURERS  ASSOCIATION 


This  statement  augments  the  Heahh  Industry  Manufacturers  Association's  (HIMA) 
testimony  presented  before  the  Ways  and  Means  Heahh  Subcommittee  on  July  20,  1995  Our 
testimony  reinforced  the  importance  of  restoring  Medicare  coverage  for  items  and  services 
provided  as  part  of  a  medical  device  clinical  trial  and  urged  passage  of  H.R.  1744,  the 
"Advanced  Medical  Device  Access  Assurance  Act  of  1995,"  introduced  by  Rep.  Bill  Thomas  (R- 
CA). 

This  statement  highlights  HIMA's  position  on  issues  affecting  home  care  technology, 
competitive  bidding,  and  the  need  for  clarity  in  the  Medicare  health  care  fraud  and  abuse  statute. 

HIMA  is  a  Washington,  D.C. -based  national  trade  association  representing  more  than 
700  manufacturers  of  medical  devices,  diagnostic  products,  and  health  information  systems. 
HIMA's  members  manufacture  more  than  90  percent  of  the  nearly  $50  billion  in  annual  domestic 
sales  of  health  care  technology  products. 

Home  Care 

Revisions  to  the  Medicare  program  must  recognize  the  cost  effectiveness  of  home 
medical  equipment  and  the  high  degree  of  patient  satisfaction  with  home  care  The  following 
key  issues  should  be  a  part  of  Medicare  reform  to  assure  a  strong,  flexible  home  medical 
equipment  (HME)  benefit. 

1 .  Definition  of  Home  Medical  Equipment.  The  Medicare  definition  of  durable  medical 
equipment  is  no  longer  consistent  with  the  insurance  coverage  of  many  Americans  and 
needs  to  be  brought  up  to  date.  A  modem,  flexible  definition  of  home  medical  equipment 
(HME)  should  be  incorporated  in  statute.  Properly  drawn,  it  can  address  the  concerns 
that  have  risen  about  Medicare's  current  limitations  (definition  attached). 

2.  Patient  Choice  of  HME  Products.  Freedom  of  choice  in  medical  care  has  been  identified 
as  a  prime  goal  of  most  Americans  in  health  care  reform.  Current  Medicare  policies  on 
HME  restrict  patient  choice.  An  amendment  that  allows  individuals  to  "upgrade"  or 
choose  additional  product  features  beyond  the  Medicare  approved  product  at  him  or  her 
own  expense  would  assure  that  patient  choice  remains  part  of  the  modern  HME  benefit. 
This  upgrade  option  exists  only  with  non-assigned  Medicare  claims.  It  should  be 
expanded  to  include  assigned  claims  so  the  beneficiary  can  combine  the  financial 
protection  of  assignment  with  the  flexibility  of  greater  product  choice.  Enactment  of 
H.R.  1754,  introduced  by  Rep.  Sherrod  Brown  (D-OH),  would  achieve  this  goal. 

3.  Home  Infijsion  Therapy  Benefit.  HIMA  supports  the  enactment  of  a  Medicare  home 
infijsion  therapy  benefit  because  it  will  enhance  home  care  and  end  the  current  confiision 
over  Medicare  coverage  of  home  infusion.  Currently,  nutritional  therapies  are  covered 
under  the  prosthetic  device  benefit  and  other  infusion  therapies  are  considered  durable 
medical  equipment.  No  professional  services  are  recognized,  even  though  they  are 
crucial  to  proper  patient  care  in  the  home.  A  comprehensive  benefit  category  should  be 
adopted.  Such  a  benefit  would  also  allow  Medicare  to  be  a  better  prudent  purchaser  of 
infiision  therapy  and  help  maintain  the  quality  of  services  rendered. 

4.  Presence  of  a  Caregiver  in  the  Home.  Medicare  policy  forbids  consideration  of  the 
presence/absence,  health,  safety  and  well  being  of  a  caregiver  in  the  home.  This  means 
that  all  policy  is  based  on  the  assumed  presence  of  a  capable  caregiver  in  the  home.  As  a 
result,  certain  products,  such  as  electric  beds,  are  not  covered  because  they  are  not 
needed  if  a  competent  caregiver  is  present  in  the  home.  On  the  other  hand,  the  caregiver 
may  be  elderly  and  not  fully  able  to  perform  all  mechanical  functions.  Medicare  law 
needs  to  be  changed  to  permit  the  Health  Care  Financing  Administration  (HCFA)  to  give 
consideration  to  the  home  environment,  including  the  presence,  or  absence  of,  a 
competent  caregiver. 

Competitive  Bidding 


Concern  over  the  burgeoning  federal  deficit  has  prompted  both  the  Administration  and 
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Congress  to  seriously  consider  the  implementation  of  competitive  bidding  for  clinical  laboratory 
services,  durable  medical  equipment  (DME),  and  parenteral  and  enteral  nutrition  (PEN)  under 
Medicare.  fflMA  opposes  the  concept  of  competitive  bidding. 

Competitive  bidding  should  not  be  confused  with  competition  in  the  health  care  marketplace.  In 
fact,  competitive  bidding  destroys  competition  by  allowing  a  winner-take-all  situation  and 
driving  other  providers  out  of  business,  particularly  small  providers.  Uhimately,  this  will  drive 
up  prices.  True  competition  compares  service  and  price.  Competitive  bidding  looks  only  for  the 
lowest  price  It  does  not  address  issues  of  service,  choice  or  quality  HIMA  strongly  believes  in 
competition,  but  competitive  bidding  is  not  true  competition.  In  today's  marketplace,  the 
diversity  of  providers  brings  a  wide  variety  of  services  to  patients,  including  those  in  most  rural 
areas.  This  competitive  market  holds  down  prices  and  motivates  companies  to  enhance  the 
quality  of  their  services. 

Both  the  Administration  and  Congress  endorse  the  expansion  of  managed  care  in  the 
health  care  market.  Competitive  bidding  is  antithetical  to  the  initiatives  to  expand  managed  care. 
The  decision  to  expand  managed  care  options  is  based  on  the  desire  to  offer  the  lowest  cost 
services  In  addition,  unlike  a  managed  care  group,  which  has  a  geographically  contiguous 
population,  a  cleariy  identified  group  of  beneficiaries,  and  a  case  manager  for  each  patient. 
Medicare  has  none  of  these  important  attributes  that  are  essential  to  soliciting  "bids"  for  a  cleariy 
defined  patient  group.  Furthermore,  the  lack  of  a  case  manager  for  Medicare  patients  would 
preclude  Medicare  from  assuring  that  patients  were  getting  the  equipment  and  services 
contracted  for  by  the  low  bidder.  The  adoption  of  competitive  bidding  would  be  an  invitation  to 
Medicare  to  create  a  new  bureaucratic  oversight  structure,  but  at  great  cost  for  little  potential 
return 

The  desire  to  implement  competitive  bidding  also  is  based  on  achieving  the  lowest  cost. 
A  structure  that  permits  low  bidders  to  offer  inferior  quality  at  below  market  prices  will  leave 
Medicare  patients  worse  off  and  will  cost  more  in  the  long  run.  No  competitive  bidding  program 
to  date  has  successfully  ensured  the  level  and  quality  of  support  and  service  essential  to  basic 
patient  care. 

We  object  to  the  use  of  competitive  bidding  for  these  purposes  because  of  its  very  poor 
history  under  other  health  plans.  Prior  governmental  experience  with  competitive  bidding  for  lab 
testing  has  been  poor.  As  HCFA  noted  in  explaining  its  concerns  about  competitive  bidding: 

Laboratories  might  knowingly  under  price  the  competition  in  order  to  win  a 
Medicare  contract,  even  if  they  know  they  will  be  unable  to  cover  their  costs  at 
the  bid  price  This  practice,  known  as  "low  balling,"  has  occurred  in  even  limited 
competitive  contracts  awarded  by  the  Air  Force  and  by  the  District  of  Columbia. 

Further,  we  are  concerned  that  competitive  bidding  will  not  ensure  quality  home  medical 
equipment  at  reduced  payment  levels.  In  fact,  it  could  curtail  the  access  to  home  medical 
equipment. 

A  study  by  the  General  Accounting  Office  (GAO)  found  no  administrative  cost  savings 
from  its  studies  of  competitive  bidding  for  carrier  services  in  Medicare  programs.  A  1986  GAO 
study  looked  at  seven  Medicare  pilot  projects  and  concluded  that  four  of  the  seven  lost  more 
money  than  they  saved.  GAO  found  that:  1 )  competitive  fixed-price  experiments  did  not 
demonstrate  any  clear  advantage  over  the  cost  contracts  already  in  use  to  administer  the  program 
and  2)  frequent  use  of  competitive  bidding  in  contracting  could  increase  Medicare  administrative 
programs,  and  would  increase  the  risk  of  poor  contractor  performance.. 

In  addition,  competitive  bidding  usually  reduces  competition  by  eliminating  other 
sources  of  supply  over  time.  Competitive  bidding  has  been  tried  for  home  medical  equipment 
and  subsequently  abandoned  in  a  number  of  states,  in  part  due  to  the  problem  of  implementation. 
The  complexity  of  dividing  the  entire  nation  into  muhiple  and  reasonably  size  service  areas  is 
daunting  Additionally,  few  suppliers  provide  all  possible  services  that  may  be  needed. 
Therefore,  special  care  would  need  to  be  taken  to  assure  that  the  full  range  of  services  could  be 


619 


provided  by  multiple  bidders.  Rural  communities  might  find  competitive  bidding  particularly 
adverse  to  their  interest. 

There  is  very  little  evidence  to  show  that  competitive  bidding  will  actually  save  money 
when  compared  to  other  reimbursement  tools.  In  fact,  under  the  competitive  bidding  structure 
for  oxygen  equipment  currently  used  by  the  Veterans  Administration,  there  is  wide  variance  in 
equipment  delivery  time  in  order  to  allow  the  contractor  time  to  service  a  large  geographic  area. 
Such  delays  are  expensive  and  burdensome  to  patients. 

Under  Medicaid  contracts  which  have  used  competitive  bidding,  a  number  of  service- 
related  problems  have  risen,  including  inadequate  patient  education  and  training  on  the 
equipment,  poor  follow-up  services  to  determine  if  the  patient  is  properly  using  the  equipment, 
irregular  equipment  checks  to  determine  if  the  equipment  is  still  properly  working,  and  delays  in 
repair  or  replacement  of  malfiinctioning  equipment. 

Health  Care  Fraud  and  Abuse 

HIMA  supports  strong  anti-fraud  and  abuse  legislation.  We  are  pleased  that  the 
Committee  is  considering  language  that  would  clarify  the  discount  exemption  to  the  anti- 
kickback  laws.  Discounting,  as  a  legitimate  marketing  practice,  actually  saves  the  system  money 
^  by  encouraging  competition.  HtMA,  along  with  other  device  and  pharmaceutical  manufacturers, 
endorse  the  attached  amendment  to  clarify  current  law.  ,  .         „.  .  .., 

However,  there  is  some  concern  with  expanding  the  current  fraud  and  abuse  statute  to 
private  pay  plans.  The  current  law  is  somewhat  unclear  and  should  be  revised  before  expanded 
so  that  legitimate  business  practices  are  not  inadvertently  prohibited.  With  this  in  mind,  HIMA 
supports  modifications  to  the  current  statute  including,  but  not  limited  to,  advisory  opinions, 
clarification  of  the  "should  have  known  standards,"  clarification  of  the  intent  standard  and  safe 
harbor  concept,  and  amending  the  "one  purpose  test'  to  substantial  or  primary  reason  for 
referrals.  A  coalition  known  as  the  Heahh  Industry  Initiative  (HII)  has  provided  the  committee 
with  a  complete  package  of  proposed  improvements  to  the  current  fraud  and  abuse  statute  We 
hope  that  the  Committee  will  consider  all  of  HII's  suggested  changes  as  it  debates  fraud  and 
abuse  legislation. 

Conclusion 

Thank  you  for  the  opportunity  to  testify  in  support  of  H.R.  1744,  "The  Advance  Medical 
Device  Access  Assurance  Act  of  1995"  and  provide  these  written  comments  on  home  care, 
competitive  bidding,  and  health  care  fraud  and  abuse. 
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PROPOSED  REVISED  DEFINITION  OF 
DURABLE  MEDICAL  EQUIPMENT 


Definition  of  home  medicaJ  equipment:  Home  medicaJ  equipment  includes  medical  devices, 
products,  and  deliver)-  support  systems  which: 

a)  Can  v,-ithstand  repeated  use  by  multiple  users,  multiple  use  by  a  single  user,  single  use 
by  single  user  (where  medically  necessar>'  to  insure  optimum  therapeutic  benefit)  and 

b)  Is  primarily  and  customarily  used  to  sen'e  a  medical  purpose  including,  but  not  limited 
to  prevention,  ueatment,  recover)-  or  rehabilitation  from  an  illness  or  injurs-,  and 

c)  Generally  is  not  useful  to  a  person  in  the  absence  of  an  illness,  injur>-,  or  disability 
arising  from  genetic  or  birth  defects  or  the  effects  of  aging,  and 

d)  Is  appropriate  for  use  in  a  home  or  other  residential  facilit>-. 

EXPLANATION 


The  definition  is  changed  to  rename  it  from  durable  medical  equipment  to  "home  medical 
equipment"  reflecting  current  usage  within  the  industr\-.  The  definition  should  be  expanded  to 
include  the  broad  spectrum  of  devices  tased  in  the  home  that  are  covered  by  Medicare.  The 
addition  of  the  words  "medical  devices,  products  and  deliver,  suppon  systems"  picks  up  items 
covered  under  the  medical  device  amendments,  products  such  as  mattresses  and  disposables, 
and  the  deliver,  suppon  systems  which  are  essential  to  the  proper  function  of  a  mechanical 
device  such  as  a  cannula  within  an  oxygen  concentrator. 

Equipment  is  used  in  different  types  of  scenarios.  The  repeated  use  by  multiple  users  is 
illustrated  by  rmriy  beneficiaries  renting  the  same  wheelchair  over  time  from  a  home  medical 
equipment  supplier's  rental  fieet.  The  multiple  use  by  a  single  user  occurs  when  a  patient 
uses  a  wheelchair  or  cane  many  times,  and  the  item  is  not  subsequently  re-rented.  By  virtue 
of  sarJtar>  requirements,  there  are  products  such  as  disposable  intravenous  pumps  that  should 
be  used  only  once  by  a  single  user.  Implantable  pumps  are  another  example  of  a  single  use 
by  a  single  user. 

The  medical  purpose  is  broadened  to  include  prevention  because  of  the  need  to  include 
products  that  reduce  health  care  costs  by  preventing  illness  and  injur.-  among  the  Medicare 
population.  For  example,  bathroom  safety-  products  and  wound  care  have  only  limited 
coverage  under  Medicare.  Everv  year  there  are  250.000  falls  in  the  bathroom  that  require 
hospitalization.  Most  oi  tnese  people  are  over  the  age  ol  bS.  These  falls  can  be  prevented  by 
bathroom  safet>  products  that  are  significantly  less  expei^ive  than  the  cost  of  a  hip 
replacement.  Wound  care  is  another  area  in  which  prevention  and  early  intervention  of 
pressure  ulcers  also  can  save  money.  Under  the  current  Medicare  law,  preventive  uses  of 
these  products  are  not  covered. 

Birth  and  genetic  defects  and  aging  are  added  to  the  definition  because  Medicare  currently 
doesn't  cover  home  medical  equipment  users  who  are  in  that  situation  because  of  these 
problems.  This  revised  definition  is  patterned  more  after  the  terms  used  in  the  "Americans 
with  Disabilities  Act".  This  revised  definition  will  mean  that  Medicare  would  reimburse 
patients  for  tools  that  allow  them  to  achieve  personal  dignit>  and  be  independent  of  requiring 
assistance  with  daily  living  activities. 

Finally,  other  residential  facilities  are  added  to  broaden  the  concept  of  home  because  these 
products  are  appropriately  used  in  these  other  residential  facilities  or  institutions. 
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PROPOSAL  TO  CLARIFY  ANTI-KICKBACK  LAW  PROVISION  FOR  DISCOUNTS 
Legislative  Change 

Amend  42  U.S.C.  Sec.  1320  a-7b(b)(3)(A)  to  read: 

A  discount  or  other  reduction  in  price  (including  reductions  in  price  applied  to  combinations 
of  items  and/or  services,  and  reductions  made  available  as  part  of  capitation,  risk  sharing. 
disease  management  or  similar  programs)  obtained  by  a  provider  of  services  or  other  entity 
under  Medicare  or  a  State  health  care  program  if  the  reduction  in  price  is  properly  disclosed 
and  appropriately  reflected  in  the  costs  claimed  or  charges  made  by  the  provider  or  entity 
under  Medicare  or  a  state  health  care  program.  Provided,  however,  that  where  an  entitv 
which  does  not  report  its  costs  on  a  cost  report  separately  claims  an  item  or  service  for 
payment,  and  pa\'ment  bv  the  Medicare  program  or  a  state  health  care  program  is  not  based 
on  actual  acouisition  costs,  then  a  price  reduction  on  the  item  or  service  may  be  properly 
disclosed  and  appropriately  reflected  bv  providing  fuU  and  accurate  information  concerning 
the  price  reduction  at  the  time  t.bp  value  of  the  reduction  is  known,  at  the  request  of  the 
Secretary-  or  a  State  agency. 

Conform  Safe  Harbor  Regiilations 

The  Secretary  shall,  within  sixty  days  of  the  enactment  hereof,  revise  the  Department's 
regulations  to  conform  with  42  U.S.C.  Sec.  1320a-7(b)(b)(3)(A)  as  amended  by  §  . 

Explanation  ... 

The  Committee  is  concerned  that  the  "discount"  exception  to  the  statute  as  currently 
interpreted,  and  the  "discount"  safe  harbor  regulation,  have  the  potential  to  impede 
implementation  of  commercially  reasonable  and  non-abusive  marketing  practices.  One  such 
practice  is  the  combining  for  discount  purposes  of  various  products  and/or  services  supplied  by  a 
company  to  a  provider.  Another  example  is  the  use  of  disease  state  management  programs,  where 
the  manufacturer  or  supplier  shares  financial  risk  with  the  provider  in  caring  for  the  patient.  A 
third  example  involves  the  provision  of  discounts  based  upon  purchase  volume  during  a  fijced  time 
period.  WTiile  these  arrangements  may  differ  from  pure  time-of-sale  price  discounts  on  a  single 
item  or  service,  they  are  appropriate  in  the  current  health  care  environment.  They  are  marketplace 
phenomena  developed  in  response  to  provider  and  payor  demands  for  more  cost-effective 
purchasing  options.  Under  these  circumstances,  the  manufacturer  or  supplier  is  simply  reducing 
price  based  on  sales  volume,  creating  efficiencies  through  the  breadth  of  its  product  line,  or 
developing  disease  management  guidelines  and  taking  some  risk  for  reducing  health  care  costs  for 
patients  treated  with  its  products.  Similarly,  the  provider  is  prudently  negotiating  arrangements 
which  represent  the  most^cost-efiective  means  of  providing  quality  patient  care.  The  Committee 
believes  that  these  arrangwnents  are  appropriate  and  create  no  potential  for  abuse  so  long  as  there 
is  adequate  disclosure  of  the  financial  parameters  of  the^e  arrangements  so  that  the  Medicare  and 
State  health  care  programs  are  able  to  ascertain  cost  data  for  purposes  of  revising  payment  rates 
and  are  able  otherwise  to  evaluate  the  impact  of  these  arrangements.  The  Committee  believes  the 
manufacturer  or  supplier  providing  the  discount  can  meet  its  disclosure  responsibility  by  informing 
the  buyer  of  the  existence  and  actual  amount  of  the  discount,  at  the  time  it  is  known;  similarly,  the 
pro\nder  can  meet  its  obligation  by  providing  this  information,  as  may  be  requested,  to  the 
Secretary  or  state  health  care  agency. 
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STATEMENT  OF  MAYO  FOUNDATION 


I 

Mayo  Foundation  Principles  for  Medicare  Restructuring 


1 .       The  Medicare  program  will  not  be  viable  without  major  changes  (see  attachment  for 
major  options  available).  Current  Medicare  spending  growth  levels  exceed  private 
sector  health  care  growth  levels,  despite  constant  ratcheting  downward  of  provider 
fees.  Fundamental  changes  are  needed  to  bring  Medicare  in  line  with  the  changes 
taking  place  in  the  health  care  system.  These  changes  must  allow  continued  access  to 
high  quality  care  for  senior  citizens,  and  foster  a  more  cost-effective  health  care 
system.  Regardless  of  the  options  chosen,  it  is  important  to  include  the  following  as 
essential  components  in  the  reform. 


2.  Patient  choice  is  a  fundamental  principle  that  must  be  enhanced  in  a  more  competitive 
Medicare  system.  Medicare  patients  should  have  the  opportunity  to  choose  from  the 
same  types  of  coverage  plans  that  are  available  in  the  private  market,  including  HMO, 
preferred  provider  organizations/point  of  service  plans,  and  open  panel/fee  for  service 
plans.  Reforms  should  not  create  state  or  geographic  barriers  to  patient  choice  of  plan 
or  provider,  nor  restrict  access  to  high  value  care. 

3.  If  private  insurance  or  vouchers  are  part  of  a  restructured  Medicare  system,  it  is 
essential  that  risk  adjustment  and  insurance  underwriting  requirements  be  developed  to 
assure  that  all  Medicare  beneficiaries  have  access  to  adequate  insurance  coverage. 

4.  Medicare  payments  must  be  more  standardized  across  the  nation,  decreasing  the 
significant  regional  payment  variations  that  currently  exist.  The  current  system 
penalizes  the  efficient  providers  of  health  care,  and  rewards  the  inefficient.  Medicare 
HMO  capitation  rates  should  not  mclude  education  and  disproportionate  share 
payments  in  the  formula,  but  these  payments  should  be  made  separately. 

5.  Funding  for  education  and  research  should  be  separated  from  patient  care  fimding. 
The  Federal  Government  should  create  a  separate,  independent  fimding  pool  for  these 
societal  benefits,  fimded  by  a  surcharge  on  all  health  plans  (including  Medicare). 
Funds  should  be  distribute  nationally  to  teaching  hospitals  and  other  organizations 
incurring  the  costs  of  these  education  and  research  programs. 
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LEGISLATIVE  OPTIONS  FOR  MFPTCARF 


Modify  present  government  program 

•  Increase  eligibility  age 

Reduce  benefits  >  , 

•  Increase  co-pays 

•  Means  tested  premium  increases 
Further  reduce  provider  payment 

Catastrophic  Plan/Medical  Savings  Accounts 

•  $3,000  deductible  for  all,  then  catastrophic  insurance  coverage 

•  Can  put  tax  free  dollars  in  "medical  savings  account"  to  pay  deductible 

Voucher  System  with  private  insurers 

Provider  voucher  to  all  seniors  (may  or  may  not  be  means  tested) 
Risk  adjust  voucher  amount 

Seniors  use  voucher  plus  their  own  dollars  to  purchase  private  insurance 
of  choice 

•  Government  coordinates  private  insurance  offering  (similar  to  Federal 
Employees  Health  Plan) 

•  Some  combination  of  the  above 
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FULL  TESTIMONY 
NATIONAL  ALUANCE  FOR  INFUSION  THERAPY 


The  National  Alliance  for  Infusion  Therapy  (NATT)  submits  this  testimony  to  the  Ways 
and  Means  Health  Subcommittee  for  the  record  of  the  hearings  held  by  the  Subcommittee  on 
July  19,  20,  and  25  regarding  Medicare  reform  and  budget  reconciliation  issues. 

NATT  is  a  national  association  of  providers  and  manufacturers  who  serve  patients  in  need 
of  home  infusion  therapy  and  other  home  care  services.  Home  infusion  therapy  is  life-sustaining 
treatment  for  people  suffering  from  a  variety  of  diseases  and  conditions,  including  cancer,  AIDS, 
infections,  severe  pain,  gastrointestinal  disorders,  and  many  others.  Appropriately  administered, 
it  is  far  less  expensive  than  comparable  care  in  an  inpatient  setting. 

We  are  pleased  to  discuss  Medicare  savings  and  reform  proposals  as  they  pertain  to  home 
infusion  therapy.  We  believe  that  the  Medicare  system  must  be  reformed  to  reflect  more 
accurately  the  way  health  care  is  delivered  today.  We  further  believe  that  Medicare's 
management  of  home  infusion  therapy  is  an  ideal  example  of  how  Medicare  has  fallen  far  behind 
the  private  sector,  to  the  detriment  of  its  beneficiaries. 

There  are  few  areas  that  are  more  illogical  and  self-defeating  than  Medicare's  policies 
toward  infusion  therapy.  Medicare  defines  home  infusion  therapy  wrongly,  and  as  a  result, 
cannot  cover  it  in  a  sensible  manner  or  ensure  that  its  beneficiaries  are  receiving  quality  care. 
We  would  be  thankful  if ,  as  a  result  of  this  legislative  process.  Medicare  is  reformed  so  that 
home  infusion  therapy  is  defined  properly.  If  that  occurs,  the  program  can  ensure  wise 
expenditures  for  home  infusion  then^y  and  quality  care  for  its  beneficiaries. 

To  better  understand  why  Medicare's  coverage  and  payment  policies  for  infusion  therapy 
do  not  work,  it  would  be  helpfiil  to  explain  briefiy  what  infusion  therapy  is  and  how  it  can  be 
dramatically  cost  effective  when  properly  provided. 

Drugs  are  administered  by  infusion  when  other  routes  of  adminisbration  are  not  possible, 
effective,  or  desirable,  or  when  a  sufficiently  rapid  thoapeutic  response  is  not  likely  to  be 
achieved.  In  the  case  of  parenteral  and  enteral  nutrition,  nutrient  solutions  are  administered  by 
infusion  when  the  patient  cannot  ingest  enough  nutrients  orally  to  maintain  adequate  weight  and 
strength. 

Infusion  therapy  has  been  provided  in  acute  inpatient  settings  for  several  decades.  The 
first  infusion  then^ies  introduced  into  the  home  setting  during  the  1970s  were  nutritional 
therapies  -  parenteral  and  enteral  nutrition.  In  the  mid-1980s,  antibiotic  therapy,  chemotherapy, 
pain  management,  and  other  therapies  were  added  to  the  spectrum  of  infusion  therapies  that  are 
commonly  provided  to  patients  in  their  homes.  Currentiy,  there  are  over  20  different  tiierapies 
being  offered  in  the  home  and  other  outpatient  settings,  and  Attachment  A  provides  a  summary 
of  the  most  common  therapies  and  the  clinical  indications  for  their  use.  Medicare  provides 
limited  coverage  of  infusion  therapy,  and  the  portion  of  Medicare  costs  attributable  to  home 
infusion  therapy  is  actually  small  in  relation  to  total  home  care  expenditures  and  extremely  small 
in  relation  to  the  total  program,  but  we  still  believe  that  it  is  an  area  that  warrants  serious 
change. 

The  use  of  home  infusion  therapy  grew  rapidly  in  the  mid-1980s  with  the  trend  to  release 
patients  from  the  hospital  at  earlier  stages  of  recovery  to  complete  treatment  in  the  home  or 
other  outpatient  settings.  In  response  to  this  trend,  a  new  type  of  home  care  provider  evolved, 
one  that  specialized  in  home  infusion  therapy  and  other  high-tech  home  care  services.  These 
providers  utilized  technological  developments  and  advancements  in  home  nursing  and  pharmacy 
practice  to  create  a  "hospital  witiiout  walls"  concept  of  home  care.  Compared  to  inpatient  care, 
home  infusion  therapy  saves  hundreds  of  dollars  per  day  in  hospital  "room  and  board"  costs, 
where  patients  are  properly  selected  for  home  treatment.  For  home  infusion  therapy  to  be 
successful,  howevOT,  nurses  and  pharmacists  must  collaborate  with  the  patient's  physician  to 
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carry  out  a  patient-specific  plan  of  care.  The  activities  of  these  professionals  are  described  in 
Attachment  B. 

In  many  respects,  home  infusion  therapy  is  a  genuine  success  story,  combining  the 
application  of  clear  incentives  by  the  government  with  the  technological  advances  of  the  private 
sector  to  offer  high-tech  care  to  persons  in  their  homes.  Medicare,  however,  does  not  see  it  that 
way.  As  far  as  Medicare  is  concerned,  home  infusion  therapy  does  not  really  exist,  at  least  not 
as  the  entire  clinical  community  understands  it.  Rather,  Medicare  persists  in  looking  at  infusion 
ni2l  as  the  provision  of  ther^y  but  as  the  delivery  of  products  and  equipment,  without  the 
accompanimait  of  medically  necessary  professional  services.  The  Health  Care  Financing 
Administration  (HCFA)  has  strenuously  avoided  all  efforts  to  regulate  home  infusion  therapy  in 
a  manner  that  would  reflect  accurately  how  it  is  provided.  As  a  result,  we  believe  that  HCFA 
has  missed  opportunities  to  reasonably  control  expenditures  for  this  benefit  without  reducing  the 
quality  of  the  care  provided  to  Medicare  beneficiaries. 

Instead,  HCFA  has  sought  to  control  infusion  therapy  by  grouping  it  with  the  delivery 
of  products  with  which  it  has  little  in  common.  Parenteral  and  enteral  nutrition  (PEN)  therapies 
are  covered  under  the  prosthetic  device  benefit  of  Medicare  Part  B,  while  other  infusion 
therapies  are  covered  at  carrier  discretion  under  the  durable  medical  equipment  benefit,  also 
under  Part  B.  Neitho"  benefit  explicitly  recognizes  the  professional  services  described  earlier. 
HCFA  interprets  both  baiefits  as  only  covering  drugs  or  nutrients,  supplies,  and  equipment  used 
in  the  provision  of  therapy.  Although  it  is  commonly  understood,  even  within  HCFA,  that  it 
is  the  nursing  and  pharmaceutical  services  that  enable  patients  to  receive  care  in  the  home  at  all. 
Medicare's  coverage  criteria  still  do  not  acknowledge  that  those  services  have  any  role  in  home 
infusion  therapy. 

A  natural  question  arises  at  this  point:  What  does  HCFA  gain  by  defining  home  infusion 
therapy  simply  as  the  delivery  of  products?  The  answer  is  simple  ~  short-sighted,  short-term 
cost  savings.  If  HCFA  can  cling  to  a  product-only  definition,  then  it  can  advocate  for  product- 
only  reimbursement,  even  when  it  is  clear  that  the  products  are  only  one  component  of  therapy. 
HCFA  can  thai  trim  the  current  payment  so  that  not  one  dollar  of  reimbursement  is  applied  to 
the  provision  of  services.  At  best,  this  position  is  simply  disingenuous,  and  at  worst,  it  is 
dangerous  for  patiaits  and  constitutes  a  poor  basis  for  the  creation  of  new  policies  to  guide  the 
future. 

This  has  resulted,  year  after  year,  in  a  tug  of  war  between  HCFA  and  home  infusion 
therapy  provides  over  HCFA's  proposed  cuts  in  reimbursement.  HCFA's  proposed  cuts  have 
variai  over  the  years,  but  they  would  all  accomplish  the  same  thing,  which  is  to  halt  any 
payment  that  may  possibly  reflect  the  provision  of  professional  services.  Each  time,  we  have 
suggested  alternative  cuts  that  we  believe  make  more  sense  and  do  not  threaten  patients,  and 
Congress  has  generally  responded  well  to  our  suggestions. 

This  year,  HCFA  is  again  suggesting  harmful  cuts  in  the  form  of  competitive  bidding. 
HCFA  has  be«i  testifying  before  Congress  that  it  wants  the  authority  to  competitively  bid  for 
certain  services  covered  under  Part  B  of  the  Medicare  program,  including  parenteral  and  enteral 
nutrition.  This  is  a  seriously  flawed  proposal,  and  we  believe  Congress  should  reject  it. 

It  is  clear  that  HCFA  and  other  advocates  of  Medicare  competitive  bidding  are  trying  to 
convince  Congress  of  its  merits  by  touting  the  "competitive"  nature  of  the  proposal. 
Unfortunately,  the  Medicare  competitive  bidding  proposal  is  nothing  like  the  competitive  bidding 
that  occurs  in  the  private  sector  every  day.  This  is  a  very  important  point  -  we  do  not  oppose 
competitive  bidding,  as  it  is  a  way  of  life  outside  of  the  Medicare  program.  What  is  being 
proposed  for  Medicare,  however,  will  do  little  more  than  drive  many  providers  out  of  business 
and  leave  the  market  to  the  providers  that  do  not  provide  good  quality  services  along  with  the 
products  they  deliver.  That,  we  hope  you  would  agree,  is  not  a  good  result  for  anyone, 
including  HCFA. 
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In  the  private  sector,  health  plans  that  use  the  competitive  bidding  approach  to  select 
providers  rely  on  one  or  more  of  the  following: 

♦  quality  standards  developed  by  the  health  plan,  or  as  an  alternative,  a  requirement 
that  all  eligible  providers  be  accredited  by  the  Joint  Commission  on  the 
Accreditation  of  Healthcare  Organizations; 

♦  a  clear  and  accurate  definition  of  the  therapy(ies)  in  question,  so  that  the 
providers  will  know  precisely  what  is  expected  of  them;  and 

^  some  means  of  measuring  outcomes,  so  that  the  health  plan  can  track  the  clinical 
effectiveness  of  the  participatmg  providers. 

None  of  these  mechanisms  would  be  in  place  for  the  Medicare  competitive  bidding 
system.  There  are  no  program  or  quality  standards  for  infusion  therapy,  because  these  are  Part 
B  therapies,  and  providers  are  not  subject  to  Medicare  conditions  of  participation.  As  noted 
above,  HCFA  persists  in  wrongly  defining  the  very  therapies  it  seeks  competitive  bids  on,  so 
that  the  winning  bid  will  be  limited  to  the  items  HCFA  recognizes  as  covered  under  PEN 
therapy,  and  would  exclude  the  professional  services  that  make  these  therapies  available  in  the 
home.  Finally,  there  is  no  outcomes  measurement  mechanism  at  all  in  place  for  Medicare,  so 
there  is  no  way  for  the  program  to  ascertain  how  its  beneficiaries  are  faring  under  this  new, 
untried  system. 

This  all  adds  up,  in  our  view,  to  a  recipe  for  disaster  for  patients  and  providers  alike. 
One  can  only  imagine  how  poorly  competitive  bidding  would  work  in  other  areas  if  the 
government  purposely  misdefines  what  is  being  bid  on.  For  example,  if  the  Department  of 
Defense  put  out  a  bid  for  a  new  fighter  jet,  and  explicitly  excluded  the  cost  of  the  engine  from 
the  bids  it  was  seeking  so  as  to  appear  to  be  "saving"  money  (at  least  on  paper),  the  Congress 
and  the  public  would  be  rightly  indignant  about  the  behavior  of  the  Defense  Department. 
HCFA's  competitive  bidding  proposal  warrants  the  same  reaction,  for  the  same  reasons.  We 
urge  Congress  to  reject  this  ill-considered  policy. 


Recommendations 

We  understand  the  need  to  reform  Medicare  and  find  needed  cost  savings  to  ensure  the 
solvency  of  the  program.  We  believe  there  is  a  sensible  way  to  achieve  this  for  home  infusion 
therapy  without  undermining  quality  and  competition,  as  HCFA's  competitive  bidding  proposal 
would  do. 

In  short,  our  proposal  is  to  rgdgfing  hqmg  infyyon  frgrapy  yndgr  Mgdigyg  \Q  mM^ 
professional  services.  We  are  not  seeking  any  reimbursement  increase  to  reflect  tiie  more 
accurate  definition.  In  fact,  pur  prpppg^l  wiU  allpw  HCFA  to  pay  fpr  prpfg^^ignal  sgrvicgs  gnly 
when  the  patient  needs  them  and  thus  save  money.  We  have  described  the  activities  of  nurses, 
pharmacists,  and  other  professionals  in  caring  for  patients.  However,  this  level  of  activity  is  not 
the  same  for  every  patient.  Some  patients  actually  may  est  need  services  from  their  home 
infusion  therapy  provider,  either  because  they  have  access  to  services  through  another  provider 
(nursing  home,  nursing  agency)  or  because  they  have  been  on  therapy  for  a  long  time  and  have 
grown  proficient  in  self-administering  their  treatmoit  However,  Medicare  payment  for  home 
infusion  therapy  currently  does  not  vary  according  to  wheth»  the  patient  is  receiving  services 
or  not. 

This  is  one  of  the  main  differences  between  Medicare  and  the  private  sector  as  far  as 
coverage  and  reimbursement  for  home  infusion  therapy  is  concerned.  Private  insurers  directly 
cover  services,  and  pay  for  them  according  to  the  needs  of  the  patient.  Medicare  pays  the  same 
for  every  patient,  regardless  of  what  the  patient  needs. 
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TTiere  are  several  ways  to  remedy  this  situation.  We  submit  three  options  for  your 
consideration: 

I.  One  option  is  within  the  context  of  the  broad  Medicare  reform  measures  under 
discussion,  where  b«ieficiaries  would  be  given  a  choice  among  several  alternatives  for 
health  care  coverage,  ranging  from  the  current  Medicare  fee-for-service  system  to  private 
sector  options  such  as  the  use  of  vouchers  and  managed  care.  We  would  simply  request 
that  for  all  beneficiary  options,  there  should  be  a  standard  definition  of  home  infusion 
therapy  that  includes  clinical  sendees,  drugs  or  nutrients,  equipment,  and  supplies.  We 
support  the  idea  of  moving  Medicare  beneficiaries  out  of  the  fee-for-service  system  into 
managed  care.  Even  if  that  happens,  however,  some  will  choose  to  stay  with  the  current 
system.  For  them,  the  definition  of  home  infusion  therapy  should  be  the  same  as  for 
those  who  choose  a  managed  care  option.  This  will  ensure  equity  for  beneficiaries  who 
stay  in  the  fee-for-service  segment  and  will  give  Medicare  the  same  ability  as  private- 
sector  insures  to  control  reimbursement  and  utilization  of  home  infusion  therapy 
services. 

n.  If  there  is  no  broad-based  reform  of  Medicare,  there  are  still  ways  to  improve  the  current 
fee-for-SCTvice  system.  A  second  option  is  to  make  a  definitional  change  within  the 
existing  coverage  of  home  infusion  ther^y.  As  stated  earlier,  home  infusion  therapy  is 
covered  under  the  prosthetic  device  and  durable  medical  equipment  benefits  of  Medicare 
PartB.  Congress  could  leave  infusion  therapy  within  those  coverage  niches  but  expand 
the  definition  of  the  therapies  to  accurately  reflect  the  clinical  services  in  addition  to 
^rygs,  nytiientj.  equipment,  and  sypplig?-  This  would  allow  the  program  to  develop 
payment  rates  that  reflect  varying  levels  of  service  intensity. 

m.  A  third  option  would  be  to  remove  coverage  of  home  infusion  therapy  from  the  prosthetic 
device  and  durable  medical  equipment  benefits  and  create  a  new  coverage  "niche"  for 
infusion  therapy  that  includes  clinical  services.  Only  tiiose  infusion  therapies  that  are 
currentiy  covered  by  Medicare  would  be  covered,  and,  as  in  the  second  option,  payment 
could  be  structured  so  that  Medicare  only  pays  for  services  when  patients  need  them. 

Any  one  of  the  three  options  described  above,  if  property  implemented,  would  decrease 
total  Medicare  expenditiires  for  home  infusion  tiierapy  and  bring  Medicare  in  Une  with  private- 
sector  reimbursement  of  home  infusion  therapy.  By  simply  acknowledging  that  the  services  are 
integral  parts  of  infusion  therapy,  HCFA  can  determLie  when  to  pay  for  Uiem  and  when  not  to 
pay  for  them  and  thus  control  cost  in  an  intelligent  manner. 

In  conclusion,  we  ask  that  Congress  reject  ill-conceived  and  anti-competitive  proposals 
such  as  HCFA's  competitive  bidding  system  in  favor  of  more  progressive  reforms.  For  home 
infusion  tiien^y,  tiiis  means  recognizing  the  therapy  for  what  it  is:  a  service-driven,  patient- 
specific  approach  to  home  care.  In  so  doing,  the  Medicare  program  can  realize  savings  without 
putting  beneficiaries  at  risk  and  doing  irrq)arable  harm  to  tiie  market.  We  appreciate  the 
opportunity  to  submit  testimony  to  the  Subcommittee,  and  we  hope  to  work  with  Congress  as 
it  undertakes  the  task  of  reforming  the  Medicare  program.  If  members  of  the  Subcommittee  or 
their  staff  have  any  questions  regarding  this  testimony,  please  contact  Alan  Parver  or  Jana 
Sansbury  at  (202)  347-0066. 
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ATTACHMENT  A 
TYPES  OF  HOME  INFUSION  THERAPY 


Drugs  are  administered  by  infusion  when  other  routes  of  administration  are  not  possible, 
effective  or  desirable  or  when  a  sufficiently  rapid  therapeutic  response  is  not  likely  to  be 
achieved.  In  the  case  of  parenteral  or  enter^  nutrition,  nutrient  solutions  are  administered  by 
infusion  when  the  patient  cannot  ingest  enough  nutrients  orally  to  maintain  adequate  weight  and 
strength. 

Clinically  speaking,  drug  administration  by  infusion  has  advantages  and  disadvantages. 
When  administered  by  infusion,  the  therapeutic  agent  is  completely  and  reliably  delivered  to  the 
bloodstream  and  is  therefore  immediately  available  to  the  body's  tissues.  In  addition,  large 
doses  can  be  administered  continuously,  thus  avoiding  tissue  damage  from  potentially  irritating 
drugs.  On  the  other  hand,  such  administration  carries  with  it  the  risk  of  systemic  infection  and 
venous  irritation.  Further,  certain  parenteral  drugs  can  cause  a  negative  reaction  if  they  are 
incompatible  with  the  patient  or  if  they  are  administered  too  rapidly.  In  such  cases,  the 
consequences  may  be  serious  and  even  life-threatening.  For  these  reasons,  patients  must  be 
carefully  screened  for  their  suitability  for  home  infusion  therapy. 

Typically,  most  home  infusion  therapy  is  administered  intravenously  (into  a  vein)  but 
many  other  routes  of  administration  are  feasible,  depending  on  the  therapy  and  other  clinical 
factors.  Whatever  route  is  chosen,  any  infusion  requires  two  basic  types  of  equipment:  (1)  a 
vascular  access  device  (usually  a  catheter)  through  which  the  drug  or  solution  enters  the 
bloodstream  and  (2)  an  infusion  device  (usually  a  pump  or  a  gravity  drip  system)  to  move  the 
solution  from  its  container  into  the  delivery  system  and  then  into  the  patient.  Technological 
advances  in  equipment  over  the  last  two  decades  have  played  a  major  role  in  making  infusion 
therapy  possible  in  the  home,  and  future  advances  should  continue  to  expand  the  range  of 
treatment  options  in  the  home  setting. 


Clinical  Indications  for  Home  Infusion  Therapy 

Home  infusion  therapy  is  used  to  treat  a  variety  of  medical  conditions.  A  few  of  the 
most  common  are  listed  below: 

•  Infections  of  many  kinds,  including  osteomyelitis,  cellulitis,  endocarditis, 
respiratory  infections,  urinary  tract  infections,  gynecologic  infections,  post- 
operative infection,  cytomegalovirus  infection,  cystic  fibrosis,  chorioretinitis, 
pneumonia  and  Lyme  disease.  Such  infections  can  be  treated  with  IV 
administration  of  antibiotics. 

•  Cancer,  including  bronchial/lung,  breast,  prostate,  colon,  recto-sigmoid,  kidney, 
ovarian  and  multiple  myeloma.  Cancer-related  pain  is  often  treated  with  home 
infusion  therapy  as  well.  Infusion  therapy  allows  precise  dosages  of 
chemotherapeutic  agents,  which  can  be  quite  toxic  if  administered  too  rapidly. 

•  Nutrition-related  problems,  such  as  Crohn's  Disease  and  enteritis, 
hypoglycemia/malnutrition  following  GI  surgery,  intestinal  obstruction,  short- 
bowel  syndrome,  smooth  muscle  disorders,  esophageal  cancer,  infantile  cerebral 
palsy,  and  stroke-related  conditions  such  as  dysphagia.  These  patients  require  IV 
administration  or  tube  feeding  of  nutrient  formulas. 

•  AIDS-related  conditions.  AIDS  patients  suffer  from  a  variety  of  opportunistic 
infections  and  conditions  associated  with  immune  deficiency  that  can  be  treated 
with  home  infusion  therapy.     Cytomegalovirus  infection,  chorioretinitis. 
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pneumonia,  anemia,  malnutrition  and  severe  pain  are  the  most  common.  Thus, 
AIDS  patients  may  receive  several  infusion  therapies,  including  nutritional 
therapy. 

•  High-risk  pregnancy.  Home  infusion  therapy  for  these  patients  usually  involves 
administration  of  tocolytic  drugs  such  as  terbutaline  to  prevent  premature  labor. 

•  Congestive  heart  failure.  These  patients  benefit  from  IV  administration  of  drugs 
such  as  dobutamine  to  help  strengthen  cardiac  function. 

•  Hemophilia.  Hemophiliacs  need  administration  of  agents  that  promote  blood 
clotting  (Factor  Vm,  Anti-Inhibitor  Coagulant,  Factor  IX  Complex). 

•  Thalassemia.  This  condition  is  caused  by  an  excess  of  iron  in  the  system  and  is 
treated  through  infusion  of  drugs  such  as  deferoxamine. 

•  Pituitaiy  dwarfism  and  other  growth  disorders.  These  patients  require  infusion 
of  human  growth  hormone  to  assist  in  their  growth  and  development. 

Types  of  Home  Infusion  Therapy 

Although  a  variety  of  infusion  therapies  are  currently  rendered  in  the  home,  the  most 
common  are  antibiotic  therapy,  chemotherapy,  pain  management,  parenteral  nutrition  and  enteral 
nutrition.  During  an  episode  of  illness,  most  home  infusion  therapy  patients  require  periodic 
administration  of  a  single  drug  or  nutrient  solution.  However,  some  patients  require  multiple 
drugs  or  therapies  concurrently.  For  example,  cancer  patients  suffering  from  severe  pain  and 
malnutrition  may  need  both  pain  management  and  parenteral  nutrition;  a  patient  with  a  serious 
infection  from  multiple  organisms  may  need  intravenous  infusion  of  multiple  antibiotics. 
Following  is  a  description  of  the  five  major  home  infusion  therapies. 

Antibiotic  Therapy.  Administration  of  antibiotics  to  treat  infections  is  the  infusion 
therapy  most  commonly  administered  in  the  home.  Some  of  the  conditions  treated  with  home 
antibiotic  therapy  are  listed  above.  Treatment  may  last  from  as  little  as  a  few  days  to  several 
months.  Patients  who  are  HTV  positive  and  who  have  developed  serious  opportunistic  infections 
often  require  treatment  for  significantly  longer  periods  of  time. 

Chemotherapy.  The  parenteral  administration  of  anti-neoplastic  or  anti-cancer  drugs  is 
intended  to  destroy  or  alter  the  growth  pattern  of  malignant  cancer  cells.  The  type  of  drug,  the 
frequency  of  administration  and  the  duration  of  therapy  depend  on  the  type  of  cancer,  the  extent 
to  which  it  has  spread  and  the  drug's  action  and  toxicity.  Some  patients  receive  chemotherapy 
once  a  week  for  up  to  six  weeks.  Others  receive  it  five  to  ten  consecutive  days  each  month. 
Still  others  are  treated  more  frequently  or  for  longer  time  periods.  Because  the  potential  dangers 
of  intravenous  chemotherapy  include  life-threatening  toxicity,  physicians,  nurses  and  pharmacists 
must  monitor  chemotherapy  patients  closely. 

Pain  Management.  Effective  pain  management  using  narcotics  can  alleviate  severe  pain, 
thereby  decreasing  anxiety  and  enhancing  the  quality  of  the  patient's  life.  Chronic  and  severe 
pain  may  be  caused  by  cancer,  neurologic,  orthopedic  or  certain  AIDS-related  conditions.  Home 
pain  management  enables  patients  to  leave  the  hospital  and  receive  therapy  in  the  comfort  of 
their  homes.  It  also  enables  terminally  ill  patients  to  spend  the  last  weeks  of  their  life  in  relative 
comfort  in  familiar  surroundings  with  family  and  loved  ones. 

The  frequency  of  administration  and  dosage  depend  on  the  medication  and  the  patient's 
response  to  the  medication.  Because  the  severity  of  pain  typically  fluctuates  over  the  course  of 
a  day,  pumps  that  allow  for  continuous  infusion  of  pain  medication,  as  well  as  bolus  "rescue" 
doses  that  tfie  patient  can  self-administer  up  to  a  maximum  dosage,  are  often  used. 

Parenteral  Nutrition.  Also  referred  to  as  intravenous  hyperalimentation  or  total 
parenteral  nutrition,  parenteral  nutrition  enables  patients  to  meet  their  daily  needs  for 
carbohydrates,  proteins,  vitamins,  minerals,  trace  elements,  fats  and  other  nutrients  through  a 
surgically  inserted  venous  catheter  or  other  vascular  access  device.  Parenteral  nutrition  is  often 
recommended  for  patients  with  malnutrition  resulting  from  Crohn's  disease,  short-bowel 
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syndrome,  bowel  obstruction,  severe  bums,  malabsorption  syndrome,  pancreatitis,  cancer, 
ulcerative  colitis,  and  AIDS-related  malnutrition.  The  common  element  of  these  indications  is 
that  the  patient's  digestive  system  does  not  permit  the  patient  to  absorb  nutrients  sufficient  to 
maintain  adequate  weight  and  strength. 

Parenteral  nutrition  formulas  are  designed  to  meet  a  patient's  specific  nutrient  needs;  the 
formulas  specified  in  the  physician's  prescription  are  compounded  by  a  pharmacist  in  a  special 
environment  designed  to  assure  sterility.  Clinical  and  laboratory  tests  are  performed  to  monitor 
the  patient's  response  to  therapy.  Parenteral  nutrition  may  be  administered  continuously 
throughout  the  day  or  cycled  over  a  prescribed  number  of  hours  each  day  (usually  overnight). 
Since  an  accurate  infusion  rate  is  essential,  an  infusion  pump  equipped  with  alarms  is  used  for 
administration. 

Enteral  Nutrition.  Enteral  nutrition  involves  tube  feeding  directly  into  the  patient's 
stomach  or  intestine.  Enteral  nutrition  therapy  is  appropriate  for  patients  whose  lower 
gastrointestinal  tract  functions  normally  but  who  are  unable  or  unwilling  to  swallow,  who  have 
a  gastric  obstruction  or  who  cannot  otherwise  ingest  adequate  amounts  of  food  and  fluids  by 
mouth.  Likely  causes  include  surgery  of  the  gastrointestinal  tract,  mechanical  obstruction  or 
malfunction  caused  by  a  malignant  or  non-malignant  disease,  a  comatose  state  or  Alzheimer's 
disease. 

Most  enteral  nutrition  patients  are  fed  through  a  nasogastric  or  smaller  feeding  tube.  The 
tube  is  inserted  through  the  nasal  passage  with  the  proximal  end  placed  into  the  patient's  stomach 
or  duodenum  by  a  physician  or  nurse  trained  in  such  insertions.  Often,  enteral  nutrition  patients 
needing  long-term  therapy  are  fed  through  gastrostomy  or  jejunostomy  tubes,  which  are  inserted 
through  a  surgical  incision  in  the  abdominal  wall,  with  the  proximal  end  placed  directly  into  the 
stomach  or  jejunum. 

Enteral  nutrition  therapy  formulas  or  solutions  ordinarily  are  premixed  by  the 
manufacturer.  They  may  consist  of  standard  dietary  ingredients  or  may  be  tailored  to  a  patient's 
speciAc  nutritional  requirements.  A  relatively  simple  pump  is  often  used  to  ensure  accurate 
delivery  of  the  formula. 
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ATTACHMENT  B 
DESCRIPTION  OF  PROFESSIONAL  SERVICES 


The  process  of  admitting  a  patient  to  home  infusion  therapy  begins  with  a  telephone  call 
from  a  physician,  hospital  discharge  planner,  home  health  agency,  case  manager,  or  payer. 
While  office  personnel  or  clinical  staff  can  take  referral  information  related  to  demographic  data 
and  insurance  information,  only  a  licensed  pharmacist  or  registered  nurse  can  receive  orders  for 
treatments  and  prescriptions. 

A  physician's  treatment  plan  for  the  patient  is  developed;  ideally,  this  should  be  a 
collaborative  effort  between  the  prescribing  physician  and  the  provider's  pharmacist  and  nurse. 
The  treatment  plan  is  patient-specific,  and  sets  forth  the  physician's  therapeutic  goals  and  desired 
regimen  of  care  for  the  particular  patient.  The  infusion  therapy  provider  develops  a  plan  of  care 
to  carry  out  the  physician's  treatment  plan.  Where  patients  require  multiple  therapies,  the 
provider's  plan  of  care  can  be  quite  complex  and  time-consuming  to  develop. 

A  clinical  nurse  specialist  conducts  an  initial  patient  assessment  to  determine  the  patient's 
suitability  for  home  infusion  therapy.  Normally,  the  nurse  interviews  the  patient  in  person  prior 
to  discharge  from  the  hospital,  and  visits  the  patient's  home  as  well.  The  assessment  includes 
an  analysis  of  the  home  environment  for  safety  and  appropriateness  for  care  delivery,  a  physical 
and  psychosocial  assessment,  review  of  the  patient's  medical  condition  and  current  medication, 
vascular  access  assessment,  and  a  summary  of  the  patient's  treatment  prior  to  the  home  care 
admission. 

The  home  infusion  staff  verifies  insurance  benefits,  and  contacts  case  managers  if 
necessary  to  discuss  service  needs  and  payment.  Often,  a  nurse  and/or  a  pharmacist  become 
involved  in  these  discussions.  Obviously,  the  absence  of  adequate  insurance  may  cause  the 
patient  to  decline  home  infusion  therapy;  likewise,  a  provider  will  be  reluctant  to  accept  an 
uninsured  patient  who  requires  costly  treatment.  However,  inadequate  or  nonexistent  insurance 
does  not  necessarily  preclude  a  patient  from  eligibility  for  home  infusion  therapy. 

Much  of  the  savings  from  home  infusion  therapy  are  attributable  to  the  fact  that  the 
patient  or  his/her  caregiver  are  trained  to  administer  the  therapy.  Nurses  provide  most  of  the 
patient  training  and  education,  although  sometimes  pharmacists  participate.  Training  is  often 
initiated  while  the  patient  is  hospitalized,  although  it  can  be  started  after  discharge.  With  some 
therapies,  patients  can  learn  the  necessary  procedures  in  one  or  two  training  sessions,  totalling 
about  2-4  hours.  On  the  other  hand,  a  parenteral  nutrition  patient  may  require  several  sessions 
totalling  up  to  10-12  hours  of  training.  Certain  patients  may  have  functional  limitations,  which 
diminish  their  ability  to  self-administer  the  therapy  and  to  change  equipment  and  drug  delivery 
systems.  The  training  regimen  depends  on  the  patient's  response  and  ability  to  learn  what  is 
required. 

Once  the  patient  is  trained  and  admitted  into  home  treatment,  the  provider  attempts  to 
establish  a  schedule  of  deliveries,  monitoring,  and  treatment.  The  preparation  of  drugs  and 
solutions  is  performed  by  a  pharmacist  (or  a  trained  technician  working  under  the  supervision 
of  a  pharmacist,  if  permitted  under  state  law).  Sterile  admixture  is  performed  under  a  laminar 
flow  hood  or  in  a  Class  100  clean  room.  The  pharmacist  verifies  the  order  received  from  the 
physician,  and  the  pharmacist  is  responsible  for  checking  the  medical  record  for  pertinent 
information  before  dispensing  the  prescribed  medication.  Information  such  as  previous  allergic 
reactions,  laboratory  tests,  appropriateness  of  the  treatment  for  the  disease  state,  and  potential 
drug  interactions  are  evaluated  prior  to  filling  the  prescription. 

The  patient  is  provided  with  the  equipment  required  to  administer  the  therapy,  and  a  one- 
week  allocation  of  supplies,  including  intravenous  catheter  supplies.  Supplies  and  equipment 
vary  depending  on  the  therapy  being  provided. 
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The  nurse  initiates  the  prescribed  therapy  during  the  initial  visit  to  the  patient's  home. 
The  patient  and/or  caregiver  subsequently  begin  to  administer  the  therapy,  and  perform  self- 
monitoring  activities,  at  prescribed  intervals.  In  the  first  week  of  therapy,  a  nurse  may  visit  the 
patient  daily  to  ensure  that  the  therapy  is  being  administered  properly  and  to  evaluate  the 
patient's  therapeutic  response  to  treatment.  In  addition,  the  pharmacist  and  nurse  are  available 
24  hours  a  day,  7  days  a  week  to  all  home  infusion  patients  to  respond  to  problems  or  questions 
as  they  arise. 

During  visits,  nurses  perform  on-going  assessments  and  technical  procedures  as  outlined 
in  the  plan  of  care.  They  assess  the  patient's  condition,  the  vascular  access  device,  the  drug 
delivery  system,  the  patient's  compliance  and  response  to  therapy,  their  psycho-social  adaptation 
to  home  care  and  their  satisfaction  with  the  services  they  have  received.  Additionally,  they 
perform  various  procedures  related  to  maintenance  of  the  access  device,  conduct  blood  sampling, 
insert  I.V.  catheters,  and  provide  further  training  to  the  patient  and/or  caregiver. 

Even  after  the  number  of  actual  patient  visits  may  decrease,  a  nurse  and/or  pharmacist 
communicates  regularly  with  the  patient  regarding  progress  and  problems.  During  visits  and 
through  other  communications  with  the  patient,  information  about  the  patient's  clinical  status, 
treatments  provided  and  the  patient's  responses  to  treatment  are  recorded  and  communicated  to 
other  practitioners,  providers,  and  the  primary  physician.  This  information,  along  with  the 
results  of  laboratory  tests,  is  reviewed  with  the  physician  during  periodic  reviews  of  the  plan  of 
care  to  determine  if  the  goals  of  care  are  being  met  and  whether  the  treatment  regimen  continues 
to  be  appropriate.  Typically,  it  is  during  communications  with  the  physician  that  changes  in 
medication  and  treatment  orders  are  received  by  the  provider. 

This  routine  continues  until  the  treatment  goals  are  met  and  the  patient  is  discharged  from 
service.  Often,  long-term  patients  become  quite  independent  and  adept  at  administering  the 
therapy,  thus  lessening  the  need  for  a  nurse  to  visit  on  a  regular  basis.  These  patients  still 
communicate  frequently,  however,  with  the  nurse  and  pharmacist  by  telephone. 
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STATEMENT  OF  THE  NATIONAL  RtJRAL  HEALTH  ASSOCIATION  TO  THE  HOUSE 
WAYS  AND  MEANS  SUBCOMMITTEE  ON  HEALTH,  PRESENTED  BY  CHARLOTTE 
HARDT,  MEMBER,   BOARD  OF  TRUSTEES,   JULY  20,  1995 

Chairman  Thomas  and  Members  of  the  House  Ways  and  Means 
Sxibcommittee  on  Health.  I  am  Charlotte  Hardt,  Associate  Director 
of  the  Eastern  Washington  Area  Health  Education  Center  at  the 
Washington  State  University  in  Spokane,  Washington.  I  am  a  member 
of  the  Board  of  Trustees  of  the  National  Rural  Health  Association 
(NRHA)  and  the  President  of  the  State  Association  Council  of  NRHA. 
The  National  Rural  Health  Association  appreciates  the  opportunity 
to  present  its  views  on  the  potential  impact  of  Medicare  on  rural 
health  care  delivery. 

The  National  Rural  Health  Association  membership  is  comprised 
of  small,  rural  hospitals,  community  and  migrant  health  centers, 
rural  health  clinics,  primary  care  physicians,  non-physician 
providers,  educators  and  other  rural  health  advocates. 

The  National  Rural  Health  Association  recognizes  the  urgent 
need  to  reduce  the  federal  deficit.  However,  as  you  begin 
deliberations  on  Medicare  reform,  we  believe  that  a  more  balanced 
approach  must  be  taken  to  recognize  and  address  the  health  care 
needs  of  American  citizens  living  in  rural  and  frontier 
communities. 

HEALTH  SYSTEMS  FINANCING  ISSUES  '  .  1 

The  National  Rural  Health  Association  believes  that  there  are 
two  major  issues  in  financing  health  systems  reform  that  must  be 
considered  as  you  debate  Medicare  reform.  These  are:  (1)  how  to 
finance  the  overall  system  and  (2)  how  to  pay  for  services  as  well 
as  reimbursement  focusing  on  the  patient/provider  relationship. 

Rural  providers  will  not  be  sustained  by  abruptly  reducing 
Medicare     with     draconian     cuts.  Rural     areas,      with  their 

disproportionate  nxunber  of  elderly,  will  suffer  inordinately  with 
any  decrease  in  Medicare  funding.  If  cuts  must  be  made,  a  well 
timed  phase-out  over  time  is  preferred. 

Achieving  savings  by  reducing  disproportionate  share 
reimbursement,  dropping  hospital  payment  updates,  eliminating  sole 
community  provider  status,  and  moving  towards  a  limited  capitated 
rate  could  put  rural  providers  in  financial  jeopardy. 

Rural  hospitals  followed  the  mandate  set  by  the  Congress  to 
reduce  expensive  inpatient  services  by  providing  more  services 
that  could  be  performed  on  an  outpatient  basis.  They  did  exactly 
what  the  Congress  sought  to  the  point  where  now  about  55  percent 
of  rural  hospitals'  Medicare  revenue  are  from  oucpatient  services. 

Yet,  rural  hospitals  will  find  that  reductions  in  outpatient 
services,  let  alone  reductions  in  the  hospital  updates,  will 
substantially  erode  their  financial  base,  causing  vital  services 
to  be  reduced  or  eliminated. 
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MEDICARE  HISTORICAL  BIASES 

It  is  clear  that  historical  biases  in  reimbursement  to  rural 
providers  exist  in  our  current  health  care  system.  Medicare  pays 
rural  providers  up  to  4  0  percent  less  than  their  urban 
counterparts  for  the  same  services.  Costs  for  those  services  in 
rural  communities  are  generally  higher  because  rural  providers 
cannot  take  advantage  of  economies  of  scale  and  many  other 
reasons . 

If  new  health  systems  are  based  on  historical  experiences, 
rural  providers  and  their  patients  will  be  put  at  further  risk  of 
losing  critical  health  care  resources  and  services.  The 
rural/urban  Medicare  differential,  reform  of  the  Medicare  wage 
index  and  adjusting  for  occupational  mix  are  reimbursement  issues 
that  have  had  a  negative  impact  on  delivery  of  care  in  rural 
communities . 

Rural  providers  are  paid  less  than  their  urban  counterparts . 
This  lower  reimbursement  rate  coupled  with  a  lower  utilization 
rate  translates  into  lower  Medicare  payments  on  behalf  of  Medicare 
beneficiaries.  This  situation  becomes  more  critical  as  the  trend 
moves  towards  greater  use  of  managed  care  services .  As  rural 
hospitals  have  already  driven  their  costs  down  in  order  to 
compensate  for  current  Medicare  discriminatory  payments,  there  is 
little  to  no  flexibility  left  in  their  budgets. 

The  National  Rural  Health  Association  recommends  that  the 
wage  index  reflect  the  price  of  labor  by  reimbursing  rural 
hospitals  with  a  fair  occupational  mix  adjustment. 

RSIMBURSING  PRIMARY  CARE  PHYSICIANS 

Biases  exist  in  the  historical  payment  to  rural  primary  care 
physicians.  The  Medicare  reimbursement  for  office  visits  are 
substantially  lower  than  the  cost  of  providing  the  services. 
Medicare  fees  simply  do  not  begin  to  cover  the  time  and  material 
that  it  takes  to  serve  rural  chronically  ill  elderly  residents. 
NRHA  is  concerned  about  the  Medicare  fee  schedule  structure  in 
that  widely  varying  geographic  schedules  would  continue  the 
inherent  biases  in  restrictive  payment  to  primary  care  providers. 

Moreover,  NRHA  is  concerned  with  the  reduction  in  fees  below 
current  levels.  Ultimately,  access  problems  will  arise  for  rural 
residents. 

The  National  Rural  Health  Association  believes  that  higher 
payments  for  primary  care  services  can  be  achieved  through 
reconfiguring  the  current  fee  schedule  to  a  single  conversion 
factor.  Moreover,  NRHA  supports  20  percent  bonus  payments  to 
primary  care  providers,  primary  care  physiciams,  nurse 
practitioners,  certified  nurse  mid-wives  emd  physician  assisteuits 
who  practice  in  health  professions  shortage  areas. 
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QRAPnATE  MEDICAL  EDUCATION 

Increases  in  incentives  for  primary  care  training  for  all 
disciplines  are  critical  to  rural  areas.  It  is  the  hope  of  the 
rural  constituency  that  greater  emphasis  on  quality  training  at 
rural  ambulatory,  hospital  and  non-hospital  sites  will  become  a 
recruitment  point  for  luring  primary  care  physicians  and  non- 
physician  providers  to  practice  in  rural  communities. 

NRHA  supports  direct  graduate  medical  education  reimbursement 
to  rural  ambulatory,  hospital  and  non-hospital  sites  and  paying  of 
local  providers  for  their  time  to  teach.  Further,  NRHA  supports 
up-w6lghting  direct  medical  education  aoid  indirect  medical 
education  payments  for  primary  care  residency  positions. 

LIVING  IN  ONE  RURAL  STATE 

One  pearl  of  wisdom  about  rural  areas  is   "if  you  have  seen 
one    rural    area,     you    have    seen    one    rural    area."        There  is 
incredible  diversity  in  the   rural   health  care  delivery  system. 
Take  for  example  Republic,   Washington.     Republic  is  a  mining  and 
timber  community  of  1055  people  near  the  Canadian  border. 

Through  the  support  of  a  public  hospital  district  tax, 
Republic  supports  Ferry  County  Memorial  Hospital,  a  25  bed 
facility,  with  11  acute  care  beds  and  4  swing  beds;  and  14  long 
term  care  beds.  The  hospital  recruits  providers,  pays  their 
malpractice  insurance,  has  emergency  room  service,  obstetrics 
services  (delivers  35-40  babies  annually) ,  home  health  agency, 
rural  health  clinic  and  provides  subsidized  housing.  For  the 
first  time  in  five  years,  the  hospital  has  realized  a  one  percent 
profit  margin. 

Ferry  County  Memorial  Hospital  is  the  last  Hill  Burton 
hospital  built  in  the  State  of  Washington.  It  closed  for  a  short 
time  about  six  years  ago  due  to  a  shortage  of  physicians .  Abrupt 
and  heavy  Medicare  cuts  would  have  devastating  consequences  on 
this  rural  community.  The  hospital  would  most  likely  close.  As 
an  employer,  the  economic  impact  of  the  closure,  coupled  with  the 
layoffs  in  the  timber  industry  would  be  disastrous.  Losing  the 
hospital  would  make  employees  who  are  already  in  high  risk 
occupations  more  vulnerable  if  an  emergency  situation  should 
arise. 

There  would  be  no  base  for  health  care  personnel . 
Physicians,  nurse  practitioners  and  physician  assistants  would 
leave  the  Republic  community  because  they  would  no  longer  be 
subsidized  by  the  provider  district.  Imagine  an  emergency 
situation,  during  ominous  weather  conditions,  where  the  ambulance 
must  drive  between  two  mountain  passes  to  meet  the  helicopter  to 
fly  a  patient  to  the  nearest  hospital.  In  good  weather,  the 
nearest  facility  is  a  1.5  hours  drive. 
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Let  us  look  at  yet  another  rural  community  in  Odessa, 
Washington.  This  community  of  1500  people  supports  the  Odessa 
Memorial  Hospital  through  heavy  property  taxes  of  $4/$100Q.  This 
tax  district  helps  to  subsidize  the  16  bed  hospital,  with  5  swing 
beds  and  23  long  term  care  bed  services,  home  health  services, 
rural  health  clinic  (serviced  by  a  physician  and  a  physician 
assistant) ,  and  assisted  living  apartments.  As  a  recruitment 
effort,  the  hospital  helped  to  pay  off  the  school  loans  of  a 
physician  before  she  started  to  practice  in  the  community. 

^.  ■  Odessa  Hospital,  along  with  a  hospital  in  Davenport, 
Washington,  which  is  about  55  miles  away,  contracted  with  county 
commissioners  to  take  on  the  public  health  functions  of  the 
county.  Efficiently  utilizing  scarce  resources  to  the  maximum, 
the  hospital  uses  the  nursing  staff  to  provide  the  public  health 
and  home  health  services.  Odessa       Memorial        Hospital  is 

surviving  on  a  very  narrow  margin. 

It  could  be  a  substantially  more  viadale  facility  if  the 
Congress  would  pass  an  alternative  facility  law.  This  would  be 
similar  to  the  model  in  Montana,  the  medical  assistance  facility 
demonstration  progreun  and  the  model  passed  by  the  Washington 
State  legislature.  An  alternative  facility  is  a  facility  that  is 
a  little  less  than  a  hospital,  yet  more  than  a  clinic.  The 
facility  would  allow  for  vertical  integration;  have  short  stay 
beds  for  observation  or  short  term  illness;  have  a  waiver  of  the 
hospital  staffing  requirements;  allow  emergency  room  coverage; 
probed}  ly  would  not  have  surgery  caped^ility/  other  theui  for 
outpatient  surgery;  would  do  low  risk  obstetrics;  could  be  staffed 
by  mid-levels,  nurse  practitioners,  certified  nurse  mid-wives  and 
physician  assistants;  and  allow  Medicare  compensation  for  facility 
charges  such  as  emergency  room  charges . 

This  kind  of  rural  community-based  health  care  system  could 
survive  as  an  integrated  entity,  without  all  of  the  excessive 
regulatory  requirements  now  burdening  some  rural  hospitals. 

MftNAGEP  CARE 

Major  changes  are  occurring  in  the  delivery  of  health  care 
services  in  many  parts  of  rural  America.  One  of  these  changes  is 
the  development  of  service  delivery  networks  with  a  managed  care 
component .  In  some  areas  large  urban-based  managed  care  networks 
are  expanding  into  rural  areas  and  contracting  with  local 
providers.  In  other  areas,  rural -based  managed  care  plans  have 
been  organized  at  the  community  level. 

The  Rural  Health  Policy  Board  of  the  NRHA  recently  developed 
a  white  paper  on  managed  care.  It  found  that  there  are  successful 
models  of  both  urban-based  and  rural -based  managed  care  models 
operating  in  rural  areas.  Rural  managed  care  plans  have  the 
potential  to  lower  the  cost  of  medical  care,  improve  the  quality 
of  care  and  help  sustain  the  local  health  care  system.  With 
managed  care  plans,  premium  costs  can  be  lower  because  the  primary 
care  physician  acts  as  a  coordinator  or  gatekeeper  in  the  referral 
of  patients  to  specialists.  Managed  care  plans  also  have  lower 
rates  of  hospitalization,  and  some  offer  financial  incentives  to 
provide  clinical  preventive  services. 
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Quality  of  care  may  be  improved  by  assigning  each  patient  to  a 
primary  care  practitioner,  thus  providing  a  "medical  home"  to 
everyone  enrolled  in  the  plan. 

Also,  since  many  rural  physicians  practice  in  relative 
isolation,  rural  managed  care  plans  sometimes  facilitate  a  greater 
sharing  of  information  among  physicians  through  utilization  review 
and  quality  assurance  activities. 

To  be  effective,  however,  these  activities  must  be  sensitive 
to  the  practice  environment  and  unique  conditions  (e.g.,  longer 
hospitals  stays  because  of  travel  distances  and  road  conditions) 
prevailing  in  rural  areas.  Moreover,  rural  essential  community 
providers  must  have  a  protective  status  to  keep  systems  in  place, 
or  they  will  be  cherrypicked  off  by  well  financed  managed  care 
organizations . 

Now  let  me  give  you  an  example  of  what  recently  happened  in 
Colfax,  Washington.  A  California  managed  care  organization  came 
into  Colfax  selling  a  Medicare  Medigap  policy  at  an  incredibly  low 
price.  There  was  a  big  promotion  of  the  product.  Then  the  rural 
elderly  residents  found  that  they  had  to  travel  one  hour  to  four 
hours  to  receive  this  nice,  cheap,  centralized  care.  What 
resulted  were  calls  from  the  elderly  residents  to  the  Colfax 
Hospital  administrator  complaining  about  having  to  drive  such  a 
distance  for  their  health  care  services. 

What  makes  this  so  interesting,  is  that  the  hospital,  nor  the 
providers  were  ever  consulted  or  invited  to  participate  in  the 
plan.  Now  the  hospital  administrator  is  negotiating  with  the 
managed  care  organization  to  allow  the  Colfax  community  provider 
hospital  organization  to  be  a  part  of  the  plan.  The  consequences, 
however,  are  that  the  cost  of  the  plan  to  the  elderly  will  rise 
significantly. 

The  National  Rural  Health  Association  has  made  a  number  of 
recommendations  regarding  a  managed  care  framework  that  assures 
high  quality,  affordable,  and  accessible  health  care  to  all  rural 
residents.  The  framework  includes  state  and  local  determination; 
consumer  choice;  strong  financial  incentives;  patient  protections; 
adequate  coverage;  and  provider  choice. 

ANTITRUST 

Antitrust  protection  is  essential  if  rural  areas  are  going 
to  be  able  to  play  on  that  level  field  we  keep  hearing  about.  The 
ability  of  the  providers  and  hospitals  to  unite  with  their 
community  to  form  their  own  organizations  that  can  negotiate  with 
managed  care  organizations  is  crucial  to  protecting  fragile  rural 
systems  that  have  been  painstakingly  built  up  by  rural  folks  to 
take  care  of  their  own. 
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When  a  community  such  as  Colfax,  with  its  five  physicians  and 
small  hospital,  forms  a  community  provider  hospital  organization 
(CPHO)  and  then  is  legally  challenged  by  large  state-wide  managed 
care  organizations  who  do  not  want  to  negotiate  with  them  as  a 
united  group,  something  is  wrong.  Rural  communities  are  trying  to 
further  reduce  their  extremely  low  costs  by  combining  management 
and  other  services  of  public  health,  home  health,  clinics, 
hospitals;  thereby  sharing  staff  and  reducing  administrative 
costs.  These  kinds  of  efforts  would  be  undertaken  by  more  rural 
communities  if  the  specter  of  antitrust  were  to  be  removed. 

As  you  can  see,  inherent  historical  biases  in  reimJoursement 
to  all  rural  providers,  coupled  with  a  fragile  health  care  system 
so  dependent  on  Medicare  reimbursement  because  of  the 
disproportionately  high  elderly  population  living  in  rural  and 
frontier  communities,  warrants  the  Congress  to  judiciously 
consider  any  Medicare  reform  policy  changes.  Consideration  must 
be  given  to  sustaining  and  allowing  reimbursement  for  alternative 
rural  health  care  systems.  Policies  that  shift  rural  residents, 
particularly  the  poor  elderly,  into  managed  care  plans  need 
special  attention  in  light  of  the  paucity  of  volume  to  sustain  the 
providers  and  the  paucity  of  providers  who  practice  in  rural 
areas . 

Rural  communities  are  leading  the  way  in  designing  innovative 
rural  health  care  delivery  systems  that  make  sense  for  their 
unique  health  care  needs .  As  you  begin  to  craft  Medicare  reform 
policy,  the  National  Rural  Health  Association  looks  forward  to 
working  with  you  to  assure  quality  health  care  services  for 
Americans  living  in  rural  communities. 
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STATEMENT  OF  ROBERT  J.  SCOTT 
SECRETARY/TREASURER 
OPPOSE 


JULY  20,  1995 
STATEMENT  OF  OPPOSE 

My  name  is  Robert  J.  Scott.  I  am  Secretary/Treasurer  of  - 
OPPOSE.  OPPOSE  is  a  Colorado  Corporation  formed  by  teachers,  fire 
fighters,  police  officers,  and  other  state  and  local  government 
employees  who  have  elected  not  to  join  the  Social  Security/Medicare 
system.  The  purpose  of  our  organization  is  to  assure  the  continued 
financial  integrity  of  our  members '  retirement  and  health  insurance 
plans  by  resisting  efforts  to  mandate  Social  Security  or  Medicare 
coverage  of  public  employees.  Our  members  are  found  in  Alaska, 
California,  Colorado,  Illinois,  Kentucky,  Louisiana,  Massachusetts, 
Minnesota,  Nevada,  Ohio  and  Texas.  With  respect  to  the  issue  of 
mandatory  Social  Security  and  Medicare  coverage,  the  interests  of 
OPPOSE  are  identical  to  those  of  the  approximately  five  million 
public  employees  throughout  the  nation  who  remain  outside  the 
Social  Security  system. 

BACKGROUND 

In  1986,  as  part  of  the  Consolidated  Omnibus  Budget 
Reconciliation  Act  of  1985  (  "COBRA"),  Congress  enacted  a  phase-in 
of  Medicare  coverage  of  state  and  local  government  employees  who 
were  outside  the  Medicare  system  by  requiring  mandatory  coverage  of 
newly  hired  government  employees.  In  every  year  since  the  adoption 
of  COBRA,  there  have  been  various  legislative  proposals  to  raise 
revenue  by  undoing  this  compromise  by  forcing  immediate  coverage  of 
all  state  and  local  government  workers.  It  has  been  estimated  that 
mandatory  Medicare  would  raise  about  $1.4  billion  per  year  in 
fiscal  years  1996-2000. 


MANDATORY  MEDICARE  COVERAGE  SHOULD  NOT  BE  ADOPTED 


I.    A  mandatory  Medicare  tax  would  be  regressive. 

I,  There  are  a  number  of  solid  reasons  for  adhering  to  the  COBRA 

1  compromise.  Perhaps  the  most  important  single  reason  is  the  impact 
V  on  the  people  who  would  be  affected.  The  last  several  years  have 
not  been  kind  to  teachers,  fire  fighters,  police  officers,  social 
workers  and  other  public  servants.  For  example,  a  recent  survey 
reported  in  the  November  4,  1994,  edition  of  USA  Today,  showed  the 
average  teacher's  salary  had  increased  by  only  two  percent  in  the 
I    last  year. 
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Family  income  for  those  in  the  middle  income  brackets  has 
been  virtually  stagnant  since  1977.  A  mandatory  Medicare  tax- 
imposed  now  on  middle  class  citizens  who  benefit  from  solid 
retirement  security  plans,  would  be  severely  regressive. 
Nationwide,  the  average  earnings  of  a  full  time  state  or  local 
public  employee  are  approximately  $30,700;  the  Medicare  tax  on  this 
amount  (1.45  percent)  would  exceed  $440.  (See  Table  A  for  a  state 
by  state  analysis.) 

Most  public  employees  fall  in  the  second  and  third  quintiles 
of  income.  These  are  families  whose  average  income  ranges  from 
about  $20,000  per  year  to  about  $32,000  per  year.  Studies  based 
upon  CBO  data  and  prepared  by  the  U.S.  House  of  Representatives 
Ways  and  Means  Committee  staff  indicate  that  many  of  these  families 
actually  lost  ground  during  the  period  1977  through  1989  or,  at 
best,  have  progressed  only  minimally.  For  example,  the  second 
quintile,  those  between  the  20th  and  40th  percentiles  in  terras  of 
average  family  income,  actually  lost  about  1.7  percent  in  after-tax 
income,  measured  in  constant  dollars,  during  this  thirteen  year 
period.  Those  in  the  third  quintile,  between  the  40th  and  60th 
percentiles  in  average  family  income,  fared  somewhat  better,  but 
still  realized  income  growth  of  less  than  half  a  percent  per  year, 
uncompounded,  throughout  this  period.  Federal  income  tax  rates,  as 
a  percentage  of  pre-tax  income,  actually  increased  slightly  for  the 
fourth  quintile  income  group.  (For  the  third  quintile  income  group 
federal  tax  rates  were  essentially  unchanged.) 

Against  this  background,  a  proposal  to  impose  a  new  Medicare 
tax  on  approximately  2.0  million  middle  class  public  employees  is 
hard  to  justify.  Some  of  these  employees  may  have  decided  to 
remain  in  public  service  in  part  because  of  the  deal  that  was  made 
in  1986.     It  would  not  be  fair  to  renege  at  this  point. 

For  many  public  employees,  mandatory  Medicare  would  mean  the 
difference  between  barely  making  it,  and  falling  deeper  into  debt. 
For  example,  in  Illinois,  the  average  teacher's  salary  is  $40,618, 
while  average  expenses  equal  about  $700  more  than  this.  The 
resulting  deficit  must  be  borrowed  or  offset  by  tightening  an 
already  lean  allowance  for  entertainment  and  personal  care. 
Mandatory  Medicare  would  impose  an  addition  burden  of  almost  $600. 
Nationwide,  this  dilemma  is  fairly  typical  for  public  employees. 
The  people  who  would  be  affected  simply  cannot  withstand  this  kind 
of  hit  without  serious  effects  on  their  middle  class  lifestyle. 


II.  Mandatory  Medicare  coverage  of  middle  class  public  employees 
now  outside  of  the  Medicare  system  will  do  little  to  improve  the 
fiscal  soundness  of  the  system. 

The  HI  Trust  Fund  is  currently  in  trouble.  Most  estimates 
indicate  that  the  Trust  Fund  will  run  out  of  money  in  about  the 
2002.   Thereafter,  if  no  changes  occur,  the  situation  will  continue 
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to  deteriorate.  The  two  principal  reasons  for  these  problems  are- 
(1)  the  escalating  cost  of  providing  health  care,  well  above  the 
rate  of  inflation.  In  the  last  several  years  this  situation  has 
improved,  but  the  basic  problem  remains;  and  (2)  there  is  also  the 
aging  of  the  general  population. 

Suggested  solutions  to  these  problems  have  been  wide  ranging. 
Many  have  suggested  incentives  for  managed  care.  Others  have 
looked  at  limiting  payments  to  providers.  Increasing  the 
eligibility  age  for  Medicare  has  been  suggested  by  some.  Still 

i  others  want  to  give  the  states,  or  individuals,  much  more 
I     flexibility  in  how  they  select  health  care  providers  (for  example, 

through    a    voucher    system) ,    partly    to    provide    incentives  for 
Medicare  beneficiaries  to  hold  costs  down,  and  partly  to  preserve 
jl     the  right  of  patient  choice.    Very  few  favor  increased  taxes. 

Most  people  agree  that  it  would  be  wise  to  take  action  in  the 
near  future  to  bring  the  HI  Fund  into  long  term  balance.  The 
I     reasoning  is  that  the  sooner  we  take  action,  the  less  painful  the 
I     measures  will  have  to  be.  Politically,  however,  this  means  a  trade 

I     of    short    term    pain    for    long    terra    gain  always    a  difficult 

proposition. 

Whatever  solutions  are  adopted,  mandatory  Medicare  should  not 
I     be  one  of  them.     Balancing  out  Medicare  will  require  hundreds  of 
«l    billions   of   dollars.      Coverage   of   state   and   local  government 
employees  has  been  estimated  by  the  Congressional  Budget  Office 
between  now  and  the  year  2000  to  raise  a  little  over  $7  billion. 
Even  this  estimate  may  be  optimistic.    By  the  year  2000,  only  about 
25    percent    of    the    employees    originally   grandfathered    out  of 
!     Medicare  will  still  be  working  for  their  government  employers. 
After  the  year  2000,  when  the  HI  Trust  Fund  becomes  actuarially 

ii  Insolvent,  revenues  from  mandatory  Medicare  continue  to  fall  off, 
eventually  declining  to  virtually  nil  sometime  within  the  first 
decade  of  the  next  century. 

If  states  were  forced,  by  mandatory  Medicare,  to  raise  current 
wages  of  employees  in  order  to  retain  them,  the  increased  state 
taxes  required  to  pay  these  wages  would,  of  course,  be  tax 
deductible  for  citizens  of  the  state,  thus  reducing  current  federal 

^     revenues  to  some  extent.      For  all  of  these  reasons,  mandatory 

I     Medicare  will  not  alleviate  the  problem. 

|!  III.  Mandatory  Medicare  would  further  handicap  the  ability  of 
!     state  and  local  governments  to  provide  needed  services.    Those  who 

are  most  dependent  on  government  services  as  a  safety  net  would  be 

most  affected. 

I  The  effects  of  mandatory  Medicare  coverage  on  state  and  local 

governments  would  be  severe.    Many  states,  including  states  which 

(  would  be  among  the  most  adversely  affected  by  mandatory  Medicare 
coverage,  are  already  suffering  under  federal  mandates  which  they 
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cannot  afford,  or  which  must  be  financed  by  sacrificing  other,  much 
needed,  programs. 

In  Illinois,  the  state  legislature  worked  much  of  1993  to 
prevent  a  total  shut  down  of  the  Chicago  school  system  which  must, 
by  law,  have  a  balanced  budget.  In  Michigan,  it  remained  in  doubt 
for  many  months  whether,  or  how,  the  state  school  system  would  be 
funded  beginning  with  the  1994  school  year. 

A  July  30,  1993  article  in  The  Washington  Post  described  some 
of  the  problems  which  have  been  created  for  state  and  local 
governments  by  unfunded  federal  mandates.  California,  for  example, 
was  forced  to  reduce  funding  for  primary  and  secondary  public 
education  by  15.6  percent. 

According  to  reports  recently  issued  by  organizations  of  state 
and  local  governments,  unfunded  federal  mandates  or,  more 
generally,  actions  of  the  federal  government  to  push  costs  downward 
to  the  states,  are  the  number  one  problem  for  state  and  local 
officials.  [See  The  State  of  America's  Cities,  January  1994, 
published  by  The  National  League  of  Cities;  The  Fiscal  Survey  of 
the  States,  October  1993,  published  by  the  National  Governor's 
Association  and  the  National  Association  of  State  Budget  Officers.] 

Largely  because  of  federal  cost  shifting,  thirty-two  states 
increased  tuition  for  higher  education.  Twelve  states  imposed  new 
Medicaid  restrictions.  Maryland,  Montana,  Nevada,  Ohio,  and  South 
Carolina  had  budget  cuts  which  exceeded  three  percent  of  their 
fiscal  1993  general  fund  expenditures. 

Mandatory  Medicare  would  only  worsen  the  situation  for  state 
and  local  governments.  (See  attached  Table  B  for  a  state-by-state 
cost  analysis.)  For  example,  California  would  have  a  first  year 
cost  of  almost  $250  million.  Texas,  Illinois,  Ohio,  Louisiana  and 
Massachusetts  would  also  face  substantial  burdens. 


IV.  Mandatory  Medicare  can  not  be  justified  on  the  theory  that  it 
would  benefit  the  affected  employees. 

Some  have  argued  that  public  employees  would  actually  benefit 
by  receiving  Medicare  coverage.  The  response  to  this  concern  is 
simple:  if  public  employees  wanted  Medicare  coverage,  they  would 
be  asking  for  it.  Since  passage  of  COBRA,  local  jurisdictions  have 
had  the  option  of  joining  the  Medicare  system  without  also 
participating  in  the  Social  Security  system.  In  short,  if  Medicare 
coverage  were  desirable,  employees  would  certainly  bring  pressure 
to  bear  upon  their  employers  (which  are,  after  all,  elected 
governments)  to  adopt  it.  In  fact,  the  opposite  Is  true;  far  from 
clamoring  for  Medicare  coverage,  public  employee  groups  are 
vehemently  opposed  to  efforts  to  impose  these  programs  upon  them. 
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They  do  not  need  the  federal  government  to  provide  these  programs 
"for  their  own  good." 

V.  Mandatory  Medicare  coverage  of  the  employees  who  were 
"grandfathered"  outside  the  system  by  COBRA  would  create  a  variety 
of  problems  that  were  avoided  by  COBRA'S  compromise  position. 

Some  state  and  local  governments  have  health  plans  In  place 
for  their  employees.  Including  retirees.  Adjustment  of  these  plans 
to  take  care  of  Medicare  coverage  for  existing  employees  would 
create  an  overwhelming  task,  or  would  result  In  the  abandonment  of 
these  plans.  While  the  phase-In  provision  adopted  In  COBRA  affects 
the  health  benefits  and  take  home  pay  of  Individuals  at  the  time 
they  commence  employment,  mandatory  Medicare  for  all  employees 
would  displace  benefit  programs  that  Individuals  have  enjoyed.  In 
some  cases,  for  many  years,  and  would  reduce  the  amount  of  take 
home  pay  they  have  come  to  expect.  Abandonment  of  the  careful 
compromise  adopted  In  COBRA  would  unfairly  disappoint  the 
expectations  of  millions  of  public  workers. 

For  all  of  these  reasons,  mandatory  Medicare  coverage  of  all 
state  and  local  government  employees  should  be  squarely  rejected. 

Thank  you  for  allowing  me  the  opportunity  to  present  the  views 
of  OPPOSE. 
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January  1995 

ANNUAL  COST  TO  STATE  AMD  LOCAL  GOVERNMEHT  EMPLOYEES 
OF  MANDATORY  COVERAGE  OF  ALL  EMPLOYEES 

Annual  Salary  of  Annual  Tax  Incraaa* 

Staf  Average  Public  Emplcyee/1       Resulting  FroB  tha  Propoaal/2 


Alabama 

S  23,616 

f  342 

Alaska 

40,956 

594 

Arizona 

30,048 

436 

Arkansas 

22.704 

329 

California 

39,744 

576 

Colorado 

31,104 

451 

Connecticut 

3S,460 

558 

Delaware 

30,744 

446 

District  of  Columbia 

38,100 

592 

Florida 

27,264 

399 

Georgia 

23,976 

348 

Bowail 

31,932 

463 

Idaho 

24,600 

397 

Illinois 

31,980 

464 

Indiana 

27,480 

399 

Iowa 

28,716 

416 

Kansas 

29,812 

374 

Kentucky 

25,356 

368 

Louisiana 

23,364 

339 

Maine 

26,592 

386 

Maryland 

34,008 

493 

Haasacbusetts 

32,832 

476 

Michigan 

39,652 

917 

Hlnnesote 

33,420 

489 

Mississippi 

20,700 

300 

Missouri 

25,380 

368 

Montana 

25,080 

364 

Nebraska 

26,340 

382 

Nevada 

33,144 

481 

New  Haopahir* 

29,328 

429 

New  Jersey 

36,876 

539 

New  Mexico 

24,132 

390 

New  York 

37,752 

547 

North  Carolina 

26,220 

380 

North  Dakota 

27,036 

392 

Ohio 

29,820 

432 

Oklahooa 

23,412 

339 

Oregon 

31,212 

493 

Pennsylvania 

31,704 

460 

Rhode  Island 

33,912 

492 

South  Carolina 

24,216 

391 

South  Dakota 

23,400 

339 

Tennessee 

24,564 

356 

Texaa 

29,980 

377 

Utah 

29,896 

379 

Veraont 

28,284 

410 

Virginia 

27,660 

401 

Washington 

32,992 

478 

Weet  Virginia 

23,880 

346 

Wisconsin 

33,048 

479 

Wyoaing 

29,872 

379 

1  /  The  Bost  recant  data  available  waa  obtainad  froa  the  U.S.  Boraan  of  the 
Census,  Public  Eaployaent  1992  -Oovemaaot  Baployasnt  (Seriea  oi-92-l) 

at  10. 

2  /  The  aaoont  of  the  new  Madlcara  tax  is  derived  by  oultiplying  the  average 
nployee's  salary  by  1.49  pereant. 
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Testimony  of  Valeriano  Alicea-Cruz,  M.D. 
President,  Puerto  Rico  Medical  Association 

Before  the  Subcommittee  on  Health 
of  the 

Committee  on  Ways  and  Means 
July  20,  1995 

Introduction^ 

Thank  you,  Mr.  Chairman  and  members  of  this  Sub-Committee,  for  the  opportunity  to 
testify  before  your  committee  on  behalf  of  the  physicians  of  the  Commonwealth  of  Puerto  Rico. 
We  are  proud  to  be  the  only  state  medical  society  that  endorsed  the  Medicare  law  (Law  89-97) 
back  in  1965.  In  1967  we  testified  to  this  same  Committee  and  the  Finance  Committee  of  the 
Senate  with  the  intent  that  the  amendments  to  the  Social  Security  Act  (HR-5710  and  HR-12080) 
would  establish  the  Medicare  Program  in  Puerto  Rico  at  the  same  time  as  in  the  mainland.  The 
Puerto  Medical  Association  was  also  crucial  in  the  implementation  of  Medicaid  Program  by  the 
local  government.  Since  the  creation  of  our  Association  in  1902  we  have  continued  working 
according  to  the  social  justice  ideal,  which  is  inherent  in  this  program,  evidenced  by  the  fact  that 
97  %  of  all  physicians  in  Puerto  Rico  accept  the  assignment  from  Medicare  without  any  external 
coercion. 

Present  stams  of  Medicare  in  Puerto  Rico: 

A  December  1994  study,  "Analysis  of  Medicare's  Geographical  Practice  Cost  Indexes  and 
the  Geographic  Adjustment  Factor  for  the  Commonwealth  pf  Puerto  Rico",  by  Lewin-VHI  Inc. 
demonstrates  that  the  GAF  applied  by  HCFA  to  Puerto  Rico  is  wrong  because: 

•  It  does  not  estimate  the  value  of  physician's  time  directly, 

•  It  does  not  estimate  physician's  office  rent  directly, 

•  It  does  not  reflect  tlie  need  to  increase  health  care  nonphysicians  wages  due  to  the  application 
of  the  1 992  minimum  wage  law. 

It  does  not  take  into  account  the  higher  shipping  costs  for  medical  supplies  and  equipment 
incurred  by  physician's  in  Puerto  Rico, 

•  It  incorrectly  found  that  Medicare  premiums  remained  then  same  when  in  effect,  insurance 
premiums  in  Puerto  Rico  rose  at  an  average  anual  rate  of  5.9  percent. 

The  low  GPCI's  applied  to  Puerto  Rico  arises  from  the  fact  that  HCFA  did  not  consider  true 
economic  reality  in  our  region: 

1 .  High  cost  of  living  in  Puerto  Rico  as  compared  with  the  mainland, 

2.  Difference  in  the  mix  of  professionals  education  between  Puerto  Rico  and  the  main 
stream  of  the  mainland, 

3.  Real  cost  of  rent, 

4.  Changes  in  the  salaries  of  non-physicians  due  to  the  dramatic  reform  and 
privatization  of  health  services  in  Puerto  Rico, 

5.  Transportation  costs  which  affect  Puerto  Rico  and  not  the  mainland,  and 

6.  Re-classification  of  physicians  that  has  changed  the  cost  of  malpractice  insurance. 

For  said  reason  the  Puerto  Rico  Medical  Association  requests  that  the  GPCI's  for  Puerto 
Rico  be  re-evaluated.  This  request  is  based  on  the  following  reasons: 

•  The  people  of  Puerto  Rico  are  United  States  citizens  who  pay  full  Social  Security  taxes 
since  1953,  and  are  covered  by  Medicare. 

•  Low  Medicare  Part  B  payments  affect  the  income,  not  only  of  physicians,  but  also  of  other 
health  care  professionals,  which  in  turn  has  an  effect  on  the  quality  of  health  care. 
Medicare  providers  in  Puerto  Rico  receive  paymetns  equal  to  79.4  percent  of  the  average 
payment  across  the  nation. 

A  re-adjustment  of  the  GPCI's  will  benefit  health  care  services  in  Puerto  Rico,  not  only 
for  the  elderly,  but  for  the  rest  of  the  population. 

Reduced  Medicare  payments  adversely  affect  the  incomes  of  physicians  and  health  care 
workers  in  Puerto  Rico.  However,  Medicare  Part  B  reimbursements  to  physicians  in  Puerto  Rico 
are,  in  the  long  run,  not  merely  a  matter  of  the  incomes  of  physicians  and  the  incomes  of  other 
health  care  workers.  A  policy  which,  in  effect,  consistently  reimburses  Puerto  Rico's  physicians 
at  lower  rates  than  physicians  in  other  geographic  regions  for  the  same  services,  when  those  lower 


647 


Testimony  of  Valeriano  Alicea-Cnu,  M.D. 
President  Puerto  Rico  Medical  Association 
Before  Subcommittee  on  Health  of  the 
Committee  on  Ways  and  Means 
July  20,  1995 

reimbursement  rates  do  not  properly  reflect  underlying  cost  differences,  will  eventually  result  in 
fewer  physicians  and  less  access  to  health  care  for  the  people  of  Puerto  Rico.  This  will  adversely 
affect  the  welfare  of  both  Medicare  and  non-Medicare  patients  in  Puerto  Rico. 

Recommendations: 

Puerto  Rico  GPCI's  need  to  be  re-evaluated  in  accordance  to  the  real  cost  of  our  medical 
services  and  Puerto  Rico  must  be  compared  with  an  area  that  is  similar  in  costs,  for  example  the 
neighboring  Virgin  Islands.  No  matter  what  formula  or  formulas  are  accepted  for  the  survival  of 
the  Medicare  Program,  the  treatment  for  Puerto  Rico  must  be  on  equal  basis  as  in  the  mainland. 

We  agree  with  the  following  recommendations  made  by  the  American  Society  of  Internal 
Medicine  (ASIM): 

1.  Increase  the  eligibility  age  for  Medicare  to  align  it  with  the  elegibility  for  Social 
Security. 

2.  Increase  the  amoimt  contributed  by  the  upper  income  beneficiaries  to  fmancing  the 
Medicare  System. 

3.  Apply  the  Part  B  coinsurance  to  home  health  services. 

4.  Include  in  taxable  income  the  value  of  health  insurance  benefits  beyond  a  set  value  of 
insurance  premium. 

5.  Limit  the  disproportionate  hospital  share  (DSH)  payments  only  to  those  facilities  that, 
in  fact,  rare  for  a  disproportionate  share  of  Medicare  patients. 

6.  Increase  federal  excise  taxes  on  alcohol  and  tabacco  if  the  revenues  from  the  changes 
identified  above  prove  inadequate  to  finance  an  appropiate  leve  of  benefits. 

7.  Create  a  national  all-payor  funding  pool  for  GME  (Graduate  Medical  Education). 

8.  Increase  the  direct  GME  weighting  factor  for  general  internal  medicine  and  other 
primary  care  residency  positions  while  decreasing  the  factor  for  others. 

9.  Create  a  private  sector  physician  workforce  planning  initiative. 

10.  Apply  risk  adjustments,  such  as  severity  of  illnes,  in  setting  payments  to  risk  contracting 
plans. 

1 1 .  Broaden  managed  care  choices  for  beneficiaries  to  include  HMO's  with  POS  (point  of 
service)  and  PPO  (preferred  provider  organizations),  instead  of  limiting  participation 
only  to  health  plans  that  require  beneficiaries  to  obtain  services  from  contracted 
physicians  and  other  providers. 

12.  Require  that  beneficiaries  be  provided  comparative  information  concerning  all  Medicare 
risk  contracting  plans  that  are  available  to  them. 

13.  Mandate  reasonable,  non  punitive  increases  in  premiums  and  other  cost  sharing  for 
beneficiaries  who  choose  to  remain  with  the  traditional  fee-for-service  Medicare 
program. 

We  also  agree  with  the  following  recommendations  that  we  have  evaluated  from  different 
sources: 

1.  Limit  payments  to  Hospital  physicians  whose  costs  far  exceed  115%  of  the  National 
Median. 

2.  Transfer  post-acute  care  decisions  from  the  Government  to  the  Private  sector  by 
bundling  the  Hospital  payment. 
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Y  ^^^^S^Mkii^d^mMks  R.  MODICA.  J.D..  CHANCELLOR 
ST.  GEORGE'S  UNIVERSITY  SCHOOL  OF  MEDICINE 
GRENADA.  WEST  INDIES 

Mr.  Chairman  and  members  of  the  subcommittee,  thank  you  for  the  opportunity 
to  present  the  views  of  St.  George's  University  School  of  Medicine  on  budget 
reconciliation  and  Medicare  issues. 

Since  its  founding  in  1976,  -over  2000  students  have  graduated  from  St.  George's 
with  degrees  in  medicine.  Many  of  these  students  are  U.S.  citizens  who  come  from 
tax-pa}ring  families.  Because  of  the  quality  of  education  received  by  students  at  St. 
George's,  fully  one-third  of  our  students  complete  their  second  year,  and  transfer  to  a 
U.S.  medical  school. 


Graduates  of  St.  George's  University  School  of  Medicine  enter  primary  care 
specialties  at  a  rate  of  76%  —  a  percentage  for  any  U.S.  Medical  School  to  admire. 
The  default  rate  on  student  loans  for  U.S.  graduates  of  St.  George's  is  less  than  1%, 
also  an  enviable  number. 


At  St.  George's,  we  are  very  proud  of  our  achievements  and  academic  record.  The 
states  of  California,  New  York,  and  New  Jersey  have  recognized  this  track  record,  and 
have  approved  St.  George's  students  for  clinical  clerkships  in  their  respective  states. 
The  approval  process  utilized  by  New  York  is  based  on  LCME  accreditation  guidelines 
and  is  identical  in  many  ways. 

Mr.  Chairman,  I  bring  this  information  to  your  attention  because  it  is  important 
that  this  committee  not  paint  every  graduate  of  a  non-U.S.  medical  school  with  the 
same  broad  brush  and  because  it  is  important  for  this  committee  to  recognize  that  not 
every  non-  U.S.  medical  school  is  the  same. 

Council  on  Graduate  Medical  Education  Recommendations 

The  prepublication  recommendations  of  the  seventh  report  of  the  Council  on 
Graduate  Medical  Eklucation  that  were  transmitted  recently  to  Congress  by  COGME 
are  arbitrary  in  nature  as  they  relate  to  International  Medical  Graduates,  and  are  also 
directly  contradictory  to  recommendations  made  in  its  first  report  related  to 
International  Medical  Graduates. 


Seventh  Annual  Report 
COGME's  Seventh  Annual  Report  identifies  the  following  commendable  goals: 

1)  Decrease  the  number  of  specialists  trained. 

2)  Increase  the  number  of  generalist  physicians  and  improve  primary  care 
teaching. 

3)  Increase  minority  representation  in  medicine. 

4)  Improve  physician  geographic  distribution. 

5)  Train  more  physicians  in  ambulatory  and  managed  care  settings. 


COGME's  Seventh  Annual  Report  also  makes  the  following  recommendations 
related  to  IMGs: 

1)  Continued  medicare  GME  funding  for  U.S.  Medical  School  graduate  residents 
at  current  level  but  reduce  payments  for  International  Medical  Graduate 
residents. 

2)  Transition  pn^rams  to  assist  IMG  resident-dependent  institutions. 
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Mr.  Chairman,  neither  of  these  two  recommendations  will  help  to  achieve  the  5 
stated  goals.  In  fact,  one  could  make  a  persuasive  argument  that  implementation  of 
these  recommendations  would  make  it  more  difficult  to  achieve  the  5  stated  national 
goals.  Graduates  of  St.  George's  University  School  of  Medicine,  and  International 
Medical  Graduates  in  general  are: 

1)  More  likely  to  enter  primary  care  specialties. 

2)  Certainly  much  more  likely  to  be  an  ethnic  minority. 

3)  Much  more  likely  to  enter  a  residency  program  in  a  setting  that  treats 
disadvantaged  populations  and  perform  these  services  in  an  ambulatory 
setting. 

Furthermore,  Mr.  Chairman,  the  Seventh  Report  of  COGME  directly  contradicts 
COGME's  landmark  first  report  which  had  the  mandate  to  carefully  review  issues 
related  to  International  Medical  Graduates,  which  states  that: 

1)  Selection  into  GME  programs  should  be  based  on  the  relative  qualifications 
of  the  individual  applicant,  not  on  group  or  institutional 

associations;  and 

2)  For  the  purpose  of  limiting  access  to  GME,  the  federal  government  should 
not  establish  policies  which  would  discriminate  against  medical  school 
graduates  on  the  basis  of  citizenship,  immigration  status,  or  medical  school 
location. 

Mr.  Chairman,  and  members  of  the  subcommittee,  St.  George's  recognizes  that  this 
committee  has  been  given  reconciliation  instructions  to  achieve  savings  in  the 
medicare  program.  We  propose  that  if  savings  must  be  achieved  in  Graduate  Medical 
Education,  that  they  be  done  across  the  board  and  not  be  arbitrarily  targeted  at  U.S. 
students  who  receive  their  medical  education  abroad. 

I  would  also  question  the  value  of  the  Council  on  Graduate  Medical  Education  and 
the  motives  of  its  members  when  recommendations  such  as  theirs  are  made  that  do 
nothing  to  achieve  the  stated  goals,  but  go  a  long  way  to  protect  the  status  quo  for  the 
U.S.  medical  establishment. 
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July  25,  1995 
Dearborn,  Michigan 


First,  I  would  like  to  make  a  public  apology  to  the  President. 
I'm  sorry,  Mr.  President,  I  let  you  down. 

I  am  one  of  thousands  of  Americans  who  truly  understands  the 
shortcomings  of  our  present  health  care  system... and  I  did  not 
write  my  senator  or  my  congressman  about  the  Health  Security  Act. 

As  a  physician  who  specializes  in  the  care  of  the  elderly,  I 
was  able  to  critically  evaluate  your  plan  for  home  and  community- 
based  care... and  it  was  outstanding.  It  was  consistent  with  the 
values  of  this  group  of  Americans  that  built  our  bridges  and  our 
roads,  worked  and  improved  our  factories,  taught  our  children  and 
paid  life-long  taxes. 

Our  nation's  elderly  deserve  the  right  to  remain  at  home,  if 
they  so  choose.  We  should  support  their  decision  to  remain  active 
in  the  community ...  as  long  as  is  possible. 

There  needs  to  be  some  type  of  cost-sharing  so  that  those  who 
can  afford  to  pay  for  that  support,  do  pay... and  those  who  truly 
cannot  afford  to  pay,  get  our  country's  support. 

And  I'm  sorry,  Mr.  President,  because  I  know  that  this  was  all 
there  in  the  Health  Security  Act... in  black  and  white... for 
everyone  to  read... and  I  did... but  I  was  a  relatively  guiet 
supporter. 

I'm  sorry,  Mr.  President,  because  I  read  with  enthusiasm,  over 
two  years  ago,  how  you  were  intent  on  bridging  the  gap  between 
acute  and  long  term  care  so  that  we  could  promote  demonstrations 
which  prevented  costly  hospitalizations  and  reduced  the  terrible 
fragmentation  of  care  that  presently  typifies  our  health  care 
system  for  the  frail  elderly. 

Older  adults  want  to  be  part  of  a  health  care  system  like 
"Cheers" ... "Where  everybody  knows  their  name." 

And,  with  a  strong  preponderance  toward  case  management,  your 
health  care  plan  offered  a  chance  for  that  type  of  health  care 
system,  and  I,  along  with  thousands  of  health  care  professionals 
and  older  adult  advocates,  let  you  down. 

We  knew  that  your  plan  called  for  greater  emphasis  on  long 
term  care  insurance. .. insurance  that  would  have  supported  our 
generation  in  planning  for  our  later  years  (so  that  we  could  be 
secure,  knowing  that  what  is  happening  to  our  parents  and 
grandparents  all  across  America,  in  every  town,  in  every  city, 
doesn't  have  to  happen  to  our  generation  when  we  get  to  be  that 
age. ) 
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Your  Health  Security  Act  clearly  sent  us  a  message  that  if 
we're  ready  to  pitch  in  now,  while  we're  younger,  we'll  not  be 
forced  to  live  out  our  final  years  in  places  others  choose  for  us. 

This  is  too  great  a  country  to  continue  to  allow  strangers  to 
make  the  decision  to  place  an  older  adult  in  a  nursing  home  when 
that  individual  would  rather  be  in  their  own  home. 

I  am  very  worried  about  the  Medicare  and  Medicaid  cuts  being 
proposed.  As  a  Geriatrician,  I  have  been  witness  to  too  many  older 
Americans  who  have  to  decide  between  food  and  medications.  One 
also  has  to  wonder  how  many  of  those  who  died  in  Chicago  from  the 
heat  could  not  afford  air  conditioning  due  to  the  high  cost  of 
their  medical  expenses. 

I  am  very  concerned  with  the  idea  that  HMOs  are  the  panacea 
for  the  reduction  of  the  high  costs  of  medical  care  for  older 
Americans.  The  HMO  industry,  as  a  whole,  is  just  not  ready.  One 
only  has  to  look  back  to  the  late  1980s  to  examine  the  hazards  of 
older  Americans  entering  health  care  delivery  systems  developed  for 
the  young.  Just  as  quickly  as  HMOs  flocked  into  Medicare  risk 
contracts,  they  soon  closed  up  shop,  leaving  a  population 
frustrated  and  angry.  On  the  other  hand,  some  of  the  best  health 
care  delivered  to  older  Americans  at  present  is  delivered  by  HMOs. 
My  point  is  move  cautiously  and  slowly. 

Quality  measures  specific  to  older  Americans  are  in  their 
infancy.  We  need  to  know  more  about  how  health  care  providers  are 
doing  in  maximizing  the  physical,  psychological  and  social 
functioning  of  the  older  individuals  they  serve.  Activities  of 
daily  living  (eating,  toileting,  dressing,  bathing,  transferring  in 
and  out  of  bed)  and  instrumental  activities  of  daily  living 
(housekeeping,  cooking,  shopping,  using  the  telephone)  are 
measurements  of  independence  that  older  Americans  value.  How  much 
information  is  presently  out  there  on  how  HMOs  do  in  supporting 
these  values?  Not  much.  How  will  your  eighty-five  year  old 
grandmother  really  be  able  to  choose?  How  will  you  choose  for  your 
90  year  old  grandfather  with  Alzheimer's  disease? 

I  am  very  nervous  about  the  effects  of  Medicare  cuts  on 
hospital  care.  Social  Workers  and  nurses  are  already  scrambling  to 
provide  the  type  of  service  older  Americans  deserve  and  expect. 
Already,  staff  finds  themselves  without  the  time  to  walk  and  feed 
those  unable  to  do  so  for  themselves  -  let  alone  cojnfort  and 
support  them  at  a  most  traumatic  time  in  their  lives. 

I  am  scared  for  the  vulnerable  older  Americans  who  reside  in 
our  nation's  nursing  homes  -  if  Medicaid  cuts  lead  to  a  reduction 
in  staffing  and  services.  How  can  we  do  this  to  our  parents  and 
grandparents? 

It  makes  me  quite  anxious  to  think  that  there  may  be  a 
financial  obstacle  to  older  Americans  receiving  home  care  when  they 
leave    the    hospital.        I    have    witnessed    many    older  Americans 
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underestimating  their  needs  when  they  leave  the  hospital  after  an 
illness  or  surgery.  The  follow-up  visit  to  the  office  confirms  the 
extra  time  taken  to  convince  the  person  of  the  benefits  of  home 
care  is  well  worth  it.  Most  are  quite  grateful  that  they  finally 
agreed  to  receive  home  care.  I  am  afraid  that  the  pendulum  will  go 
the  other  way  if  there  is  a  cost  to  the  older  person  for  these 
needed  services. 

Don't  listen  to  any  study  you've  read  that  doesn't  support  the 
fact  that  older  Americans  are  leaving  the  hospital  "quicker  and 
sicker. " 

I  am  very  supportive  of  giving  older  Americans  choice  in 
choosing  a  health  plan  -  but  let's  give  them  real  choice.  It  must 
be  a  strictly  enforced  federal  law  requiring  all  HMOs  and  other 
providers  to  accept  all  older  Americans  without  discrimination 
against  those  with  pre-existing  conditions  of  any  kind.  We  cannot 
allow  older  Americans  who  experience  misfortune  in  illness  and 
functioning  to  also  be  a  victim  of  financial  devastation  as  well. 

I  believe  a  real  opportunity  for  savings  is  in  the  area  of 
advance  directives.  If  we,  as  a  country/  were  more  assertive  in 
asking  older  Americans  what  they  want,  the  reductions  in  costs 
would  be  enormous.  Each  one  of  us  has  been  witness  to  a  family 
member,  friend,  or  parent  who  has  received  treatment  that  we  know 
they  would  have  never  wanted.  How  many  tests  are  done  before 
asking  the  patient  whether  he  or  she  would  accept  the  treatment  - 
if  the  test  is  positive?  How  many  people  are  placed  on 
respirators,  transferred  to  the  hospital  or  received  feeding  tubes 
that  are  inconsistent  with  their  own  personal  values? 

Another  opportunity  for  savings  is  the  coordination  of 
Medicare,  Medicaid  and  the  Older  Americans  Act's  many  outstanding 
programs  and  services.  An  older  American's  health  cannot  be 
optimized  unless  their  services  are  integrated.  We  cannot  truly 
provide  the  greatest  independence  to  older  Americans  unless  we 
integrate  case  management,  homemaker  and  chore  assistance,  respite 
services,  adult  day  care,  personal  assistance  services  and 
assistive  devices  into  our  health  care  system.  Anything  else  is  an 
artificial  separation. 

So  I  hope  that  Congress  will  review  the  Health  Security  Act 
for  its  values  (security,  simplicity,  savings,  quality,  choice  and 
responsibility)  and  its  insightful  programs  regarding  older 
Americans.  When  one  talks  about  all  the  waste  in  governmental 
programs  let  this  not  be  another  example!  Hundreds  of  the  country's 
most  knowledgeable  gerontologists  and  aging  advocates  worked  on  the 
proposals  and  policy  papers  which  shaped  the  Health  Security  Act. 
Let's  not  waste  all  the  time  and  human  resources  devoted  to  the 
task  forces  set  up  by  the  President  and  Mrs.  Clinton. 
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Again,  I  aia  sorry,  Mr.  President.  I,  and  hopefully  all  those 
who  really  care  about  our  nation's  elderly,  will  rise  up  this  time 
and  be  heard, 

And,  to  all  congressmen  and  congresswomen ,  listen  to  your 
mothers  and  fathers,  grandmothers  and  grandfathers  -  they  deserve 
your  greatest  attention  on  this  natter. 

So,  for  now,  for  all  of  us  who  didn't  support  our  President  as 
strongly  and  as  vocally  as  we  could  have,  we  can  only  say... 

Things  will  be  different  in  '95! 


Steven  M.   Stein,  M.D. 
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TRANSPLANT  RECIPIENTS  INTERNATIONAL  ORGANiZATiCN,  INC. 


Transplant  Recipients  International  Organization,  Inc.,  (TRIO),  a  non-profit  organization 
striving  to  have  a  positive  impact  on  the  state  of  organ  donation  and  transplantation, 
respectfully  submits  the  following  remarks  on  the  subject  of  Medicare  reform.  TRIO*s 
four-fold  mission  is  to  promote  donor  awareness,  provide  to  and  receive  support  fi'om 
transplant  candidates,  recipients,  their  families  and  donor  family  members,  offer  education 
and  information  on  current  developments  in  transplantation,  and  advocate  for  the  needs 
and  concerns  of  our  members  in  local,  statewide  and  national  legislative  efforts. 

TRIO  wishes  to  be  included  in  the  meaningful  long-term  effort  toward  controlling  the 
growth  of  Medicare  spending.  The  following  recommendation  focuses  on  the  Medicare 
End  Stage  Renal  Disease  Program  (ESRD),  a  cost  effective  program  which  has  sustained 
and  restored  life  to  hundreds-of-thousands  of  transplant  candidates  and  recipients. 

Medicare 

Prior  to  the  advent  of  Medicare,  health  care  for  elderly  and  disabled  persons  depended 
upon  individual  wealth,  or  the  generosity  of  one's  fiiends  and  family.  With  the  private 
market  unwilling  to  address  the  health  care  needs  of  disadvantaged  populations,  Medicare 
was  established.  The  subsequent  effect  has  been  the  increase  in  the  quality  of 
cost-effective  health  care  for  millions  of  disadvantaged  Americans. 

TRIO  recognizes  the  importance  of  fiscal  responsibility,  and  we  applaud  the  Committee's 
efforts  to  control  the  rising  cost  of  health  care.  We  are  concerned  about  any  abrupt 
dismantling  of  Medicare  however,  and  are  hopeful  that  reforms  occur  incrementally, 
without  serious  disruption  to  the  lives  of  those  entitled  elderly  and  disabled  beneficiaries. 

End  Stage  Renal  Disease  Program  (ESRD) 

The  ESRD  Program  was  established  in  1974  for  the  purpose  of  assisting  those  individuals 
suffering  fi'om  life-threatening  end  stage  renal  failure,  a  disease  that  afflicts  all  segments  of 
the  American  population  and  with  little  warning.  Through  subsidizing  the  costs  associated 
with  kidney  dialysis,  and  immunosuppressive  drugs  for  organ  transplant  recipients,  the 
ESRD  Program  has  sustained  and  enhanced  the  quality-of-!ife  of  hundreds  of  thousands  of 
transplant  candidates  and  recipients. 

Privatization  of  the  ESRD  Program 


Despite  recent  evidence  regarding  the  cost-effectiveness  of  managed  care,  it  is  unclear 
whether  or  not  the  ESRD  Program  could  be  replicated  by  managed  care  facilities  and  still 
provide  quality  care  with  unlimited  access. 
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Relative  to  other  medical  therapies  reimbursable  under  Medicare  dialysis  is  a  costly 
therapy,  but  has  remained  stable  over  time.  According  to  the  Health  Care  Financing 
Administration  (HCFA),  their  cost  per  dialysis  in  1989  was  around  $125,  representing  a 
61%  reduction  in  inflation  adjusted  dollars  from  the  payment  level  in  1974  ($138). 

The  ESRD  Program  as  administered  by  the  HCFA,  has  treated  all  eligible  ESRD 
candidates  without  regard  to  age,  sex,  race  or  religion.  Prior  to  1974,  ESRD  care  was 
characterized  by  inequities,  with  hospital  boards  deciding  who  would,  and  wouldn't, 
receive  the  life-saving  benefits  of  dialysis.  It  is  all  to  possible  that  an  analogous  situation 
would  exist  under  an  ESRD  system  controlled  by  managed  care  providers.  In  short, 
managed  care  providers  would  be  the  "gate-keepers,"  providing  coverage  to  a  limited 
number  of  ESRD  patients  while  excluding  older  ESRD  populations  and  those  with  limited 
financial  resources.  Faced  with  rising  costs  of  treating  ESRD  patients,  managed  care 
providers  will  have  greater  incentive  to  reduce  expenditures,  perhaps  by  limiting  ESRD  for 
those  populations  at  greater  risk  of  hospitalization  or  unable  to  afford  rising  premiums. 

Given  the  steady  ESRD  patient  population  growth  (9%  annually),  the  aging  of  the  ESRD 
population,  and  the  level  of  comprehensive  specialized  care  required,  the  multi-billion 
dollar  costs  of  ESRD  is  not  representative  of  ineflBciencies  or  inflated  costs.  Continued 
protections  from  rising  inflation,  HCFA's  forthcoming  analysis  of  ESRD  capitation 
studies,  and  the  exploration  of  alternatives  to  in-center  dialysis  (the  most  costly  form  of 
dialysis  treatment),  will  serve  to  reduce  the  rising  cost  of  Medicare. 

Transplantation  as  a  Cost-EfTective  Alternative 

We  believe  that  developing  performance  standards  for  organ  donation  in  Medicare 
approved  hospitals  would  be  a  cost-effective  means  of  reducing  Medicare  expenditures 
while  simultaneously  maximizing  the  current  supply  of  organs  for  transplant.  In  1991,  the 
most  recent  year  for  which  complete  data  are  available,  Medicare  costs  for  ESRD  were 
$6.15  billion.  Combining  public  and  private  sources,  the  total  figure  for  direct  medical 
expenditures  is  $8.59  billion  (representing  8%  of  total  Medicare  expenditures). 

According  to  one  HCFA  source,  in  terms  of  annualized  costs  the  average  cost  to  Medicare 
in  the  years  following  a  successfiil  kidney  transplant  is  $7,400  opposed  to  $44,000  per 
year  to  maintain  dialysis  treatment 

Numerous  studies  have  been  conducted  that  compare  the  long-term  costs  of  dialysis  and 
organ  transplantation.  In  many  cases,  when  looked  at  over  a  period  of  between  7  to  10 
years,  transplantation  has  been  the  least  costly  treatment  modality  for  ESRD  patients.  In 
his  1992  study.  Comparison  of  Treatment  Costs  Between  Dialysis  and  Transplantation, 
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Paul  Eggars,  of  HCFA,  concluded  that: 

The  results  of  this  study  confirm  the  widely  held  belief  that  kidney  transplantation  is,  over  time,  a 
less  cosdy  alternative  to  maintenance  dialysis.  The  high  initial  cost  of  transplantation  is  recovered 
in  about  4.5  years  (3  years  for  a  living  related  donor)  with  a  net  discounted  savings  of  about 
$42,000  over  a  .10  year  time  fTame....the  results  would  more  forcefully  &vor  transplantation  as  the 
preferred  renal  replacement  therapy.... [and]  is  the  preferred  alternative  for  ESRD  patients  both 
firom  a  medical  as  well  as  an  economic  perspective  (288). 

With  the  advent  of  cyclosporine,  and  other  life-saving  immunosuppressive  drugs,  the 
survival  rates  of  kidney  recipients  have  shown  marked  improvements.  According  to  data 
published  in  the  United  Network  for  Organ  Sharing  (UNOS),  Center  Specific  Report,  one 
year  kidney  graft  survival  for  a  cohort  of  patients  (10/1/87  to  12/31/91)  was  81.6  percent 
One  year  patient  survival  rates  for  the  same  cohort  was  93.8  percent.  Given  these 
increases  in  graft  survival,  it  can  be  inferred  that  the  initial  costs  of  transplantation  are 
recovered  in  less  than  4  years. 

TRIO  is  hopeful  that  the  Committee  will  continue  to  support  the  ESRD  Program  as  they 
look  for  ways  to  reduce  Medicare  expenditures.  The  ESRD  Program  is  functioning  with  a 
high  degree  of  success  and  cost  effectiveness  under  current  HCFA  perview.  We  fear  that 
without  Federal  involvement,  the  ESRD  population  will  not  be  adequately  served  by 
private  insurers.  As  has  been  the  case  in  the  past,  private  insurers  have  been  unwilling  to 
assist  transplant  candidates  in  need  of  life-sustaining  dialysis  therapy.  We  kindly  request 
that  the  Committee  strongly  consider  transplantation  as  a  method  of  addressing  the  rising 
cost  of  health  care.  With  the  development  of  performance  standards  for  organ  donation  in 
Medicare  approved  hospitals,  and  with  proper  incentive,  kidney  transplantation  for  a 
significant  number  of  dialysis  patients  would  be  a  realistic  option.  An  option  that  would 
reap  benefits  that  greatly  exceed  current  ESRD  costs. 

Conclusion 

Medicare  provides  valuable  insurance  protection  to  millions  of  entitled  seniors  and 
disabled  individuals,  insurance  that  would  be  difficult  for  many  to  obtain  in  the  private 
market  We  agree  that  the  current  health  care  system  is  characterized  by  problems, 
including  escalating  costs,  but  dismantling  Medicare  will  not  solve  the  problem.  We  must 
look  for  alternative  methods  of  caring  for  our  nations  elderly  and  disabled,  refining 
Medicare  as  we  search  for  a  resolution  to  our  nation's  overall  health  care  dilemma.  TRIO 
points  to  organ  donation  and  transplantation  as  a  viable  means  for  reducing 
Medicare  expenditures. 

Again,  we  appreciate  the  opportunity  to  comment  on  Medicare  reform  and  would  be 
happy  to  evaluate  legislative  measures  which  would  increase  organ  donation  while 
decreasing  costs  associated  with  Medicare. 
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TESTIMONY  OF  W.  BRUCE  LUNSFORD 
PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 
VENCOR,  INC. 

BEFORE  THE  SUBCOMMITTEE  ON  HEALTH 
HOUSE  COMMITTEE  ON  WAYS  AND  MEANS 
JULY  19, 1995 


Mr.  Chairman,  thank  you  for  the  opportunity  to  offer  written  comments  to  the 
Subcommittee  £is  it  prepares  to  draft  Medicare  program  reforms.  I  hope  you  will  give  them 
consideration  and  feel  free  to  ask  for  additional  detail.  I  am  a  co-founder  of  Vencor,  Inc.  and 
have  been  its  Chief  Executive  Officer  since  its  beginning  in  1985. 

Vencor  owns  and  operates  35  hospitals  which  are  certified  by  Medicare  as  "long-term 
care  hospitals"  and  thus  are  exempt  from  the  Prospective  Payment  System  (PPS).  The  company 
was  founded  in  1985  and  will  provide  500,000  days  of  care  to  catastrophically  ill,  medically 
complex  patients  during  1995.  Vencor' s  3,200  hospital  beds,  located  in  17  states,  represent  a 
portion  of  the  approximately  18,000  beds  in  the  nation's  160  certified  long-term  hospitals. 

Vencor's  patients,  however,  represent  a  much  more  acutely  ill  patient  than  the  typical 
patient  treated  in  a  majority  of  the  long-term  care  hospitals.  Most  Vencor  patients  are  referred 
from  the  intensive  care  imits  of  acute  care,  PPS  hospitals.  The  majority  are  dependent  upon  life- 
support  systems  and  are  being  treated  for  multiple  system  failure.  More  than  75%  of  Vencor's 
patients  are  on  ventilators  during  some  portion  of  their  hospitalization. 

In  every  market  where  Vencor's  mature  hospitals  operate,  our  acuity  adjusted  costs  are 
the  first,  second  or  third  lowest  of  all  other  hospitals.  Vencor's  long  term  hospitals  cost 
Medicare  less  per  discharge  than  the  DRG  and  outlier  payments  combined  at  a  short  term 
hospital.  Our  patient  outcomes  are  equivalent  or  better. 

Vencor's  successes  have  not  attracted  wide  notice  because  long-term  hospitals  represent  a 
very  small  niche  within  the  Medicare  payment  system.  PPS  exempt  hospitals  account  for  less 
than  3%  of  Medicare  Part  A  expenditures  and  fewer  than  2%  of  Medicare  discharges.  Long-term 
hospitals  accoimt  for  approximately  15%  of  PPS-exempt  program  expenditures  and  less  than 
10%  of  the  facilities. 

Various  proposals  are  imder  consideration  by  Congress  that  would  penalize  providers, 
such  as  Vencor,  which  successfully  treat  the  most  acutely  ill  patients  and  ultimately  save  the 
Medicare  program  money.  We  think  that  it  is  in  the  taxpayers'  interest  to  maintain  current 
incentives  to  reduce  costs  and  not  penalize  the  efficient  provider  by  rebasing  older  long  term 
hospitals  that  do  not  treat  the  same  kind  of  patient  admitted  to  a  Vencor  hospital.  We  also  think 
that  the  unrestrained  growth  of  the  "hospital  within  a  hospital"  units  is  driving  up  Medicare  costs 
and  has  created  a  loophole  in  the  TEFRA  payment  system. 

Vencor  proposes  that  Congress  take  the  following  steps  to  achieve  intermediate  term 
budgetary  savings  in  the  long-term  hospital  segment  of  the  Medicare  program  until  a 
comprehensive  new  payment  system  is  developed. 

1)  Establish  1997  as  a  target  date  for  the  Health  Care  Financing  Administration 
(HCFA)  to  establish  a  new  payment  system  for  long-term  hospitals. 

2)  Freeze  target  update  factors  for  all  long-term  hospitals  and  avoid  rebasing  until  a 
new  payment  system  is  developed  by  HCFA  and  approved  by  Congress. 

3)  Do  not  certify  anymore  "hospital  within  a  hospital"  units  until  a  new  payment 
system  for  long-term  hospitals  is  adopted. 

I  appreciate  the  opportimity  to  bring  these  ideas  to  your  committee  and  am  available  to 
discuss  these  proposals  in  deteiil  at  your  convenience. 
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WiHbm  Beaumont  Hospital     Kenneth  E.  Myers 
President 

July  24,  1995 

Mr.  Phillip  D.  Mosdey,  Chief  of  Sta£f 
Cominittee  on  Yfays  and  Means 
U.S.  House  of  Representatives 
1102  Long%vorth  House  Office  Building 
Washington,  D.C.  20515 

re:     House  Cominittee  on  Ways  and  Means 
Subconunittee  on  Health 

Hearing  on  Saving  Medicare  and  Budget  Reconciliation  Issues 
July  19, 1995 

Dear  Mr.  Moseley: 

On  behalf  of  Vy^lliam  Beaiunont  Hospital,  I  am  submitting  the  following  comments  to  tiie 
Subcommittee  on  Health  of  the  House  Ways  and  Means  Committee  on  the  Medicare 
program.  While  we  support  tiie  direction  that  Congress  has  taken  to  reduce  the  federal 
deficit  and  maintain  the  financial  viability  of  the  Medicare  program,  we  also  support  the 
American  Hospital  Association's  position  ^t  Congress  cannot  continue  to  reduce  payments 
to  providers  as  the  means  to  reach  the  $270  billion  spending  reduction  target  for  Medicare. 
Rather,  significant  restructuring  of  the  Medicare  program  is  in  order. 

Attached  is  a  fact  sheet  on  our  Royal  Oak  and  Troy  hospitals  which  shows  our  national 
ranking  in  terms  of  volume  of  patient  care  services.  Beaumont  is  recognized  by  major 
employers  in  our  area,  including  Ford  Motor  Company  and  Chrysler  Corporation,  as  having 
two  of  the  most  cost  efficient  and  high  quality  hc»pitals  in  southeast  Michigan.  Like  all 
hospitals,  Beaumont  has  been  working  to  reduce  costs  and  improve  efficiency  without 
impacting  the  quality  of  medical  care  we  provide  our  patients.  This  has  included  the 
developmoit  of  clinical  pathways  to  reduce  our  lengths  of  stay.  Our  average  length  of  stay 
for  Medicare  patients  at  Royal  Oak  has  been  reduced  from  9.6  days  in  1990  to  8.0  days 
in  1994.  Even  so,  Medicare  patients  accounted  for  46  percent  of  patient  days  in  1990  and 
48  percent  of  patient  days  in  1994.  Even  as  we  have  reduced  the  average  length  of  stay. 
Medicare  patients  still  represent  a  growing  percentage  of  our  days  of  care  because  of  thdr 
growing  number  and  severity  of  iUness. 

Because  Medicare  reimbursement  under  the  prospective  payment  system  has  not  yet  kept 
up  with  acknowledged  marketbasket  inflation,  Medicare  paid  our  hospitals  $29  million  less 
than  our  costs  last  year  for  caring  for  Medicare  beneficiaries,  $14  miUion  of  which  was  for 
inpatient  care.  Therefore,  we  are  understandably  concerned  about  further  arbitrary 
r^uctions  in  payment  levels  to  hospitals  without  significant  restructuring  of  the  health  care 
delivery  system. 
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As  a  major  teaching  hospital,  we  are  most  concerned  about  proposals  to  reduce  indirect 
medical  education  from  a  factor  of  7.7  to  3  percent.  This  would  reduce  Medicare  payments 
to  our  hospitals  by  $17  million  without  any  change  in  demand  for  service.  As  you  know, 
the  IME  adjiisrment  was  instituted  at  the  beginning  of  the  prospective  payment  system  to 
recognize  that  teaching  hospitals  have  higher  costs  than  non-teaching  hospitals.  The  higher 
costs  to  support  clinical  education,  biomedical  research,  and  higher  specialized  patient  care 
associated  with  teaching  hospitals  are  real;  reduction  of  IME  will  not  make  these  costs 
disappear.  Teaching  hospitals  cannot  shift  such  b\irdens  to  other  payers  in  the  evolving 
concept  of  managed  health  care  unless  a  way  is  devised  for  all  payers  to  support  IME. 

You  shodd  also  know  that  reductions  in  payments  for  graduate  medical  education  would 
fell  disproportionately  hard  on  Michigan,  which  ranks  in  the  top  five  states  in  the  country 
for  Medicare  payments  for  both  direct  and  indirect  graduate  medical  education.  A  60 
percent  reduction  in  Medicare  ENIE  payments  woxild  mean  a  loss  of  SI 00  million  to  ovir 
teaching  hospitals,  many  of  which  are  caring  for  a  disproportionate  share  of  indigent 
patients.  Reductions  in  Medicare  spending  should  not  be  directed  at  those  states  and 
hospitals  that  train  the  nation's  supply  of  physicians.  To  illustrate,  of  the  110  Beaumont 
residents  graduating  last  year,  44  left  Michigan  to  begin  their  practice  in  other  states. 

Now  that  Congress  is  considering  providing  more  managed  care  alternatives  to  Medicare 
patients,  it  is  important  that  existing  Medicare  payments  for  GME,  EME,  and 
disproportionate  share  hospitals  remain  as  separate  components  apart  from  the  adjusted 
average  per  capita  cost  (AAPCC).  It  is  essential  that  those  payments  go  directiy  to  the 
hospitals  where  those  costs  are  incurred  and  not  to  a  managed  care  plan  that  have  no 
incentive  to  contract  with  higher  cost  teaching  hospitals. 

As  the  House  Ways  and  Means  Committee  considers  policies  to  reduce  the  rate  of  growth 
of  Medicare  spending,  I  \irge  members  to  make  decisions  that  are  equitable  among  both 
providers  and  beneficiaries,  as  well  as  among  teaching  and  non-teaching  hospitals.  Thank 
you  for  your  consideration. 

Sincerely, 

President  and  cXe.O. 
jc 

Attachment 
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wniiam  Beaumont  Hospital 
1994  Data 


Roval  Oak* 

Trov** 

Licensed  Beds 

929 

189 

Inpatient  Admissions 

40,940 

11,599 

Siargeries 

31,837 

11,087 

Inpatient 

13,908 

3,741 

Outpatient 

17,929 

7,346 

Births 

5,188 

1,322 

Emergency  Visits 

78,067 

38,315 

Occupancy  Rate 

76.1% 

84% 

Average  Length  of  Stay 

6.3  days 

5.1  days 

Medicare  Avg.  Length  of  Stay 

8.0  days 

6.6  days 

Based  on  1993  AHA  data  for  a  single  hospital  campus.  Royal  Oak  ranked  9th  in  the 
nation  for  inpatient  admissions,  7th  for  total  surgeries,  23rd  for  inpatient  surgeries, 
and  4th  for  outpatient  surgeries 

Based  on  1993  AHA  data  for  community  hospitals  uaider  200  beds,  Troy  ranked 
12th  in  the  nation  for  inpatient  admissions,  8th  for  total  surgeries,  33rd  for 
inpatient  surgeries,  and  7th  for  outpatient  surgeries 
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